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PRESIDENT'S  PROPOSALS  ON  HEALTH  CARE 
REFORM  AND  THE  FISCAL  YEAR  1993  HEALTH 
AND  HUMAN  SERVICES  BUDGET 


THURSDAY,  FEBRUARY  20,  1992 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10  a.m.,  in  room  1100, 
Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski  (chair- 
man of  the  committee)  presiding. 

[The  press  releases  announcing  the  hearings  follow:] 
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FOR  IMMEDIATE  RELEASE 
TUESDAY/   FEBRUARY  4,  1992 


PRESS  RELEASE  #28 

COMMITTEE  ON  WAYS  AND  MEANS 

U.S.   HOUSE  OF  REPRESENTATIVES 

1102  LONGWORTH  HOUSE  OFFICE  BUILDING 

WASHINGTON ,   D.C.  2051S 

TELEPHONE:      (202)  225-1721 


THE  HONORABLE  DAN  ROSTENKOWSKI   (D.,   ILL),  CHAIRMAN, 
COMMITTEE  ON  WAYS  AND  MEANS,   U.S.   HOUSE  OF  REPRESENTATIVES, 
ANNOUNCES  A  HEARING  ON 
THE  PRESIDENT'S  PROPOSALS  ON  HEALTH  CARE  REFORM 
AND  THE  FISCAL  YEAR  1993  HEALTH  AND  HUMAN  SERVICES  BUDGET 


The  Honorable  Dan  Rostenkowski  (D. ,  111.),  Chairman,  Committee  on 
Ways  and  Means,  U.S.  House  of  Representatives,  today  announced  that  the 
Committee  will  hold  a  hearing  on  the  President's  proposals  for  health 
care  reform  and  his  fiscal  year  1993  budget  proposals  affecting  health 
and  human  services  programs  under  the  jurisdiction  of  the  Committee  on 
Ways  and  Means. 

The  hearing  will  be  held  on  Thursday,  February  20,  1992,  in  the 
Committee's  main  hearing  room,  1100  Longworth  House  Office  Building, 
beginning  at  10:00  a.m. 

The  Secretary  of  Health  and  Human  Services,  the  Honorable  Louis 
Sullivan,  M.D.,  will  be  the  sole  witness  that  day.     The  Committee  will 
receive  testimony  from  public  witnesses  on  the  President's  health  care 
reform  and  fiscal  year  1993  budget  proposals  at  a  future  date  to  be 
announced. 

BACKGROUND; 

The  President  has  indicated  that  he  will  soon  submit  a  health  care 
reform  package,  although  the  details  of  the  President's  health  reform 
proposals  have  not  been  released.     It  is  anticipated  that  the  details 
will  be  available  prior  to  the  hearing.     Reportedly,  the  plan  may 
include  tax  credits  for  the  purchase  of  health  insurance  by  low-income 
individuals,  small  group  health  insurance  reforms,  and  malpractice 
reforms. 

The  President's  budget  for  fiscal  year  1993  proposes  to  make 
various  changes  in  programs  under  the  jurisdiction  of  the  Committee. 

In  the  Medicare  program,  the  Administration  proposes  to  save 
$11  billion  in  provider  payments  over  the  next  five  years  through  the 
following  changes:   (1)  a  three-month  delay  in  the  hospital  update; 
(2)  a  cap  on  payment  for  anesthesia  services;   (3)  a  reduction  in 
payments  for  clinical  laboratory  services;  and  (4)  a  reduction  in 
payments  for  durable  medical  equipment. 

The  President  proposes  to  increase  the  Part  B  premium  for  higher- 
income  beneficiaries  (individual  taxpayers  with  incomes  above  $100,000 
and  joint  taxpayers  with  incomes  above  $125,000.)     This  proposal  would 
increase  revenue  by  $3.1  billion  over  five  years.     The  Administration 
would  also  bring  all  State  and  local  workers  under  Medicare,  which 
would  increase  revenue  by  $8.1  billion  over  five  years. 

With  respect  to  Social  Security,  the  President's  budget  assumes  an 
increasing  backlog  of  applications  for  disability  benefits  —  reaching 
1.4  million  pending  cases  by  the  end  of  fiscal  year  1993.  The 
Committee  wishes  to  review  the  adequacy  of  the  President's  budget 
recommendations  in  light  of  this  projection  and  explore  the 
Administration's  plans  for  improving  the  efficiency  of  the  disability 
program. 

(MORE) 
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The  President  also  proposed  a  number  of  amendments  to  public 
assistance  programs  under  the  Social  Security  Act.     In  his  State  of  the 
Union  address,  the  President  stated  that:     "It's  time  to  replace  the 
assumptions  of  the  welfare  state,  and  help  reform  the  welfare  system." 
The  Committee  wants  to  understand  the  Administration's  welfare  reform 
proposals  and  their  ramifications.     The  President's  budget  includes  a 
proposal  to  expand  State  flexibility  with  respect  to  Aid  to  Families 
with  Dependent  Children  (AFDC)  program  policy,  through  existing  Federal 
waiver  authority.    The  Committee  wishes  to  explore  the  Administration's 
proposed  changes  to  the  waiver  process,  and  the  likely  effects  of  these 
changes  on  AFDC  policy  in  the  States.    The  President's  budget  also 
contains  proposals  to  convert  certain  open-ended  entitlement  funding 
under  the  title  IV-E  foster  care  program  to  a  capped  entitlement;  to 
change  AFDC  program  eligibility  rules  regarding  the  treatment  of  assets 
and  income;  to  limit  the  use  of  funds  under  the  AFDC  emergency 
assistance  program;  and  to  make  funding  changes  to  the  child  support 
enforcement  program. 

DETAILS  FOR  SUBMISSION  OP  REQUESTS  TO  BE  HEARD: 

Individuals  and  organizations  interested  in  presenting  oral 
testimony  at  subsequent  hearings  for  public  testimony  must  submit  their 
requests  to  be  heard  by  telephone  to  Harriett  Lawler,  Diane  Kirkland, 
or  Karen  Ponzurick  [(202)  225-1721)],  to  be  followed  by  a  formal 
written  request  to  Robert  J.  Leonard,  Chief  Counsel  and  Staff  Director, 
Committee  on  Ways  and  Means,  U.S.  House  of  Representatives,  1102 
Longworth  House  Office  Building,  Washington,  D.C.  20515. 


*  *  *  *  * 
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FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #29 

TUESDAY,   FEBRUARY  18,   1992  COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON/   D.C.   2 05 IS 
TELEPHONE:      (202)  225-1721 


THE  HONORABLE  DAN  ROSTENKOWSKI    (D. ,   ILL.)/  CHAIRMAN/ 
COMMITTEE  ON  WAYS  AND  MEANS,   U.S.   HOUSE  OF  REPRESENTATIVES/ 
ANNOUNCES  ADDITIONAL  PUBLIC  HEARINGS  ON 
THE  PRESIDENT'S  FISCAL  YEAR  1993  HEALTH  AND  HUMAN  SERVICES  BUDGET 
AND  THE  PRESIDENT'S  PROPOSALS  ON  HEALTH  CARE  REFORM 


The  Honorable  Dan  Rostenkowski  (D.,  111.),  Chairman,  Committee  on  Ways 
and  Means,  U.S.  House  of  Representatives,  today  announced  that  the 
Committee  will  continue  hearings  on  the  President's  fiscal  year  1993  budget 
proposals  affecting  health  and  human  services  programs  under  the 
jurisdiction  of  the  Committee  on  Ways  and  Means  and  his  proposals  for 
health  care  reform.     The  Committee  will  receive  testimony  from  the 
Secretary  of  Health  and  Human  Services,  the  Honorable  Louis  Sullivan,  M.D., 
on  Thursday,  February  20,   1992.     (See  Press  Release  #28,  dated  Tuesday 
February  4,  1992,  for  additional  details.) 

The  additional  hearing  dates  to  receive  testimony  from  public  witnesses 
will  be  Tuesday,  March  3,  Wednesday  March  4,  and  Thursday,  March  5,  19  92, 
beginning  at  10:00  a.m.  each  day  in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building. 


DETAILS  FOR  SUBMISSION  OF  REQUESTS  TO  BE  HEARD: 

Individuals  and  organizations  interested  in  presenting  oral  testimony 
before  the  Committee  must  submit  their  requests  to  be  heard  by  telephone  to 
Harriett  Lawler,  Diane  Kirkland  or  Karen  Ponzurick  [(202)  225-1721]  no 
later  than  Tuesday,  February  25,  1992,  to  be  followed  by  a  formal  written 
request  to  Robert  J.  Leonard,  Chief  Counsel  and  Staff  Director,  Committee 
on  Ways  and  Means,  U.S.  House  of  Representatives,  1102  Longworth  House 
Office  Building,  Washington,  D.C.  20515.     The  Committee  staff  will  notify 
by  telephone  those  scheduled  to  appear  as  soon  as  possible  after  the  filing 
deadline.    Any  questions  concerning  a  scheduled  appearance  should  be 
directed  to  the  Committee  staff  [(202)  225-1721]. 

It  is  urged  that  persons  and  organizations  having  a  common  position 
make  every  effort  to  designate  one  spokesperson  to  represent  them  in  order 
for  the  Committee  to  hear  as  many  points  of  view  as  possible.     Time  for 
oral  presentations  will  be  strictly  limited  with  the  understanding  that  a 
more  detailed  statement  may  be  included  in  the  printed  record  of  the 
hearings.     (See  formatting  requirements  below.)     In  addition,  witnesses  may 
be  grouped  as  panelists  with  strict  time  limitations  for  each  panelist. 

In  order  to  assure  the  most  productive  use  of  the  limited  amount  of 
time  available  to  question  hearing  witnesses,  all  witnesses  scheduled  to 
appear  before  the  Committee  are  requested  to  submit  300  copies  of  their 
prepared  statements  to  the  Committee  office,  room  1102  Longworth  House 
Office  Building,  at  least  24  hours  in  advance  of  the  scheduled  appearance. 
Failure  to  comply  with  this  requirement  may  result  in  the  witness  being 
denied  the  opportunity  to  testify  in  person. 

WRITTEN  STATEMENTS  IN  LIEU  OF  PERSONAL  APPEARANCE: 

Persons  submitting  written  statements  for  the  printed  record  of  the 
hearing  should  submit  at  least  six  (6)  copies  of  their  statements  by  the 
close  of  business  on  Thursday,  March  19,  1992,  to  Robert  J.  Leonard,  Chief 
Counsel  and  Staff  Director,  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  1102  Longworth  House  Office  Building,  Washington,  D.c. 
20515.     If  those  filing  written  statements  for  the  record  of  the  printed 
hearing  wish  to  have  their  statements  distributed  to  the  press  and  the 
interested  public,  they  may  provide  200  additional  copies  for  this  purpose 
to  the  Committee  office  before  the  hearing  begins. 


(MORE) 
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FORMATTING  REQUIREMENTS X 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted 
for  the  printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the 
guidelines  listed  below.  Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  not  be  printed,  but  will  be 
maintained  in  the  Committee  files  for  review  and  use  by  the  Committee. 

1.  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and 
may  not  exceed  a  total  of  10  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit 
material  should  be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications 
will  be  maintained  in  the  Committee  files  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or,  for  written  comments,  the 
name  and  capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any 
organization  for  whom  the  witness  appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where 
the  witness  or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the  comments 
and  recommendations  in  the  full  statement.  This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits 
or  supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  the  public  during  the  course  of 
a  public  hearing  may  be  submitted  in  other  forms. 


*  *  *  *  * 
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Chairman  Rostenkowski.  Welcome  Mr.  Secretary. 

This  morning  the  committee  will  receive  testimony  from  Health 
and  Human  Services'  Secretary,  Louis  Sullivan.  Dr.  Sullivan  will 
present  the  President's  Medicare  proposals  contained  in  his  budget 
as  well  as  the  President's  proposals  for  health  care  reform. 

Mr.  Secretary,  I  am  genuinely  puzzled  by  the  administration's 
perspective  on  Medicare.  Every  year  the  President's  budget  recy- 
cles proposals  that  would  make  seniors  pay  more  for  Medicare.  For- 
tunately, every  year  Congress  rejects  these  proposals,  a  habit  I  am 
confident  will  be  repeated  again  this  year. 

Meanwhile,  no  proposals  are  advanced  on  how  Medicare  could 
help  pay  for  prescription  drugs.  We  see  no  plan  to  help  seniors  pay 
for  long-term  care. 

It  isn't  surprising  that  many  Medicare  beneficiaries  feel  that 
they  have  been  forgotten  by  the  administration,  but  things  are  not 
entirely  bleak.  There  is  good  news. 

In  the  fourth  year  of  his  Presidency,  President  Bush  has  finally 
come  up  with  a  plan  to  reform  our  health  care  system.  There  have 
been  a  lot  of  promises  along  the  way.  They  have  finally  been  trans- 
lated into  a  proposal — and  not  a  moment  too  soon. 

We  have  talked  a  lot  with  Secretary  Sullivan  on  this  issue  in  the 
past.  He  attended  our  committee  retreat  at  West  Point  nearly  a 
year  ago,  so  he  knows  what  we  will  be  looking  for  today  as  he  ex- 
plains the  plan. 

First,  we  want  a  proposal  that  guarantees  that  every  American 
will  be  covered  by  health  insurance  when  it  is  fully  implemented.  I 
can  understand  the  need  for  taking  small  initial  steps,  but  the  plan 
itself  must  be  big  enough  to  achieve  our  ultimate  goal. 

Second,  we  need  a  strong  cost  containment  proposal.  We  need 
guarantees  as  strong  as  those  for  universal  coverage  that  costs  will 
be  controlled.  Economic  theory  alone — however  arcane  or  sophisti- 
cated— won't  be  adequate  assurance. 

I  certainly  look  forward  to  your  testimony,  Dr.  Sullivan.  I  am 
sure  the  committee  is  waiting  for  comprehensive  answers  to  your 
statement,  as  well  as  the  American  people. 

I  yield  first  to  Mr.  Archer. 

Mr.  Archer.  Mr.  Chairman,  this  hearing  comes  at  a  critical  time 
for  our  Nation's  health  care  system.  The  public  is  deeply  concerned 
about  the  costs  and  availability  of  medical  care,  and  the  outstand- 
ing question  is  not  whether  a  change  is  in  store  for  medicine,  but 
instead,  what  direction  will  that  change  take. 

President  Bush  has  offered  his  plan.  Many  on  the  other  side  of 
the  aisle  have  their  own  proposals,  and  today  the  differences  in  ap- 
proach will  be  highlighted,  by  Secretary  Sullivan's  testimony.  I 
welcome  him  before  the  committee  and  look  forward  to  that  testi- 
mony. 

We  may  quibble  about  the  details  of  your  plan  and  the  Presi- 
dent's plan.  We  should  remember  that  no  plan  is  foolproof,  even  if 
it  may  pass  the  tests  of  the  legislative  process  as  with  Medicare 
catastrophic. 

I  believe  the  importance  of  today's  hearing  is  not  in  the  details, 
but  in  the  conclusions  we  and  the  Nation  draw  about  the  course  of 
future  health  reforms. 
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The  President's  plan  makes  a  clear  statement.  The  current 
health  insurance  system  must  be  improved.  No  Americans  should 
fear  that  they  or  their  dependents  will  lose  their  health  coverage 
because  of  an  illness,  nor  should  they  worry  that  their  health  in- 
surance will  become  unaffordable. 

The  President  also  recognizes  the  need  to  find  a  better  means  to 
encourage  individual  purchase  of  health  insurance.  His  plan  pro- 
vides a  strategy  for  the  health  care  cost  problem.  The  plan  begins  a 
process  to  identify  specific  cost  drivers  in  our  health  care  system, 
such  as  medical  liability.  I  am  confident  we  will  do  a  better  job  of 
cost  containment  by  aiming  at  the  true  inflationary  villains  in 
health  care. 

Whatever  specific  questions  will  be  raised  about  it,  the  Presi- 
dent's plan  sends  a  message.  We  have  high-quality  medical  care 
available  to  all  Americans.  Let's  focus  on  solutions  that  make  the 
system  all  that  it  can  be  so  that  more  Americans  will  have  access 
to  high  quality  health  care. 

Unfortunately,  the  national  health  care  insurance,  and  "pay  or 
play"  proposals  send  a  different  message.  These  approaches  would 
overturn  the  best  of  what  we  have.  They  are  alternatives  that 
would  lead  to  wage  and  price  controls  and  higher  taxes.  They  will 
cost  jobs  for  those  who  can  least  afford  to  lose  their  jobs,  while  for 
the  rest  of  us,  these  alternatives  would  result  in  long  waiting  lines 
for  medical  care  and  real  distortions  in  the  distribution  of  medical 
services. 

The  last  thing  we  need  is  to  politicize  health  care  and  place  100 
percent  of  the  health  care  dollars  at  risk  in  the  Federal  budget 
process.  National  health  insurance,  or  "pay  or  play,"  would  do  ex- 
actly that. 

Additionally,  these  nationalized  approaches  would  have  broader 
economic  implications.  Remember,  medical  care  as  well  as  being 
personally  important  to  each  American,  is  one  of  the  largest  and 
most  robust  sectors  of  the  economy.  It  represents  one-seventh  of 
this  Nation's  economy. 

Yes,  we  need  to  act  to  make  health  insurance  more  affordable. 
Yes,  we  need  to  assure  all  Americans  access  to  health  insurance, 
but  we  should  accomplish  these  ends  by  reforming  the  current 
system,  not  overturning  it. 

I  believe  we  can  make  the  American  system  work  better,  and  I 
thank  you  for  coming  to  testify  before  us,  Mr.  Secretary,  and  giving 
us  the  benefit  of  your  knowledge,  experience  and  explanatory  infor- 
mation about  the  President's  plan. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Secretary.  The  time  is  long  overdue  to  enact  com- 
prehensive reform  of  the  health  care  financing  system.  The  Ameri- 
can people  have  asked  for  a  health  plan  to  resolve  two  major  prob- 
lems. First,  they  want  a  plan  that  will  guarantee  health  insurance 
coverage  for  all  Americans. 

Second,  they  want  a  plan  that  will  limit  the  skyrocketing  health 
care  costs. 

Unfortunately,  as  will  become  clear  in  this  hearing,  the  Presi- 
dent's plan  fails  to  address  these  two  issues  of  paramount  impor- 
tance to  the  American  people. 
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The  President's  plan  does  nothing  for  middle-income  Americans 
who  fear  the  loss  of  insurance.  The  majority  of  uninsured  Ameri- 
cans, with  incomes  just  above  the  poverty  level,  will  still  be  unable 
to  afford  health  insurance. 

But  there  are  alternatives. 

Some  have  characterized  these  options  as  foreign,  but  the  Secre- 
tary himself  says  that  he  puts  his  faith  in  a  system  that  proudly 
bears  the  label  "Made  in  the  USA."  We  don't  need  to  cross  borders 
to  find  an  American  solution  that  has  been  carefully  tested  over 
more  than  25  years. 

The  Secretary,  when  testifying  before  the  Senate  Finance  Com- 
mittee the  day  before  yesterday,  noted  that  Medicare  control  of 
hospital  costs  is  par  excellence  and  he  is  proud  of  his  achievements, 
and  we  are  too. 

He  touched  on  the  answer.  Carefully,  tested  for  25  years,  an 
American  plan  as  American  as  Ford,  Chevrolet,  and  Tippecanoe, 
and  that  answer  is  Medicare.  Medicare  provides  universal  coverage 
for  Americans  over  the  age  65  and  Medicare  beneficiaries  are  satis- 
fied with  the  program.  It  does  a  better  job  of  controlling  costs  than 
any  other  health  insurance  plan  in  this  country. 

Our  witness  today,  when  testifying  the  day  before  yesterday, 
noted  that  success. 

Under  Medicare,  patients  are  free  to  choose  their  physicians, 
choose  their  hospitals,  and  they  don't  have  to  wait  for  services. 
Medicare  is  not  perfect,  but  it  works  better  than  anything  else. 

I  doubt,  and  at  this  point  I  would  challenge  any  Member  in  this 
room  or  of  the  administration,  that  there  is  a  single — I  am  not 
being  greedy.  They  didn't  ask  in  the  Senate  for  two  votes,  just  one 
vote  to  repeal  the  Medicare  system.  I  would  like  them  to  go  on 
record  at  this  time. 

I  would  note  that  I  have  no  respondents  to  that  for  these  reasons: 
I  have  introduced  H.R.  650  that  would  provide  every  American 
with  comprehensive,  cost-effective  health  coverage  based  on  the 
Medicare  Program. 

Piecemeal  approaches  based  in  the  private  sector  will  not 
achieve  our  common  goal  of  universal  coverage.  Only  a  single  or 
all-payer  approach  will  be  able  to  contain  the  skyrocketing  health 
care  costs.  Even  the  AMA  and  Dr.  Wilensky  recognize  that  the 
German  system  of  negotiating  fees  and  hospital  costs  have  been 
twice  as  successful  as  this  country's  efforts.  Vague  assurances  and 
untested  theories  will  not  solve  our  health  care  crisis. 

While  the  President  has  declined  to  provide  the  leadership  the 
country  needs  in  this  area,  this  committee  can  and  will  address  the 
health  care  crisis  in  a  meaningful  way. 

I  hope  that  over  the  next  few  months  we  will  be  able  to  work 
together  to  achieve  consensus  on  a  plan. 

A  plan  that  will  address  the  need  to  assure  health  insurance  pro- 
tection for  every  American  demands  our  greatest  effort.  The  im- 
passe has  gone  on  far  too  long.  I  hope  today's  discussion  will  lead 
to  immediate  consideration  of  comprehensive  health  care  reform. 

We  look  forward  to  the  Secretary's  cooperation  toward  that  end. 

Chairman  Rostenkowski.  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 
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I  want  to  compliment  the  Secretary  and  compliment  the  adminis- 
tration on  the  plan  which  they  have  developed.  My  reading  of  the 
public  mind  is  quite  different  apparently  from  the  reading  of  some 
of  my  colleagues  on  the  other  side  of  the  aisle. 

Clearly,  the  public  is  not  happy  with  the  system  as  it  is  today, 
and  how  right  they  are,  but  I  do  not  sense  that  the  public  wants  to 
replace  the  present  system.  I  think  they  want  to  reform  the 
present  system  and  get  it  to  work  better  for  them.  In  my  view,  the 
President's  program  is  responsive  to  the  concerns  of  the  American 
people. 

With  regard  to  the  financing  which  is  often  mentioned,  we  all 
talk  about  control  of  health  care  costs,  but  I  would  submit  that  the 
first  obligation  of  the  Federal  Government  is  to  show  that  we  can 
reform,  and  that  we  can  slow  down  the  rates  of  inflation  of  the 
health  care  costs  for  the  programs  for  which  we  have  responsibil- 
ity, Medicare  and  Medicaid. 

I  am  satisfied  this  can  be  done  and  maintain  at  the  same  time 
the  present  high  level  of  services  available  to  the  population  served 
by  those  programs.  And  indeed,  since  1983,  we  have  realized  tens  of 
billions  of  dollars  of  savings  and  I  haven't  received  the  first  com- 
plaint from  a  beneficiary  that  they  have  been  harmed.  There  is 
room  for  more  savings  there  as  well. 

Mr.  Chairman,  I  think  what  a  lot  of  this  comes  down  to  is  a 
choice  between  an  all-or-none  or  an  incremental  approach  to  deal- 
ing with  the  issues  which  are  before  us  and  I  believe  that  much  of 
this  is  going  to  be  decided  this  year. 

We  have  the  ability  within  the  Congress  if  we  have  the  will  to 
act  this  year  on  small  group  reform.  Consensus  there  is  at  hand. 

We  have  our  chairman's  bill,  Chairman  Bentsen's  bill,  the  initia- 
tives of  Senator  Chafee  and  Republican  Members  of  the  Senate, 
and  now  the  President's  recommendations  with  regard  to  small 
group  reform. 

There  are  not  10  cents  worth  of  differences.  We  can  do  that  this 
year  if  we  are  willing  to  back  away  from  the  notion  that  it  has  to 
be  all  or  none,  but  if  the  sentiment  is  all  or  none,  I  would  submit 
that  out  of  the  turmoil  and  tension  of  this  year's  political  debate 
will  come  some  sort  of  definition  of  where  we  will  go. 

I  would  hope  that  if  the  President  is  reelected  that  he  will  be 
able  to  say  to  us  "I  unveiled  a  health  care  program  in  February  in 
Cleveland,  OH.  A  lot  of  people  didn't  like  it,  but  I  have  a  public 
mandate  to  work  with  the  Congress  to  implement  that  approach." 

If  the  issue  is  joined  and  those  who  have  the  power  to  do  so  don't 
want  to  move  in  an  incremental  way,  then  I  think  we  will  put  all 
the  chips  on  the  Presidential  race  and  so  be  it. 

Chairman  Rostenkowski.  Mr.  Gibbons. 

Mr.  Gibbons.  Mr.  Secretary,  you  all  have  a  1940  solution  for  a 
1990  problem.  Your  solution  might  have  been  good  in  1940,  but  it 
won't  work  in  1990.  I  have  been  getting  elected  for  40  years  now,  so 
I  have  developed  a  little  sense  of  what  people  want  and  what  is 
popular. 

I  can  tell  you  that  I  introduced  Medicare  for  all  and  it  is  the 
most  popular  thing  that  I  have  done  in  40  years;  40  years. 

People  come  up  to  me  on  the  street  and  say  "When  is  that  pro- 
gram going  to  get  adopted?"  We  need  it.  We  can't  put  up  with  the 
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current  system.  Of  all  the  programs  Mr.  Gradison's  committee 
looked  at  and  scored,  Medicare  is  the  only  one  that  saves  the 
American  people  money. 

So  your  1940  solution  is  50  years  too  late.  That  is  the  problem. 

Chairman  Rostenkowski.  Mr.  Russo. 

Mr.  Russo.  Thank  you,  Mr.  Chairman. 

I  don't  think  we  can  quibble  that  the  health  care  system  is  in  a 
crisis.  In  fact,  several  times,  I  have  heard  it  described  not  as  a 
health  care  system,  but  as  a  system  of  sickness  providers.  We  do 
very  little  to  prevent  illness  and  encourage  good  health.  We  focus 
on  treating  the  illness. 

I  think  the  President's  plan  is  woefully  inadequate.  It  doesn't 
stress  prevention.  However,  we  live  in  a  democracy.  One  of  the  crit- 
ical factors  of  living  in  a  democracy  is  we  are  supposed  to  represent 
the  views  of  the  people  of  this  country. 

Sixty-nine  percent  of  the  people  in  a  recent  poll  said  they  want  a 
single-payer  national  health  care  program.  Sixty  percent  of  the 
conservatives  agreed.  So  if  we  are  going  to  work  in  the  framework 
of  democracy,  don't  we  need  to  represent  the  views  of  the  people 
who  are  telling  us  what  they  want,  rather  than  us  telling  them 
what  we  think  is  good  for  them? 

One  of  the  reasons  the  public  is  so  disenchanted  with  Washing- 
ton is  because  they  feel  they  don't  have  any  input.  They  keep  send- 
ing us  messages. 

Aren't  we  going  to  listen  to  people  who  are  telling  us  they  want 
a  system  that  guarantees  national  health  care,  that  guarantees 
that  when  they  need  health  care,  they  can  get  it. 

Let  me  give  you  three  short  stories:  A  friend  of  mine  told  me 
about  a  37-year-old  woman  with  two  children,  who  found  out  she 
had  lung  cancer.  Her  doctor  said  she  needs  chemotherapy.  She 
called  the  insurance  company  to  get  their  OK  so  the  doctor  could 
put  the  number  on  the  form. 

She  was  told  by  her  insurance  company  that  her  chemotherapy 
doesn't  start  for  30  days.  So  she  called  the  doctor  and  said,  "My 
chemotherapy  doesn't  start  for  30  days."  The  doctor  said  that 
would  be  too  late.  She  said  "I  can't  afford  it.  I  am  divorced.  I  have 
two  children."  What  about  the  Midway  Airline  employees? 

Both  husband  and  wife  lost  their  jobs,  then  lost  their  health  in- 
surance. She  needs  a  cesarean  section  for  her  child  to  be  born.  She 
went  looking  for  insurance.  They  will  give  it  to  her  for  $809  a 
month,  but  they  won't  cover  the  birth  because  that  is  a  preexisting 
condition. 

There  is  an  enormous  group  of  people  today  that  are  in  a  sand- 
wich generation,  with  parents  who  may  be  struck  with  some  debili- 
tating disease  and  children  who  are  going  to  school.  They  have  to 
choose  whether  to  take  funds  out  of  their  college  education  to  pay 
for  nursing  home  care.  There  is  no  peace  of  mind  under  the  cur- 
rent system  and  under  the  President's  system,  because  every  bill 
other  than  the  Russo  bill  increases  spending  on  health  care. 

I  don't  know  who  is  advising  the  President,  but  somebody  who  is 
advising  the  President  on  what  needs  to  be  done  in  health  care 
doesn't  seem  to  understand  the  kind  of  stories  I  just  pointed  out  to 
you.  We  need  compassion.  It  seems  to  me  the  only  people  advising 
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the  President  are  people  who  never  had  a  problem  with  health 
care. 

The  real  world  is  not  what  is  happening  in  the  White  House,  not 
what  is  happening  in  HHS.  The  real  world  is  what  people  feel 
every  day  when  they  lose  their  jobs  and  lose  their  health  insur- 
ance. The  real  world  is  when  an  insurance  broker  calls  me  and 
tells  me  that  his  wife  had  a  mastectomy,  their  insurance  premiums 
were  $409  and  after  chemotherapy,  their  bill  went  to  $1,328  a 
month.  That  is  the  real  world,  and  there  is  nothing  in  your  propos- 
al that  deals  with  that. 

Have  had  SV2  years  to  come  up  with  a  proposal;  SV2  years.  Now 
all  of  a  sudden  the  proposal  that  you  have  given  us  is  a  proposal 
saying  we  are  going  to  subsidize  the  insurance  companies  adminis- 
trative waste,  increase  the  cost  of  health  care  by  $20  billion  a  year 
and  you  taxpayers  are  going  to  foot  the  bill  for  it,  and  we  are  going 
to  hurt  Medicare  to  pay  for  it. 

I  think  it  is  the  wrong  way  to  go,  and  hope  we  can  do  a  lot  better 
job  on  health  care  than  the  proposal  that  the  President  is  putting 
forth. 

Chairman  Rostenkowski.  Mr.  Rangel. 

Mr.  Rangel.  Mr.  Secretary,  welcome  to  our  committee.  No  one 
knows  better  than  you  the  impact  that  drug  addiction  has  on  the 
health  care  system.  Certainly  it  is  not  just  the  treatment  of  addic- 
tion, but  the  diseases  that  are  associated  with  the  addiction,  heart 
disease,  kidney  failure,  liver,  AIDS,  children  born  addicted  to 
drugs. 

Indeed,  the  President's  people  reaffirmed  that  just  a  drug  prob- 
lem is  costing  us  annually  over  $300  billion  a  year. 

I  recognize  that  your  testimony  today  is  in  very  general  terms 
and  that  the  problem  of  treatment  of  drugs  is  not  included  in  the 
President's  program,  but  for  a  long  time  now  the  minority  member 
of  the  Select  Committee  on  Narcotics  and  I  have  invited  you  to  tes- 
tify before  our  committee  so  that  we  could  specifically  find  out 
what  your  program  would  be  dealing  with  this  problem. 

Your  staff  has  indicated  that  Dr.  Frederick  Goodwin,  the  admin- 
istrator of  the  drug  program,  would  be  your  Department  spokesper- 
son at  any  meeting  that  we  might  schedule. 

While  I  appreciate  the  demand  that  is  being  made  on  your  time, 
since  the  President  has  indicated  that  we  are  at  war,  I  assume  that 
he  would  count  on  you  as  one  of  the  generals  that  would  develop 
some  type  of  strategy — and  with  all  due  respect  to  Dr.  Goodwin,  I 
hope  that  you  would  see  fit  to  adjust  your  schedule  so  that  we  will 
be  able  to  discuss  this  serious  problem  with  you  as  soon  as  you  can 
arrange  it. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mrs.  Johnson. 

Mrs.  Johnson.  Mr.  Chairman,  I  would  like  to  welcome  the  Secre- 
tary here  and  just  comment  that  I  think  one  of  the  strengths  of  the 
work  that  you  have  led  has  been  to  help  us  focus  on  the  challenge 
before  us  as,  not  just  a  challenge  as  to  how  we  finance  health  care, 
not  just  a  challenge  as  to  how  we  control  health  care  costs,  but  also 
to  do  something  about  the  painful  and  desperate  gaps  in  our 
system  that  my  colleague  from  New  York  laid  out  for  us. 
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As  important  as  addressing  those  gaps  to  access  and  the  skyrock- 
eting costs  are,  they  are  really  part  of  the  challenge  you  are  asking 
us  to  face  in  creating  in  America  a  better  system  of  health,  of  not 
just  health  care,  but  of  healthy  living  and  the  ability  of  Americans 
to  provide  care  of  a  healthy  nature  for  themselves  coupled  with  a 
system  to  help  them  in  times  of  illness. 

I  think  that  focus  on  health  policy  as  opposed  to  health  care 
policy  is  one  of  the  subtler  but  most  important  aspects  of  the  work 
that  you  have  led. 

Just  by  way  of  introduction  at  this  point,  I  certainly  want  to  say 
that  I  am  committed  to  acting  now  to  solve  the  problems  and  have 
worked  closely  with  you  and  others  to  focus  on  what  actions  could 
be  taken  to  deal  with  access  and  costs.  But  I  think  if  we  ignore  the 
larger  challenge  of  helping  America  care  for  themselves  better  and 
focus  only  on  health  care  and  the  drug  problems  that  we  will  fail 
to  address  the  concerns  of  our  constituents  in  facing  the  health 
care  crisis. 

Thank  you. 

Chairman  Rostenkowski.  Mr.  Levin. 

Mr.  Levin.  Briefly,  welcome  Mr.  Secretary. 

Just  two  comments:  There  was  some  polling  done  in  New  Hamp- 
shire, as  you  probably  know,  on  health  issues.  One  thing  is  clear: 
however  unusual  New  Hampshire  may  be,  politically  what  was 
said  there  on  health  issues  surely  is  true  in  Michigan  and,  I  think, 
elsewhere. 

There  is  a  real  sense  of  urgency  about  health  issues.  It  is  very, 
very  clear. 

Second,  I  hope  in  your  testimony  and  in  your  remarks,  that  you 
will  go  beyond  the  slogans  and  the  epithets.  Your  written  testimo- 
ny is  filled  with  terms  like  nationalization,  control,  rather  than 
choice.  You  lump  together  all  the  alternatives  but  yours,  saying 
yours  involves  choice.  Everything  else  is  nationalized  health  insur- 
ance. 

When  there  is  more  than  one  alternative  to  the  President's  plan 
that  you  say  is  just  what  the  doctor  ordered,  the  real  question  is 
whether  it  is  what  the  people  ordered. 

So  I  hope  that  today  we  can  have  a  discussion  about  health  care 
that  goes  beyond  a  lot  of  the  slogans  in  this  field,  that  doesn't  try 
to  lump  together  all  the  alternatives  and  that  forthrightly  address- 
es the  issues  in  health  care.  Because  if  this  issue  becomes  simply 
loaded  with  rhetoric,  there  won't  be  a  mandate  for  change. 

Mr.  Gradison  says  we  ought  to  have  a  mandate  in  November.  We 
won't  even  have  that,  and  the  people  want  more. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  If  there  are  no  further  comments,  wel- 
come, Mr.  Secretary.  The  committee  is  ready  to  receive  your  testi- 
mony. 

STATEMENT  OF  HON.  LOUIS  W.  SULLIVAN,  M.D.,  SECRETARY,  U.S. 
DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Secretary  Sullivan.  Thank  you  very  much,  Mr.  Chairman  and 
members  of  the  committee.  I  am  very  appreciative  of  this  opportu- 
nity to  appear  before  you  today. 
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As  I  have  already  heard,  members  of  this  panel  are  never  reti- 
cent about  sharing  their  views  with  me  and  I  always  benefit  from 
that  exchange  of  views. 

Health  and  human  services  issues  are  of  paramount  interest  to 
the  members  of  this  committee  as  well  as  to  the  American  people.  I 
am  of  the  strong  opinion  that  all  of  the  programs  that  we  forge  as 
government  officials  should  be  family  friendly. 

As  we  all  recognize,  the  family  is  the  first  and  most  important 
health  and  human  services  organization.  I  firmly  believe  that  the 
President's  comprehensive  health  plan  that  he  unveiled  on  Febru- 
ary 6  is  family  friendly.  Our  health  plan  provides  families  the 
peace  of  mind  that  they  will  have  health  care  coverage  when  they 
need  it. 

As  you  know,  over  the  past  3  years,  I  have  traveled  extensively 
over  our  Nation  listening  to  and  learning  from  Americans  about 
our  health  care  delivery  system  and  I  firmly  believe  that  the  Presi- 
dent's plan  is  just  what  the  doctor  and  the  people  ordered.  It  ad- 
ministers the  right  dose  to  what  ails  the  system  without  causing 
dangerous  side  effects  which  could  destroy  quality,  could  raise 
taxes  and  could  eliminate  individual  choice. 

With  the  presentation  of  his  plan  to  the  American  people,  the 
President  transformed  the  debate  about  health  care  reform.  And 
make  no  mistake,  the  stakes  in  this  debate  are  very  high.  Will  we 
increasingly  turn  to  government,  subjecting  our  health  care  sector 
to  the  whims  and  the  vascillations  of  Federal  budgets,  politics  and 
bureaucrats,  or  will  we  maintain  our  mixed  private-public  system, 
drawing  on  the  best  strengths  of  the  private  market? 

The  reality  is  that  we  do  not  have  to  create  a  new  bureaucracy 
to  give  Americans  access  to  affordable  quality  health  care.  Our  re- 
forms should  be  built  on  choice,  not  central  control.  Indeed,  I  put 
my  faith  in  a  system  that  proudly  bears  the  label  "Made  in  the 
USA"  and  that  is  the  President's  plan,  which  provides  affordable 
and  efficient  care. 

It  wrings  out  excess  and  waste  and  it  controls  Federal  growth. 
Nationalized  health  schemes  will  not  put  the  brake  on  soaring 
costs,  but  they  will  press  hard  on  the  accelerator  of  higher  taxes 
for  Americans. 

The  American  people  are  a  practical  people.  They  want  to  keep 
what  works  and  to  jettison  what  doesn't.  And  our  plan  builds  on 
the  tested  and  true.  Above  all,  it  will  ensure  every  American  uni- 
versal access  to  affordable  health  insurance. 

Often  lost  in  the  debate  about  health  care  is  the  fact  that  the 
quality  of  our  Nation's  health  care  system  is  second  to  none.  As  we 
move  forward  in  reforming  our  system,  we  should  never  lose  sight 
of  the  fact  that  our  technology  is  without  equal.  Our  patient  care  is 
without  parallel  and  our  research  methods  are  without  peer. 

Citizens  of  many  nations  come  to  the  United  States  for  care.  How 
many  Americans  do  we  see  going  abroad  for  care?  Obviously  the 
answer  to  that  is  almost  zero.  If  other  nations'  systems  were  so  su- 
perior, why  would  we  not  see  an  exchange  in  the  other  direction? 

I  cannot  overemphasize  the  strength  of  the  President's  plan 
which  improves  upon  our  current  system.  We  have  much  to 
reform,  but  we  also  have  much  to  preserve. 
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While  avoiding  the  pitfalls  of  creating  a  new  Government  bu- 
reaucracy, the  President's  plan  would  strengthen  the  Government's 
role  in  some  important  respects.  It  would  expand  the  safety  net  for 
the  uninsured  and  those  in  need.  It  would  correct  problems  in  the 
private  insurance  market,  making  insurance  more  available  and 
secure.  It  would  strongly  encourage  the  use  of  coordinated  care, 
which  provides  workable  incentives  for  high  quality  with  cost  con- 
trol. 

Fundamentally,  however,  the  President's  plan  differs  from  na- 
tionalized plans  because  it  would  protect  consumer  choice  and  pri- 
vate market  mechanisms.  If  we  want  to  achieve  the  right  balance 
of  cost,  quality,  and  access  for  our  citizens,  then  it  makes  sense  to 
leave  as  much  choice  as  possible  in  the  citizens'  own  hands  so  that 
they  can  make  the  decisions  that  are  best  for  their  circumstances. 

Americans  from  all  walks  of  life  will  benefit  from  the  President's 
plan.  Today,  too  many  low-income  Americans  cannot  afford  health 
insurance,  middle-class  families  have  worries  about  health  insur- 
ance security,  many  employees  of  small  businesses  lack  insurance, 
and  many  in  rural  areas  and  our  inner  cities  need  better  access  to 
care. 

The  President's  plan  tackles  each  of  these  problems  head-on  with 
a  comprehensive  and  sound  solution  that  will  not  diminish  the 
quality  of  care  that  we  now  enjoy.  Keep  in  mind  that  the  quality  of 
care  in  this  country  is  the  envy  of  the  world.  Citizens  of  other  na- 
tions flock  to  our  health  facilities  because  they  know  they  will  get 
the  best  technology  and  the  best  expertise  on  earth. 

The  President's  plan  will  make  the  best  even  better.  It  provides 
low-income  Americans  health  insurance  vouchers  so  they  can  pay 
for  coverage.  The  plan  answers  the  concerns  of  middle-class  Ameri- 
cans. 

The  chart  that  has  been  placed  on  the  easel  illustrates  the  new 
help  that  will  be  on  the  way  for  the  American  family  when  the 
President's  plan  is  adopted.  Americans  will  receive  a  tax  deduction 
so  that  insurance  will  be  more  affordable. 

We  are  making  insurance  more  available  and  affordable  through 
the  tax  deduction  and  tax  credit  along  with  fundamental  insurance 
reform.  No  more  business  as  usual.  This  will  lower  costs.  The  credit 
and  deduction  will  provide  new  help  to  purchase  health  insurance 
for  more  than  90  million  Americans. 

The  President's  plan  removes  the  insecurity  that  arises  when 
Americans  change  jobs  and  the  fear  that  they  have  that  they  will 
not  be  able  to  get  insurance  because  of  a  preexisting  condition. 

The  President's  plan  unlocks  so-called  "job  lock"  by  eliminating 
limits  on  the  availabilities  of  insurance  for  those  with  preexisting 
conditions. 

Employees  of  small  business  will  benefit  from  the  establishment 
of  health  insurance  networks.  These  health  insurance  networks 
will  make  it  easier  for  small  businesses  to  purchase  insurance  for 
their  employees,  and  coordinated  care  will  help  put  the  lid  on  huge 
out-of-pocket  costs. 

New  prevention  initiatives  will  make  us  a  healthier  country  as 
well  as  lower  costs.  These  are  some  of  the  key  elements  of  the 
President's  proposal.  They  include  fundamental  reform  of  the  in- 
surance market  to  ensure  availability  and  affordability  of  insur- 


15 


ance.  They  provide  access  for  all  poor  families  and  provide  support 
for  middle-income  families  in  the  purchase  of  health  insurance. 
They  encourage  the  growth  of  coordinated  care  with  its  incentives 
for  quality  plus  cost  control,  and  it  will  herald  the  rebirth  of  the 
caring  physician,  as  coordinator  of  health  care  services. 

Clearly,  the  President's  plan  addresses  the  health  care  worries 
expressed  on  Main  Street,  U.S.A.,  but  it  will  not  create  new  head- 
aches for  Americans  such  as  waiting  in  line  for  care,  lowering  qual- 
ity of  health  care,  or  higher  taxes. 

Most  important,  the  President's  plan  is  "family  friendly".  Fami- 
lies will  benefit  from  health  care  security  while  not  losing  their 
sovereignty  over  medical  decisions  to  Government  bureaucrats. 

Yet,  some  continue  to  be  seduced  by  the  allure  of  foreign  models, 
but  this  is  not  a  match  that  is  made  in  heaven.  The  Canadian 
system  is  a  model  frequently  proposed  as  a  solution  to  the  health 
care  problems  of  this  country,  but  it  is  costly,  quality  suffers,  and  it 
stifles  innovation. 

Consider  this:  Implementation  of  a  national  insurance  scheme 
would  require  new  Government  spending  of  between  $250  to  $500 
billion.  For  the  hard-pressed  taxpaying  public,  that  translates  into 
raising  income  tax  rates  across  the  board  by  14  percent,  or  raising 
the  combined  employer/ employee  payroll  tax  from  15  percent  to  29 
percent,  or  imposing  a  new  national  sales  tax  of  approximately  10 
percent. 

Even  if  we  could  afford  the  price  tag  for  a  nationalized  system, 
other  serious  problems  haunt  this  alternative.  Suppose,  just  sup- 
pose, that  today  we  waved  a  wand  and  a  nationalized  system  was 
implemented  in  this  country.  Soon  we  would  have  to  face  the  situa- 
tion that  occurs  in  other  national  systems  where,  for  example, 
waiting  lists  for  care  arise  or  Government  bureaucrats  regulate  the 
availability  of  medical  technology  such  as  MRI's  and  CAT  scans. 

What  do  you  think  would  happen  in  America  if  people  have  to 
wait  in  line  for  rationed  surgery  or  rationed  technology  which  was 
once  widely  available?  Lawyers  would  file  lawsuits,  journalists 
would  publish  exposes  and  here  on  Capitol  Hill,  your  phones  would 
ring  off  the  hook. 

There  would  be  a  call  for  committee  investigations.  If  you  think 
there  was  anger  over  gas  lines  during  the  oil  crisis  of  the  late 
1970's,  consider  the  furor  that  would  result  from  Americans  being 
forced  to  "take  a  number"  and  join  the  queue  for  medical  care  that 
may  not  even  be  available  in  time. 

Moreover,  rationing  of  existing  technology  will  serve  as  a  disin- 
centive to  future  innovation.  Any  way  you  look  at  it,  nationalized 
Government-run  health  care  is  not  the  American  way. 

We  do  not  need  to  cast  our  eyes  abroad  for  examples  of  how  to 
improve  our  system — we  can  learn  from  successful  projects  right 
here  at  home.  We  need  to  follow  the  lead  of  initiatives  like  Cleve- 
land Health  Quality  Choice — programs  that  make  health  insurance 
far  more  affordable  and  available  for  employees  of  small  business, 
without  sacrificing  quality. 

The  President's  plan  encourages  and  gives  support  to  these  inno- 
vations which  provide  access  to  quality  care  while  holding  down 
costs. 
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I  think,  however,  that  some  sell  our  people  short  when  they  sug- 
gest that  only  Government  in  Washington,  DC,  has  the  wisdom  to 
address  our  health  care  delivery  quandaries,  but  innovative 
projects  like  the  one  in  Cleveland  and  others  across  the  country 
disprove  the  naysayers  and  doubters  who  suggest  that  we  cannot 
implement  a  market-oriented  reform  plan  that  puts  power  in  the 
hands  of  health  consumers  rather  than  tax  collectors. 

I,  for  one,  have  faith  that  we  can  reform  our  current  system 
while  preserving  its  strengths.  I  want  all  Americans  to  be  able  to 
get  care  through  the  front  door  of  our  system,  that  is  through  the 
doctor's  office  or  the  community  clinic,  rather  than  being  forced  to 
go  through  the  back  door  of  the  emergency  room.  And  the  Presi- 
dent's plan  leads  the  way. 

I  would  like  to  also  comment  on  national  surveys  in  New  Hamp- 
shire, since  that  has  been  brought  up  this  morning.  I  believe  the 
survey  referred  to  was  one  funded  by  the  Kaiser  Family  Founda- 
tion and  conducted  by  Robert  Blendon  of  the  Harvard  School  of 
Public  Health.  I  think  the  complete  story  was  not  reported  this 
morning  on  the  radio. 

Doctor  Blendon  reported  as  they  polled  the  voters  exiting  from 
the  booths  in  New  Hampshire  that  they  found  that  no  one,  zero, 
wanted  to  pay  increased  taxes  for  health  care,  whatever  program 
they  favored.  Indeed  when  we  have  a  comment  that  we  have  a  1940 
solution,  we  have  programs  in  the  President's  proposal  that  were 
not  invented  in  1940. 

These  are  coordinated  care,  which  have  developed  in  recent  years 
and  are  enjoying  success  in  States,  municipalities,  and  companies 
around  the  country. 

Finally,  a  comment  on  prevention,  which  was  said  is  not  in  the 
President's  plan.  I  draw  your  attention  to  the  fact  that  in  our  pro- 
posal, there  is  a  total  of  $8.7  billion  to  support  programs  for  pre- 
vention. That  represents  a  50  percent  increase  in  the  dollars  in  our 
budget  for  prevention  since  I  became  Secretary. 

We  have  requested  programs  which  have  not  been  funded  by  the 
Congress.  One  is  our  Healthy  Start  Initiative.  We  asked  for  $171 
million  to  initiate  that  program.  We  received  $25  million.  It  cur- 
rently is  funded  at  the  level  of  $64  million.  We  have  asked  in  the 
President's  budget  for  1993  that  this  be  funded  at  $143  million. 

I  would  like  to  ask,  Mr.  Chairman,  from  the  Congress,  coopera- 
tion to  support  our  efforts  to  provide  greater  prevention  so  that  we 
can  serve  our  citizens. 

Thank  you  very  much.  I  will  be  pleased  to  respond  to  your  ques- 
tions. 

Chairman  Rostenkowski.  Thank  you  Mr.  Secretary. 
[The  prepared  statement  and  attachments  follow:] 
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REMARKS  BY 
LOUIS  W.  SULLIVAN,  M.D. 
SECRETARY  OF  HEALTH  AND  HUMAN  SERVICES 


Mr.  Chairman  and  Members  of  the  Committee: 

I  want  to  thank  you  for  the  opportunity  to  appear  before  you 
today.  I  know  that  the  Members  of  this  panel  are  never  reticent 
about  sharing  their  views  with  me,  and  I  always  benefit  from  our 
exchange . 

Health  and  Human  Service  issues  are  of  paramount  interest  to 
the  Members  of  this  Committee  and  to  the  American  people.  I  am  of 
the  strong  opinion  that  all  the  programs  that  we  forge  as 
government  officials  should  be  "family  friendly."    As  we  all 
recognize,  the  family  is  the  first  and  most  effective  health  and 
human  service  organization. 

I  firmly  believe  that  the  President's  comprehensive  health  plan 
that  he  unveiled  on  February  6  is  "family  friendly."    Our  health 
plan  provides  families  the  peace  of  mind  that  they  will  have 
health  care  coverage  when  they  need  it. 

As  you  know,  over  the  past  three  years,  I  have  traveled 
extensively,   listening  to  and  learning  from  Americans  about  our 
health  care  delivery  system.     And  I  firmly  believe  that  the 
President's  plan  is  just  what  the  doctor  ordered.     It  administers 
the  right  dose  to  what  ails  the  system,  without  causing  dangerous 
side  effects  which  would  destroy  quality,  raise  taxes  and 
eliminate  individual  choice. 

With  the  presentation  of  his  plan  to  the  American  people,  the 
President  transformed  the  debate  about  health  care  reform.  And 
make  no  mistake,  the  stakes  in  this  debate  are  high.     Will  we 
increasingly  turn  to  government,  subjecting  our  health  care 
sector  to  the  whims  and  vacillations  of  budgets,  politics  and 
bureaucrats?    Or  will  we  maintain  our  mixed  private/public 
system,  drawing  on  the  best  strengths  of  the  private  market? 

The  reality  is  that  we  do  not  have  to  create  a  new  bureaucracy  to 
give  Americans  access  to  affordable,  quality  health  care.  Our 
reforms  should  be  built  on  choice,  not  central  control. 

I  put  my  faith  in  a  system  that  proudly  bears  the  label  "Made  in 
the  U.S.A."  -  the  President's  plan  -  which  provides  affordable 
and  efficient  care,  wrings  out  excess  and  waste  and  controls 
federal  growth.  Nationalized  health  schemes  are  will  not  put  the 
brake  on  soaring  costs  but  they  will  press  hard  on  the 
accelerator  of  higher  taxes  on  Americans. 

The  American  people  are  a  practical  people  -  they  want  to  keep 
what  works  and  jettison  what  doesn't.     And  our  plan  builds  on  the 
tested  and  true.     Above  all,  it  will  ensure  every  American 
universal  access  to  affordable  health  insurance. 

Often  lost  in  the  debate  about  health  care  is  the  fact  that  the 
quality  of  our  health  care  is  second  to  none.  As  we  move 
forwardin  reforming  our  system,  we  should  never  lose  sight  of  the 
fact  that  our  technology  is  without  equal  -  our  patient  care  is 
without  parallel  -  and  our  research  efforts  are  without  peer. 

I  cannot  overemphasize  the  strength  of  the  President's  plan  which 
improves  upon  our  current  system.  We  have  much  to  reform,  but  we 
also  have  much  to  preserve. 

While  avoiding  the  pitfalls  of  creating  a  new  government 
bureaucracy,  the  President's  plan  would  strengthen  the 
government's  role  in  some  important  respects: 

o        it  would  expand  the  safety  net  for  the  uninsured  and 
those  in  need; 

o        it  would  correct  problems  in  the  private  insurance 
market,  making  insurance  more  available  and  secure; 
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o        and  it  would  strongly  encourage  the  use  of  coordinated 
care,  which  provides  workable  incentives  for  high 
quality  with  cost  control. 

Fundamentally,  however,  the  President's  plan  differs  from 
nationalized  plans  because  it  would  protect  consumer  choice  and 
private  market  mechanisms.     If  we  want  to  achieve  the  right 
balance  of  cost,  quality,  and  access  for  our  citizens,  then  it 
makes  sense  to  leave  as  much  choice  as  possible  in  the  citizens' 
own  hands,  to  make  the  decisions  that  are  best  for  their 
circumstances . 

Americans  from  all  walks  of  life  will  benefit  from  the 
President's  Plan.     Today,  too  many  low-income  Americans  cannot 
afford  health  insurance,  middle-class  families  have  worries  about 
health  insurance  security,  many  employees  of  small  businesses 
lack  insurance,  and  many  in  rural  or  inner-city  areas  need  better 
access  to  care. 

The  President's  plan  tackles  each  of  these  problems  head-on  with 
a  comprehensive  and  sound  solution  that  will  not  diminish  the 
quality  of  care  that  we  now  enjoy.  And  keep  in  mind  that  the 
quality  of  care  in  this  country  is  the  envy  of  the  world  - 
foreigners  flock  to  our  health  facilities  because  they  know  they 
will  get  the  best  technology  and  expertise  on  earth. 

And  the  President's  plan  will  make  the  best,  even  better.  It 
provides  low-income  Americans  health  insurance  vouchers  so  they 
can  pay  for  coverage.     And  the  plan  answers  the  concerns  of 
Middle  Class  Americans.     This  chart  illustrates  the  new  help  that 
will  be  on  the  way  for  the  American  family  when  the  President's 
plan  is  adopted: 

o        They  will  receive  a  tax  deduction  so  insurance  will  be 
more  affordable.     We  are  making  insurance  more 
available  and  affordable  through  the  tax  deduction  and 
tax  credit  along  with  fundamental  insurance  reform  -  no 
more  business  as  usual.  This  will  lower  costs.  The 
credit  and  deduction  will  provide  new  help  to  purchase 
health  insurance  for  more  than  90  million  Americans. 

o        It  removes  the  insecurity  that  arises  when  Americans 
change  jobs  and  fear  they  will  not  be  able  to  get  . 
insurance  because  of  a  "pre-existing"  condition.  The 
President's  plan  unlocks  so-called  "job-lock"  by 
eliminating  limits  on  the  availability  of  insurance  for 
those  with  pre-existing  conditions. 

o        Employees  of  small  business  will  benefit  from  the 
establishment  of  Health  Insurance  Networks  (HINs) . 
These  Health  Insurance  Networks  will  make  it  easier  for 
small  business  to  purchase  insurance  for  their 
employees.     And  coordinated  care  will  help  put  the  lid 
on  huge  out-of-pocket  costs. 

o        And  new  prevention  initiatives  will  make  us  a  healthier 
country  -  and  lower  costs. 

These  are  some  of  the  key  elements  of  the  President's  proposal. 
They  include  fundamental  reform  of  the  insurance  market  to  ensure 
availability  and  af f ordability.     They  provide  access  for  all  poor 
families,  and  support  for  middle-income  families  in  the  purchase 
of  health  insurance.     They  encourage  the  growth  of  coordinated 
care,  with  its  incentives  for  quality  plus  cost  control.    And  it 
will  herald  the  rebirth  of  the  caring  family  physician,  as  the 
coordinator  of  care. 

Clearly,  the  President's  Plan  addresses  the  health  care  worries 
expressed  on  Main  Street,  U.S.A.     But  it  will  not  create  new 
headaches  for  Americans  such  as  waiting  in  line  for  care, 
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lowering  quality  of  health  care  or  higher  taxes. 

Most  important,  the  President's  plan  is  "family  friendly". 
Families  will  benefit  front  health  care  security  while  not  losing 
their  sovereignty  over  medical  decisions  to  government 
bureaucrats . 

Yet,  some  continue  to  be  seduced  by  the  allure  of  foreign  models. 
But  this  is  not  a  match  made  in  heaven.     The  Canadian  system  is 
the  model  frequently  proposed  as  a  solution  to  the  health  care 
problems  of  this  country  -  but  it  is  costly,  quality  suffers  and 
it  stifles  innovation.  Consider  this: 

Implementation  of  a  national  insurance  scheme  would  require  new 
government  spending  of  between  $250  to  $500  billion.     For  the 
hard-pressed  taxpaying  public  that  translates  into  raising  income 
tax  rates  across-the-board  by  14%,  or  raising  the  combined 
employer-employee  payroll  tax  from  15%  to  29%  or  imposing  a  new 
national  sales  tax  of  approximately  10%. 

Even  if  we  could  afford  the  price  tag  for  the  a  nationalized 
system,  other  serious  problems  haunt  this  alternative.  Suppose, 
just  suppose,  that  today  we  waved  a  wand  and  a  nationalized 
system  was  implemented  in  this  country.     Soon  we  would  have  to 
face  the  situation  that  occurs  in  other  national  systems  where, 
for  example,  waiting  lists  for  care  arise  or  government 
bureaucrats  regulate  the  availability  of  medical  technology  such 
as  MRIs  and  CAT  Scans. 

But,  what  do  you  think  would  happen  in  this  country  if  people 
have  to  wait  in  line  for  rationed  surgery  or  technology,  which 
was  once  widely  available.  Lawyers  would  file  lawsuits  and 
journalists  would  publish  exposes.     Here,  on  Capitol  Hill,  your 
phones  would  ring  off  the  hook. 

And  if  you  think  there  was  anger  over  gas  lines  during  the  oil 
crisis  of  the  late  '70s,  consider  the  furor  that  would  result 
from  Americans  being  forced  to  "take  a  number"  and  join  the  queue 
for  medical  care  that  may  not  even  be  available  in  time. 
Moreover,  rationing  of  existing  technology  will  serve  as  a 
disincentive  to  future  innovation.     Any  way  you  look  at  it, 
nationalized  government  run  health  care  is  not  the  American  way. 

We  do  not  need  to  cast  our  eyes  abroad  for  examples  of  how  to 
improve  our  system  -  we  can  learn  from  successful  projects  right 
here  at  home.     We  need  to  follow  the  lead  of  initiatives  like 

Cleveland  Health  Quality  choice           programs  that  make  health 

insurance  more  affordable  and  available  for  employees  of  small 
business,  without  sacrificing  quality. 

The  President's  plan  encourages  and  gives  support  to  these 
innovations  which  provide  access  to  quality  care  while  holding 
down  costs. 

I  think,  however,  that  some  sell  our  people  short  when  they 
suggest  that  only  government  in  Washington  D.C.  has  the  wisdom  to 
address  our  health  care  delivery  quandaries.  But  innovative 
projects  like  the  one  in  Cleveland  and  others  across  the  country 
disprove  the  naysayers  and  doubters  who  suggest  that  we  cannot 
implement  a  market  oriented  reform  plan  that  puts  power  in  the 
hands  of  health  consumers  rather  than  tax  collectors. 

I,  for  one,  have  faith  that  we  can  reform  our  current  system 
while  preserving  its  strengths.    I  want  all  Americans  to  be  able 
to  get  care  through  the  front  door  of  our  system,  the  doctors 
office  of  the  community  clinic  rather  than  being  forced  to  go 
through  the  back  door  of  the  emergency  room.     The  President's 
plan  leads  the  way. 

Thank  ynn  arid  I  welcome  your  questions  and  comments. 
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Chairman  Rostenkowski.  Mr.  Secretary,  the  President's  compre- 
hensive health  reform  program  indicates  that  it  will  cost  some- 
where in  the  neighborhood  of  a  $100  billion  when  it  is  fully  imple- 
mented. The  proposal  doesn't  include  any  specific  financing  propos- 
als. 

As  you  well  know,  financing  is  the  most  difficult  part  of  any 
health  plan.  It  might  appear  by  the  lack  of  financing  in  the  propos- 
al that  the  plan  submitted  by  the  President  isn't  really  a  serious 
one.  He  has  really  just  left  this  in  the  lap  of  the  members  of  this 
committee. 

Now,  I  know  it  is  not  in  the  document,  but  what  specific  items 
would  the  President  propose  to  raise  the  necessary  $100  billion — a 
surtax,  a  payroll  tax,  a  value-added  tax? 

If  you  don't  support  new  revenues,  do  you  really  think  there  is 
bipartisan  support  for  cutting  Medicare  and  Medicaid  by  $35  bil- 
lion? Do  you  really  want  to  cut  funds  to  the  elderly  and  the  States 
by  this  much?  Do  you  think  that  this  committee,  after  having  been 
exposed  to  the  requirement  that  all  State  and  local  government 
employees  pay  into  Medicare — it  has  been  recited  on  so  many  occa- 
sions— will  change  its  mind?  I  would  like  you  to  give  us  an  idea  of 
just  where  you  are  going  to  either  raise  the  revenue  or  what  really 
you  think  this  committee  is  going  to  absorb  in  cuts. 

Secretary  Sullivan.  Thank  you,  Mr.  Chairman. 

First  of  all,  as  you  know,  the  $100  billion  that  you  referred  to 
would  be  over  the  first  5  years  of  the  program.  When  fully  imple- 
mented, it  would  be  approximately  $35  billion  a  year. 

We  maintain  that  the  President's  proposal  is  the  only  one  that 
would  not  require  an  increase  in  taxes.  All  of  the  other  proposals 
would.  That  is  why  it  is  important  to  cite  this  Kaiser  Family  Foun- 
dation survey  done  2  days  ago  on  the  voters  in  New  Hampshire, 
who,  in  spite  of  their  view  on  various  proposals,  do  not  favor  an 
increase  in  taxes. 

The  President's  proposal  is  the  only  one  that  would  not  require 
an  increase  in  taxes.  We  are  not  spending  our  money  in  the  wisest 
way.  There  are  a  number  of  cost  savings  and  efficiencies  that  can 
be  developed  in  our  system  that  would  give  us  more  than  sufficient 
dollars  to  fund  on  the  President's  proposal,  and  in  our  proposal, 
Mr.  Chairman,  we  have,  I  believe,  some  38  pages  of  examples  of 
where  savings  could  be  made. 

Examples  are  provided  because  in  terms  of  funding,  we  would 
like  to  work  with  the  Congress  in  a  cooperative  effort.  We  are  talk- 
ing about  a  large,  complex  system,  and  we  believe  that  the  best  ap- 
proach is  to  work  with  the  Congress.  We  have  provided  many  ex- 
amples of  how  the  proposal  could  be  funded. 

Let  me  also  comment  on  the  issue  of  cutting  Medicare.  We  don't 
propose  to  cut  Medicare,  Mr.  Chairman.  There  would  be  no  reduc- 
tion in  benefits  to  any  Medicare  beneficiaries  in  our  proposal.  We 
are  proposing,  however,  that  the  subsidy  from  the  general  tax  rolls 
to  the  wealthy  in  Medicare  part  B  be  reduced  as  a  matter  of  equity. 

The  reason  for  that  is  that  those  individuals  in  the  Medicare  pop- 
ulation who  have  part  B  actually  pay  only  25  percent  of  the  cost  of 
the  program.  The  other  75  percent  comes  from  the  general  tax 
rolls,  and  that  means  that  the  gas  station  attendant  making 
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$10,000  a  year  who  has  no  health  insurance  is  helping  to  pay  the 
doctor  bills  of  the  wealthy  retiree. 

We  don't  believe  that  is  equitable,  so  we  propose  a  reduction  in 
the  Federal  subsidy  for  the  general  taxpayer  to  25  percent.  That 
means  that  the  wealthy  retiree  would  still  have  his  premium  subsi- 
dized by  the  general  taxpayer,  but  there  would  be  a  reduction  in 
the  subsidy  from  75  to  25  percent. 

We  also  propose  through  the  various  strategies  of  coordinated 
care,  the  malpractice  reform  proposals,  through  the  use  of  health 
insurance  networks,  HIN's,  more  effective  use  of  our  dollars. 

Let  me  give  you  one  specific  example  of  the  kind  of  thing  we  are 
talking  about. 

Our  Inspector  General  has  carried  out  a  survey  of  use  of  emer- 
gency rooms  by  Medicaid  beneficiaries  in  eight  or  nine  States 
around  the  country.  He  found  that  about  one-half  to  two-thirds  of 
the  emergency  room  visits  made  by  Medicaid  beneficiaries  were  not 
emergencies,  but  those  emergency  room  visits  cost  three  to  five 
times  more  than  would  have  been  the  case  had  the  patients  gone  to 
a  doctor's  office  or  to  a  community  clinic. 

So  what  we  are  saying  is  this:  You  have  to  view  this  proposal  in 
its  entirety  as  to  what  it  is  designed  to  do.  It  is  designed  to  provide 
a  financing  mechanism  for  health  insurance  for  everyone  and  the 
security  of  having  insurance  so  they  will  go  to  the  doctor's  office  or 
community  clinic  through  the  front  door  early  on,  when  costs  will 
be  less  and  the  outcome  will  be  better  because  they  are  seen 
sooner,  rather  than  going  to  the  emergency  room  where  the  cost  is 
more  and  the  care  not  as  good,  because  emergency  room  doctors 
are  faced  not  only  with  taking  care  of  that  influenza  patient,  for 
example,  but  they  also  take  care  of  gunshot  wounds,  burns,  and 
shock  victims. 

Those  are  the  reasons  that  we  say  there  are  enough  dollars  in 
the  system.  We  don't  need  to  add  more  dollars  and  burden  taxpay- 
ers and  our  businesses  

Chairman  Rostenkowski.  Dr.  Sullivan,  let  me  tell  you,  we  con- 
sistently have  debates  in  this  committee,  and  any  time  there  is  a 
recommendation  from  the  administration  that  we  feel  the  adminis- 
tration is  aware  Congress  is  unlikely  to  pass  it,  we  have  to  go  out 
and  find  other  money. 

We  have  been  arguing  the  Medicare-Medicaid  cuts  in  every  con- 
ference in  which  I  have  been  sitting.  I  just  think  that  some  of  the 
recommendations  of  this  administration  are  totally  impractical  and 
that  ultimately  you  are  not  going  to  get  away  without  looking  for 
some  revenues  if  you  are  going  to  solve  the  health  care  problems  of  | 
this  country. 

I  should  observe  that  I  am  afraid  many  of  us,  regardless  of 
whether  we  are  the  majority  or  the  minority,  feel  the  same  way. 
Mr.  Gibbons. 

Mr.  Gibbons.  Dr.  Sullivan,  how  many  patients  whom  you  treated 
as  a  private  physician  ever  bargained  with  you  about  your  charge? 

Secretary  Sullivan.  I  can't  remember  the  percentage.  I  can  tell 
you  there  were  many  who  could  not  pay  and  they  told  me  that,  and 
I  consider  that  a  process  of  negotiation.  As  a  physician  I  took  that 
into  account. 
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Mr.  Gibbons.  As  a  doctor  you  never  negotiated  with  your  pa- 
tients about  your  fee,  did  you? 

Secretary  Sullivan.  It  depends  on  how  you  want  to  define  nego- 
tiation. When  I  have  a  patient  who  comes  to  me  and  says  "I  cannot 
afford  this,"  I  consider  that  asking  me  as  a  physician  to  take  that 
into  account,  and  I  do  that.  I  call  that  negotiation. 

Mr.  Gibbons.  If  the  patient  really  had  a  choice,  most  patients 
would  go  to  the  most  expensive  doctor  because  they  figure  they  get 
the  best? 

Secretary  Sullivan.  That  may  be  so.  That  is  one  of  the  fallacies 
in  the  system  because  there  is  no  relationship  between  the  most  ex- 
pensive doctor  and  the  best  care.  Expensive  doctors  don't  necessari- 
ly provide  the  best  care. 

Mr.  Gibbons.  I  won't  argue  with  you  on  that  because  there  is  no 
way  patients  can  figure  out  whether  they  are  getting  the  best  care 
or  not.  We  fall  in  love  with  our  doctor  if  he  gets  us  well  and  if  he 
doesn't  get  us  well,  we  are  not  around. 

Secretary  Sullivan.  In  the  President's  proposal,  there  would  be 
"Blue  Books"  of  information  for  consumers.  Those  "Blue  Books" 
would  have  information  on  the  cost  of  procedures  charged  by  doc- 
tors, hospitals,  laboratories,  and  quality  indices  because  you  are 
right,  right  now  it  is  not  an  even  exchange. 

What  we  propose  to  do  is  to  get  more  information  into  the  hands 
of  the  consumers  so  that  it  will  be  a  more  even  exchange. 

Second,  the  coordinated  care  approach  is  one  where  you  have  the 
coordinator  of  care  whose  role  it  is  to  be  sure  that  dollars  that  are 
spent  on  things  ordered  are  really  effective.  Clearly  that  is  a  prob- 
lem in  the  system,  but  we  believe  that  both  of  these  strategies,  the 
coordinator  of  health  care  as  well  as  the  Blue  Books,  would  im- 
prove our  present  situation. 

Mr.  Gibbons.  I  think  it  would  be  good  to  put  out  a  Blue  Book, 
but  I  can  see  most  people  as  they  are  wheeled  into  the  ambulance, 
somebody  saying  "here  is  a  Blue  Book.  Pick  out  your  hospital  or 
doctor." 

You  are  saying,  "I  don't  give  a  damn.  I  am  going  to  die.  Take  me 
someplace  in  a  hurry."  That  is  the  way  most  people  make  deci- 
sions. 

You  may  be  able  to  do  that  in  buying  a  wheelchair,  but  in  pur- 
chasing the  doctor-patient  relationship,  we  don't  really  make  that 
decision  on  the  basis  of  the  marketplace.  You  know  that  doctor. 

Secretary  Sullivan.  Mr.  Gibbons,  what  the  President's  plan  is 
saying  is  this:  You  said  a  few  minutes  ago  a  1940's  model;  we  are 
giving  you  a  1990  model.  That  is  not  business  as  usual.  We  are 
saying  consumers  should  have  the  information.  We  are  going  to  do 
everything  we  can  to  get  it  to  them  and  provide  a  mechanism  that 
there  will  be  an  advocate  for  quality  and  cost  through  the  coordina- 
tor. 

The  approach  we  are  taking  is  that  what  exists  now  or  what  ex- 
isted in  the  past  should  not  be  the  model  for  what  we  do  in  the 
future.  We  propose  to  do  it  very  differently,  and  this  will  get  the 
job  done. 

Chairman  Rostenkowski.  Mr.  Archer. 

Mr.  Archer.  Mr.  Secretary,  thank  you  for  your  testimony.  Your 
plan  has  been  criticized  a  good  bit  by  a  number  of  different  people. 
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Any  plan  that  is  put  before  this  committee  is  going  to  be  subject  to 
some  sort  of  criticism  but  one  of  the  criticisms  is  that  your  tax 
credit  is  not  adequate  to  permit  people  to  really  be  able  to  afford 
insurance. 

If  your  insurance  reforms  are  implemented  as  proposed,  will  the 
tax  credits  and  deductions  be  sufficient  to  enable  the  currently  un- 
insured to  obtain  insurance? 

Secretary  Sullivan.  Yes,  Mr.  Archer.  That  is  the  case.  Let  me 
tell  you  why.  I  think  Mr.  Stark  alluded  to  my  exchange  with  Sena- 
tor Rockefeller  of  2  days  ago,  and  let  me  add  something  else  that 
has  been  introduced  since  that  exchange  occurred. 

Two  days  ago,  before  the  Senate  Finance  Committee,  he  claimed 
that  what  we  were  offering  would  not  buy  a  health  insurance 
policy  in  West  Virginia,  his  State.  So  I  went  back  to  my  office  and 
got  the  information. 

What  Blue  Cross/ Blue  Shield  in  West  Virginia  would  charge  for 
a  health  insurance  package  would  be  $1,400  a  year  for  a  single  in- 
dividual and  $3,600  a  year  for  a  family.  Recall  that  the  President's 
proposal  would  provide  $1,250  for  a  single  and  $3,750  for  a  family. 

It  is  not,  as  was  suggested  by  the  gentleman  from  West  Virginia, 
that  what  we  would  propose  would  not  buy  insurance. 

The  amount  we  have,  Mr.  Archer,  in  our  proposal  has  been  de- 
termined by  our  actuaries  within  the  Health  Care  Financing  Ad- 
ministration in  consultation  with  actuaries  in  the  private  sector  to 
be  an  amount  that  would  be  sufficient  to  provide  a  basic  insurance 
package. 

Beyond  that,  the  President's  proposal  would  require  State  insur- 
ance commissioners  to  ensure  that  at  least  two  plans  were  avail- 
able in  each  State  that  could  be  purchased  for  the  amount  in  the 
insurance  voucher. 

So  clearly,  the  President's  proposal  would  be  sufficient  to  provide 
a  basic  plan. 

Mr.  Archer.  If  you  had  the  insurance  reforms  in  place,  would 
that  not  reduce  the  cost  for  a  lot  of  people  that  are  uninsured? 

Secretary  Sullivan.  Very  definitely.  We  spend  a  minimum  of 
$20  to  $30  billion  a  year  on  defensive  medicine,  which  doesn't  add 
one  bit  to  improved  care  or  quality  of  care.  That  represents  both  a 
cost  and  an  inconvenience  to  everyone  involved. 

Through  the  coordinated  care  mechanism,  for  example,  one  of  1 
the  companies  I  visited  a  year  ago,  a  large  company,  in  3  years 
saved  more  than  $200  million.  Their  per  capita  health  care  costs  j 
had  gone  down  from  $3,500  per  employee  to  slightly  more  than  | 
$3,000  per  employee.  They  also  had  almost  a  90-percent  positive  ac- 
ceptance of  the  coordinated  care  program  from  their  employees, 
which  included  senior  executives  in  the  company. 

Mr.  Archer.  Well,  you  have  really  brought  me  to  my  second  line 
of  questioning.  You  have  been  accused  of  not  having  any  cost  con- 
tainment in  your  proposal.  Do  you  not  have  proposals  for  cutting 
down  the  amount  of  administrative  paperwork  in  your  proposal? 

Secretary  Sullivan.  Yes,  our  proposal  does  have  a  number  of 
strategies  for  reducing  administrative  costs,  such  as  increased  elec- 
tronic billing,  common  insurance  forms,  and  other  innovations  that 
would  save  billions  of  dollars. 
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But  I  think  it  is  important  to  emphasize  that  what  we  are  pro- 
posing really  is  cost  control  by  competition  in  the  free  market.  This 
approach  is  essential  to  our  proposal  because  what  is  never  men- 
tioned and  what  is  really  taken  for  granted,  and  it  is  a  mistake  to 
do  that,  is  that  our  health  system  will  continue  to  give  us  the  bene- 
fits that  it  has  brought  us  if  we  go  to  a  Government-regulated 
system. 

The  reality  is  this:  We  have  6  percent  of  the  world's  population 
here  in  America.  We  have  61  percent  of  the  world's  Nobel  prizes  in 
the  sciences,  medicine,  chemistry  and  physics.  That  is  no  accident. 

We  have  the  strongest  pharmaceutical  industry  in  the  world.  We 
have  health  officials  coming  from  other  countries  to  see  how  our 
Food  and  Drug  Administration  works  because  it  is  considered  the 
gold  standard  of  the  world.  We  have  more  innovations  coming  out 
of  our  system  because  of  its  reliance  on  the  private  sector. 

Of  our  National  Institutes  of  Health  budget  of  $10  billion,  $8  bil- 
lion are  spent  not  on  the  campus  of  NIH,  but  in  the  universities, 
hospitals,  and  medical  schools  in  the  private  sector  around  the 
country  as  well  as  in  industry. 

So  we  have  a  public-private  partnership  that  capitalizes  on  the 
creativity,  the  flexibility  and  innovation  in  the  private  sector. 

Mr.  Archer.  Could  you  just  quickly  comment  on  the  other  cost 
containment  parts  of  your  proposal  that  would  reduce  the  cost  and 
pressures  for  higher  medical  costs? 

Secretary  Sullivan.  Yes.  One  of  the  others  that  I  alluded  to  in 
my  testimony  is  a  health  insurance  network  (HIN).  The  President 
cited  one  such  network  in  Cleveland — the  Council  of  Small  Enter- 
prises (COSE). 

That  is  a  group-purchasing  organization  of  10,000  small  business- 
es of  less  than  100  employees  per  business  that  could  not  get  insur- 
ance before  COSE  came  into  existence. 

Mr.  Archer.  If  you  could,  my  time  is  running  out.  The  chairman 
is  about  to  gavel  me  out  of  order.  Could  you  quickly  list  the  items 
that  are  cost  contained  without  trying  to  explain  them  in  detail? 
What  about  malpractice  and  defensive  medicine?  You  alluded  to 
that.  Isn't  that  a  significant  factor  in  driving  up  costs  of  medical 
care? 

Secretary  Sullivan.  The  cost  of  malpractice  insurance  is  a  sig- 
nificant factor  in  driving  up  costs,  and  it  also  has  changed  the  prac- 
tice environment.  One-third  of  our  counties  around  the  country 
don't  have  obstetrical  services  because  of  malpractice  insurance 
costs.  Coordinated  care  is  another  cost  containment  proposal.  I 
mentioned  that. 

Let  me  also  point  out  that  by  providing  everyone  with  a  financ- 
ing mechanism,  the  uncompensated  care  problem  will  also  be  taken 
care  of.  That  is  one  of  the  cost  drivers  because  of  the  cost  shifting 
that  occurs.  We  are  talking  about  billions  of  dollars  of  uncompen- 
sated care  that  drive  up  the  cost  of  care  for  those  who  do  pay. 

Through  comprehensive  changes  in  the  entire  system,  rather 
than  making  changes  in  isolation,  the  President's  plan  will  provide 
greater  access  and  control  costs. 

Mr.  Archer.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Russo. 
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Mr.  Russo.  Mr.  Secretary,  with  all  due  respect,  I  can't  help  but 
completely  disagree  that  you  have  anything  in  this  bill  that  cuts 
costs.  You  know  that  medical  malpractice  is  less  than  3  percent  of 
the  problem  and  to  say  that  that  is  going  to  solve  the  problem  is 
absolutely  ridiculous. 

The  AMA's  own  study  on  defensive  medicine,  and  they  couldn't 
determine  whether  a  doctor  did  it  for  defensive  reasons,  whether 
he  did  it  because  he  owned  the  lab,  or  whether  he  did  it  for  the 
right  reasons;  the  best  savings  they  could  come  up  with  was  $15 
billion.  Add  to  that  $15  billion  another  $6  billion  for  medical  mal- 
practice insurance,  and  you  find  that  medical  malpractice  accounts 
for  $21  billion  out  of  an  $800  billion  health  care  tab.  You  can't 
solve  the  problem  by  dealing  with  medical  malpractice  by  itself. 

To  say  that  there  will  be  great  cost  containment  is  illusory. 
There  is  nothing  in  your  bill  that  would  control  costs.  In  fact,  you 
are  throwing  away  all  the  most  effective  ways  to  deal  with  cost 
containment.  This  idea  of  coordinated  care,  why  don't  we  tell  them 
what  it  is?  It  is  managed  care.  It  limits  choice.  You  say  you  give 
greater  choice.  You  limit  choice. 

Managed  care  has  not  worked.  Premiums  for  HMOs  have  gone 
up  at  the  same  rate  as  other  insurance  premiums,  they  have  gone 
up  the  same  percentage.  Managed  care,  unless  you  fully  integrate 
it,  does  not  work.  In  1989,  50  percent  of  Americans  with  private 
health  insurance  were  on  managed  care.  Look  where  we  are  today. 

You  say  let's  control  cost  by  the  free  market  system.  That  is 
what  we  have  today — private  sector  control.  We  have  gone  from 
spending  7.1  percent  of  our  GNP  on  health  in  1971  to  almost  14 
percent  of  GNP  today,  whereas  the  Canadians  have  gone  from  7.1 
percent  to  8.9  percent  of  GNP. 

None  of  your  cost  containment  proposals  have  ever  worked. 
There  are  cost  containment  strategies  that  have  proven  successful 
by  our  allies.  For  example,  national  and  State  budgets,  global  hos- 
pital budgets,  and  fee  schedules  for  health  care  providers.  There 
are  hundreds  of  years  of  experience  with  national  health  insurance 
by  the  Canadians,  Germans,  Japanese,  and  British.  You  totally 
ignore  their  success  under  this  program. 

Not  only  that,  you  talk  about  uniform  billing.  Mr.  Secretary,  you 
know  uniform  billing  will  get  at  administrative  waste.  There  are 
enough  studies  to  say  that  there  is  anywhere  between  $67  and  $120 
billion  administrative  waste.  You  don't  even  attack  it.  You  claim  to 
save  $8  billion  over  10  years.  That  is  not  the  way  to  get  at  adminis- 
trative waste. 

We  need  a  program  that  will  deal  with  cost  containment.  But 
this  plan  is  just  great  rhetoric.  It  is  like  saying  the  President  was 
the  environmental  President  and  he  sets  up  Vice  President  Quayle 
to  undermine  the  Clean  Air  Act.  It  is  great  to  say  you  are  an  envi- 
ronment President  but  then  do  nothing  under  your  program.  You 
have  a  tough  line  to  follow,  Mr.  Secretary. 

I  don't  know  what  your  personal  views  are  but  they  are  probably 
a  lot  stronger  than  the  President's  on  health  care.  Maybe  you 
would  like  to  do  it  a  lot  different  but  there  is  nothing  in  here  that 
really  contains  costs.  Unless  we  contain  costs,  all  your  programs, 
like  the  health  insurance  networks,  can't  work.  If  we  don't  contain 
costs,  insurance  premiums  will  still  go  up.  People  can't  afford  it. 
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You  say  the  tax  credit  is  going  to  cover  a  family  trying  to  get  a 
policy.  But  it  costs  $7,000  a  year  for  a  family  for  a  group  of  one  to 
four  it  is  $5,800.  For  a  group  over  100,000  it  is  $5,800  a  year. 

So  the  $3,750  will  not  cover  the  insurance  premium.  And  it  won't 
keep  pace  with  inflation.  Health  insurance  costs  are  going  up  two 
to  three  times  the  cost  of  inflation.  You  are  not  going  to  tell  me 
you  will  increase  the  credit  two  to  three  times  the  cost  of  inflation 
every  year,  are  you?  On  the  credit?  Are  we  going  to  increase  the 
credit  two  to  three  times  the  cost  of  inflation  to  keep  up  with  the 
health  inflation? 

Secretary  Sullivan.  The  credit  will  be  indexed. 

Mr.  Russo.  But,  Mr.  Secretary,  will  it  be  indexed  for  regular  in- 
flation or  health  inflation?  Inflation  goes  up  only  2  or  3  percent  a 
year,  but  health  inflation  goes  up  three  or  four  times  that  percent- 
age. Will  you  index  for  health  inflation? 

Secretary  Sullivan.  Let  me  

Mr.  Russo.  I  take  it  the  answer  is  yes  for  regular  inflation? 

Secretary  Sullivan.  The  answer,  Mr.  Russo,  is  no  more  business 
as  usual.  You  are  assuming  that  our  system  doesn't  change.  We  are 
saying  that  is  not  the  case.  We  are  saying  no  more  business  as 
usual.  Let  me  

Mr.  Russo.  If  you  say  no  more  business  as  usual,  how  come  the 
taxpayers  will  continue  funding  the  administrative  waste  of  insur- 
ance companies?  That  is  what  you  base  your  program  on.  You  pro- 
pose giving  taxpayers  money  to  pay  for  insurance  premiums  that 
you  don't  contain  costs  on.  That  is  not  going  to  work. 

Secretary  Sullivan.  No,  Mr.  Russo,  what  I  said  earlier  and  let 
me  repeat,  and  I  think  I  will  have  to  repeat  it  a  number  of  times 
while  I  am  here  today,  what  we  are  proposing  is  a  comprehensive, 
integrated  approach.  You  just  cannot  look  at  one  thing  because  I 
certainly  would  agree  with  you,  malpractice  alone  is  not  going  to 
do  the  job,  but  I  never  said  it  was  going  to  do  the  job. 

Mr.  Russo.  Mr.  Archer  said  it  was  the  biggest  part  of  the  prob- 
lem and  you  nodded  your  head  that  it  was. 

Secretary  Sullivan.  No,  no,  I  emphasized  we  are  looking  at  the 
President's  proposal  comprehensively.  Let  me  also  mention  that 
the  CBO  study  points  out  that  they  looked  at  individual  changes 
and  did  not  look  at  the  proposal  in  a  comprehensive  way.  So  those 
who  would  try  and  use  that  study  to  criticize  the  President's  pro- 
posal are  off  base.  That  doesn't  do  it. 

The  issue  of  coordinated  care  is  this:  I  say  look  at  the  experience. 
The  experience  is  this.  Go  to  Philadelphia,  as  I  have,  and  visit 
Health  Partners.  This  is  a  coordinated  care  program  taking  care  of 
medicaid  patients. 

Let  me  finish  and  then  I  will  give  you  your  chance. 

Mr.  Russo.  I  won't  have  much  chance,  that  red  light  is  on. 

Secretary  Sullivan.  You  have  taken  most  of  it  anyway. 

Mr.  Russo.  I  made  sure  of  that.  I  want  you  to  answer  a  few  ques- 
tions. I  made  sure  I  took  most  of  it. 

Secretary  Sullivan.  The  fact  is,  in  Health  Partners,  a  Philadel- 
phia, Medicaid  coordinated  care  program,  better  care  is  given  to 
those  individuals  than  they  were  getting  before  they  entered  that 
program.  There  is  a  high  level  of  patient  satisfaction,  and  they  are 
paying  their  doctors  competitive  fees. 
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Arizona  has  a  statewide  coordinated  care  program,  and  it  has  the 
lowest  inflation  rate  of  our  Medicaid  Program. 

Mr.  Russo.  I  don't  disagree  that  coordinated  care  works  in  cer- 
tain instances.  I  even  allow  managed  care  under  my  legislation. 
But  to  say  managed  care  is  the  panacea  is  inaccurate.  When  we 
study  what  has  happened  over  time  on  managed  care,  we  find  two 
things:  One,  it  has  not  restrained  costs,  and  two,  it  limits  choice. 
Under  my  legislation  there  is  no  restriction  on  choice  contrary  to 
what  the  President  said  in  his  State  of  the  Union  Message. 

Thank  you,  Mr.  Chairman. 

Secretary  Sullivan.  Your  proposal,  Mr.  Russo,  would  cause  a 
tremendous  increase  in  taxes. 

Mr.  Russo.  No,  no,  my  proposal  is  the  only  one  that  doesn't  in- 
crease the  cost  of  health  care,  Mr.  Secretary.  Ninety-five  percent  of 
Americans  will  pay  less  under  my  program  than  they  are  currently 
spending  on  health  care. 

I  am  not  advocating  spending  more  than  $700  billion  a  year; 
under  my  program  we  spend  less  than  $700  billion.  The  idea  that 
my  program  costs  more  money  is  a  dog  that  doesn't  hunt  because  it 
is  not  true  when  you  look  at  the  facts. 

Secretary  Sullivan.  I  challenge  that  analysis,  Mr.  Russo. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  the  American  people,  as  I  have  stated  before,  have 
several  basic  concerns  with  the  current  system.  First,  they  think 
that  everybody  should  be  guaranteed  health  insurance  coverage. 
That  is  not  on  a  voluntary  basis  if  the  employer  chooses  but  on  a 
mandatory  basis.  It  should  be  a  right  for  every  person  to  have  in- 
surance. 

Americans  want  to  halt  the  out-of-sight  increases  in  health  care 
costs.  When  you  look  at  the  President's  proposal,  which  I  remind 
you  is  not  in  legislative  form  but  is  merely  in  the  form  of  a  maga- 
zine article,  we  have  no  choice  but  to  conclude  that  if  there  were  a 
plan  based  on  the  ruminations  of  his  staff  it  fails  to  address  these 
fundamental  concerns. 

The  President's  plan  does  nothing  for  middle-income  Americans 
who  fear  the  loss  of  health  insurance.  We  know  on  average  health 
insurance  costs  over  $5,000  for  a  family  and  the  deduction  doesn't 
provide  much  help  towards  that.  Even  the  data  published  by  the 
Health  Insurance  Association  of  America  (HIAA)  indexed  for  infla- 
tion confirm  that  tax  credits  and  deductions  will  not  guarantee 
health  insurance  for  all  Americans. 

Surely  the  President  doesn't  expect  us  to  believe  that  middle 
class  Americans  can  buy  $5,000  worth  of  health  insurance  with  a 
$500  tax  deduction. 

The  second  concern  with  the  President's  plan  is  its  absolute  ab- 
sence of  impact  on  health  care  costs. 

Managed  care  and  competition  have  not  and  will  not  slow  the  in- 
crease in  hospital  and  doctor  fees.  These  approaches,  as  Mr.  Russo 
so  eloquently  pointed  out,  have  been  tested  and  have  failed  for  at 
least  the  last  150  years. 

Under  the  President's  plan,  the  American  families  will  continue 
to  face  double-digit  annual  increases  in  health  insurance  and,  as 
you  have  pointed  out,  you  are  only  going  to  give  them  CPI  in- 
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creases  so  that  in  short  order  by  the  end  of  this  decade  they  will  be 
farther  under  water  than  they  are  today. 

Even  your  most  optimistic  assumptions  show  that  you  will  save 
nothing  of  the  costs.  You  were  asked  in  the  Senate  the  day  before  yes- 
terday what  would  be  the  savings  if  we  enacted  this  great  91-page 
tome.  You  said,  my  goodness,  we  will  save  $400  billion  by  1997  as  if 
that  is  such  hot  stuff.  The  fact  is  in  those  5  years  there  is  a  $4.2 
trillion  cost.  You  are  saving  less  than  4  percent — you  are  cutting 
inflation  rates  to  10  percent  and  we  still  have  inflation  at  4.  You 
are  doing  a  lousy  job  in  the  90  pages.  It  is  a  drop  in  the  bucket 
towards  savings. 

The  President's  plan  does  not  stop  health  care  costs  from  increas- 
ing to  21  percent,  by  the  year  2000,  of  GNP,  while  all  our  major 
trading  partners  and  every  other  industrialized  nation  except  the 
black  portion  of  South  Africa  have  limited  their  health  care  growth 
and  provide  unlimited  access  to  all. 

Our  costs  are  rising  at  a  rate  40  percent  higher  than  Germany. 
You  stated  the  day  before  yesterday  that  Germans  were  unhappy 
with  their  rate  of  inflation.  That  was  a  disingenuous  answer.  The 
Germans  are  unhappy  with  their  rate  of  inflation  but  it  is  half 
what  ours  is.  We  would  happily  live  with  the  German  rate  of  infla- 
tion. It  is  a  better  plan  and  your  Assistant  Secretary  knows  it. 

The  cost  of  our  medical  care  will  continue  to  grow,  and  competi- 
tiveness will  drop.  The  President  has  not  submitted  a  bill  for  the 
committee's  consideration  and  he  suggests  he  is  serious  about 
health  care  reform? 

Nobody  on  this  committee  would  vote  to  eliminate  Medicare.  You 
will  not  state  publicly,  Mr.  Secretary,  that  there  is  anything  wrong 
with  Medicare  that  cannot  be  fixed.  You  support  it.  I  dare  you,  I 
dare  you  or  any  Republican  in  this  room  to  say  they  would  oppose 
or  eliminate  Medicare. 

You  know  you  can't,  you  know  you  won't,  you  know  you  don't 
believe  that.  You  don't  even  have  a  bill. 

Tell  me  what  your  plan  accomplishes. 

Secretary  Sullivan.  Mr.  Stark,  I  apologize  for  confronting  you 
with  the  facts.  The  facts  are  this,  you  are  from  Oakland.  If  you 
were  to  consult  with  one  of  your  constituents,  the  Kaiser  Plan  of 
Northern  California,  where  you  say  it  costs  more  than  $5,000  to  get 
insurance,  you  find  that  

Mr.  Stark.  The  cost  is  $1,595  after  you  take  a  medical  exam. 
That  is  not  open  enrollment. 

Secretary  Sullivan.  No,  if  you  please  let  me  finish. 

Mr.  Stark.  Go  right  ahead. 

Secretary  Sullivan.  I  didn't  say  a  word  during  your  time. 
Mr.  Stark.  You  can  have  all  the  time  you  want,  Doctor. 
Secretary  Sullivan.  Kaiser  provides  for  $1,560  for  a  single  and 
$4,800  for  a  

Mr.  Stark.  After  a  medical  exam,  is  that  not  correct,  after  a 
medical  exam  with  medical  underwriting  that  denies  coverage  for 
preexisting  conditions.  That  is  not  good  coverage.  You  know  it. 

Mr.  Rangel  [presiding].  The  chair  would  ask  Mr.  Stark  to  allow 
the  witness  to  complete  his  answer  to  the  question  proposed. 

Mr.  Stark.  I  believe,  Mr.  Chairman,  he  just  did. 

Mr.  Rangel.  You  may  continue,  Mr.  Secretary. 
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Secretary  Sullivan.  Mr.  Stark,  you  actually  are  making  a  point 
for  me.  That  is  this,  our  proposal  would  eliminate  medical  under- 
writing. 

Mr.  Stark.  If  the  gentleman  would  yield,  the  price  would  go  up. 
Mr.  Gradison.  Regular  order,  Mr.  Chairman. 
Mr.  Stark.  Don't  try  and  flim-flam  us. 

Mr.  Rangel.  The  committee  will  come  to  order,  the  witness  will 
continue  with  his  response. 

Secretary  Sullivan.  Now,  the  other  thing  I  would  suggest  is  this, 
that  you  visit  Health  Partners  in  Philadelphia,  the  program  I  men- 
tioned earlier.  Visit  where  they  are  providing  better  care  for  the 
Medicaid  population  than  they  were  getting  under  the  previous  fee- 
for-service  system,  and  they  are  paying  their  doctors  competitive 
rates. 

The  State  of  Arizona  had  a  6  percent  inflation  in  its  statewide 
coordinated  care  program  in  Medicaid.  So  those  are  the  facts  that  I 
think  you  need  to  confront.  You  cannot  explain  that  away  because 
we  are  drawing  on  those  things  that  work. 

The  other  thing  that  I  would  say  is  this,  we  recognize  that  the 
savings  that  we  propose  may  be  modest,  but  we  believe  that  it  is 
realistic.  We  are  also  proposing  changes  in  our  system  that  would 
not  jeopardize  the  advantages  that  we  have. 

It  is  no  accident  that  we  have  61  percent  of  the  Nobel  laureates 
in  the  sciences  here  in  the  United  States.  That  is  because  we  have 
a  system  that  encourages  innovation,  creativity,  flexibility,  not 
Government  regulation.  We  have  a  system  where  we  have  a  part- 
nership. So  far  as  repealing  Medicare,  that  is  a  red  herring.  No  one 
has  ever  suggested  that.  That  is  raising  up  a  bogus  issue. 

We  have  said  many  times  there  should  be  a  public-private  part- 
nership, a  continued  public-private  partnership,  in  health  care. 
That  certainly  means  continuation  of  Medicare,  but  it  also  means 
that  we  should  always  look  for  ways  to  deliver  services  at  less  cost 
and  more  efficiently. 

I  am  surprised  that  we  don't  get  support  for  the  idea  of  reducing 
the  insurance  subsidy  for  part  B  for  the  rich.  I  would  think  the 
Congress  would,  when  we  have  trouble  getting  funds  for  a  variety 
of  programs,  would  want  to  support.  We  are  not  talking  cutting 
benefits.  We  are  talking  reducing  costs. 

We  are  also  saying  that  those  individuals  who  are  wealthy,  but 
whose  Medicare  part  B  insurance  is  subsidized  by  that  gas  station 
attendant  who  doesn't  have  insurance,  but  whose  income  taxes  find 
their  way  into  the  75  percent  of  that  wealthy  individual's  premi- 
ums that  come  from  general  tax  revenues,  should  pay  more.  Those 
are  the  things  I  would  think  we  would  want  to  work  with  the  Con- 
gress to  change. 

We  are  not  talking  about  business  as  usual.  We  are  talking  about 
comprehensive  reform  that  will  preserve  the  strengths  of  our 
system. 

Mr.  Stark.  Where  is  your  bill?  Where  is  your  bill,  Mr.  Secretary? 

Mr.  Rangel.  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  want  to  express  profound  disappointment  at  the 
tone  of  this  hearing  because  what  it  says  to  me,  and  I  think  it 
should  say  to  people  who  are  following  this  discussion,  that  we  are 
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making  no  progress  whatsoever  toward  reaching  consensus,  that 
the  level  of  distrust  is  so  great  that  in  the  end  nothing  is  going  to 
happen  and  that  there  is  an  unwillingness  to  recognize  the  areas  of 
agreement  which  exist  and  then  try  to  build  upon  them. 

The  administration  hasn't  come  in  and  said  do  nothing.  They 
have  not  come  and  said  that  the  Federal  Government  doesn't  have 
a  larger  role. 

They  have  not  come  in  and  said  the  Federal  Government 
shouldn't  spend  more  money.  Indeed  one  of  the  ironies  of  the  situa- 
tion is  that  the  strong  points  of  the  administration  plan  are  never 
mentioned  by  the  other  side  because  they  don't  want  to  acknowl- 
edge that  we  have  an  administration  that  does  care  about  low- 
income  people. 

The  winners  under  this  plan  are  the  poor.  They  would  receive  a 
voucher  or  certificate  to  enable  them  to  buy  health  insurance  so 
long  as  their  income  is  below  100  percent  of  poverty.  The  main  crit- 
icism should  be  levied  I  suppose  at  people  above  the  poverty  line 
but  I  have  yet  to  hear  the  first  voice  from  the  Democrats  in  this 
committee  or  the  Congress  say,  hey,  the  President  is  right  on  his 
emphasis  on  the  poor,  because  you  can  never  acknowledge  that  the 
Republicans  care  about  the  poor. 

This  program  does.  It  does.  That  is  the  way  it  was  crafted.  That 
is  the  emphasis  of  it.  It  is  to  assure  that  people  have  the  means  of 
buying  this  with  their  own  money  and  if  they  don't  have  enough 
money,  the  Federal  Government  helps  those  in  greatest  need  to  get 
the  insurance.  What  is  so  bad  about  that? 

Another  thing  that  bothers  me  a  lot  about  this  discussion  is 
there  is  an  assumption  all  these  other  plans  are  freer.  I  am  sorry 
Mr.  Russo  left  the  room  but  his  failure  to  be  here  can't  stop  me 
from  making  a  point  that  he  has  never  mentioned,  that  to  imple- 
ment his  plan  will  require  an  increase  in  taxes. 

He  says,  oh,  it  is  going  to  save  money  for  the  system.  Maybe  it 
will.  Maybe  it  won't.  But  to  implement  his  plan  according  to  the 
estimates  that  I  have  seen  will  require  an  increase  in  taxes  each 
year  of  somewhere  between  $250  and  $500  billion  or  an  average  of 
$1,000  to  $2,000  per  year  for  every  man,  woman,  and  child  in 
America. 

I  don't  believe  that  the  public  has  enough  confidence  in  Govern- 
ment that  they  are  going  to  send  $4,000  for  the  average  family 
here  to  Washington  on  our  promise  that  we  will  take  care  of  your 
health  care  bills.  I  don't  believe  that.  Maybe  others  do.  I  am  not 
among  them. 

Mr.  Russo  goes  on  about  how  dreadful  it  is  that  this  administra- 
tion doesn't  want  to  do  business  as  usual.  They  want  to  limit  the 
growth  of  these  programs  to  a  general  index  like  the  cost  of  living 
index. 

Mr.  Russo's  plan  assumes  an  annual  cap  that  is  a  spending  in- 
crease limit  to  the  increase  in  the  gross  domestic  product,  roughly 
in  line  with  the  CPI.  It  is  about  the  same,  maybe  a  little  more, 
maybe  a  little  bit  less. 

I  am  hearing  from  the  other  side  what  an  awful  thing  it  is  to 
suggest  we  can  save  more  money  in  Medicare. 

Mr.  Russo's  plan,  if  implemented  as  he  has  written  it,  would 
reduce  the  payments  under  Medicare  for  physicians  by  1999  by  44 
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percent  from  the  current  payment  rate,  and  22  percent  to  hospi- 
tals. I  think  it  would  be  a  good  thing  to  do  but  it  doesn't — I  just 
cannot  let  this  hearing  go  forward  with  people  saying  it  is  a  terri- 
ble thing  the  administration  wants  to  restrain  the  growth  of  Medi- 
care. That  is  all  we  are  talking  about,  reducing  the  growth  rate 
from  12  to  9  percent. 

That  it's  a  terrible  thing  for  them  to  want  to  do  it,  but  we 
present  plans  that  do  the  same  thing.  If  we  are  not  willing  to  get 
around  to  talking  about  these  issues,  I  just  don't  see  that  we  are 
moving  the  issue  forward  at  all.  Indeed  the  chances  are  we  are  ac- 
tually setting  back  the  opportunity  for  reaching  consensus. 

I  do  have  a  question. 

Mr.  Secretary,  with  regard  to  small  group  reform,  if  we  were  to 
schedule  hearings  and  a  markup  on  small  group  reform,  would  you 
be  ready  to  come  in  with  specific  recommendations  on  that  issue  in 
bill  form? 

Secretary  Sullivan.  Yes.  We  would  be  ready,  Mr.  Gradison.  We 
are  anxious  to  move  as  much  of  this  proposal  forward  as  possible 
and  indeed  we  would  be  ready  in  bill  form. 

Mr.  Gradison.  That  part  is  certainly  doable  this  year  and  I  hope 
that  the  committee,  once  we  get  these,  I  guess,  inevitable  toying 
with  pride  and  dealing  with  pride  hearings  out  of  the  way,  will 
turn  its  attention  to  what  we  can  do,  which  is  to  make  insurance 
widely  available  for  people  who  work  for  small  enterprises  which  is 
where  the  bulk  of  the  problem  is  today. 

The  thought  that  we  won't  do  what  we  can  do  because  we  can't 
do  everything  is  to  me  frankly  unsupportable.  We  are  saying  we 
are  concerned  about  the  health  care  problems  of  the  Nation  but 
unwilling  to  do  what  we  can  do.  How  are  we  serving  the  public  by 
that  view? 

I  really  look  forward  to  working  with  you  on  this  small  group 
reform  issue.  From  what  my  constituents  tell  me,  if  we  were  to  act 
on  that  we  would  be  doing  a  good  day's  work. 

Thank  you,  Mr.  Secretary. 

Chairman  Rostenkowski.  Would  you  yield,  Mr.  Gradison? 
Mr.  Gradison.  Yes,  of  course. 

Chairman  Rostenkowski.  As  you  know,  I  introduced  legislation 
that  is  one  of  the  unusual  bills,  that  is,  paid  for.  I  have  also  intro- 
duced with  my  colleague  Senator  Bentsen  an  incremental  bill  rec- 
ognizing that  we  ought  to  make  some  progress  here. 

What  I  have  tried  to  do  is  give  an  alternate  position  so  the  com- 
mittee, if  in  its  wisdom  wants  to  do  something  incremental,  we  will 
be  able  to  do  that.  I  want  to  make  that  observation  because  I  didn't 
want  the  people  to  feel  that  we  don't  have  a  fallback  position  if  it 
is  necessary  that  we  move  to  it. 

Mr.  Gradison.  Mr.  Chairman,  let  me  ask  you  this  direct  ques- 
tion, are  you  willing  to  schedule  a  markup  either  at  the  subcom- 
mittee or  full  committee  level  this  year  on  a  timely  basis  with 
regard  to  reform  of  the  small  group  insurance  market? 

Chairman  Rostenkowski.  I  certainly  think  we  are  going  to  have 
to  do  something  this  year.  What  the  length  and  breadth  of  it  will 
be  will  remain  pretty  much  to  the  will  of  the  committee.  But  as 
soon  as  we  get  our  economic  growth  package  out  of  the  way,  I  will 
be  glad  to  have  the  committee  focus  on  some  health  plan. 


37 


Mr.  Gradison.  We  could  use  your  small  group  bill  as  an  initial 
markup  document  if  you  were  willing  to  call  the  committee  togeth- 
er and  lay  that  before  us,  Mr.  Chairman. 

I  don't  agree  with  every  particular  of  it  but  I  think  it  would  be  a 
very,  very  useful  starting  point.  I  congratulate  you  for  introducing 
it.  If  I  understand  you  correctly,  I  am  looking  forward  to  working 
with  you  to  see  if  we  can  bring  a  bill  to  the  floor  of  the  House  with 
regard  to  small  group  reform  this  year. 

Chairman  Rostenkowski.  I  hope  so,  too. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Jacobs. 

Mr.  Jacobs.  Mr.  Secretary,  how  do  you  like  the  hearing  so  far? 

Secretary  Sullivan.  Unfortunately,  it  is  just  what  I  expected. 

Mr.  Jacobs.  Improves  the  circulation,  the  cardiovascular  system, 
I  would  think,  so  it  ought  to  be  helpful. 

Mr.  Secretary,  the  administration  has  proposed  $4.8  billion  for 
the  administration  of  OASI  and  DI  in  the  coming  fiscal  year.  I  fig- 
ured that  at  1.29  or  1.3  percent  of  benefit  cost.  Historically,  the  ad- 
ministration runs  from  1  to  2  percent. 

However,  I  am  told  that  at  that  figure  the  present  waiting  period 
for  processing  disability  claims  will  rise  from  3  to  7  months  by  the 
fiscal  year  1993  or,  stating  it  in  terms  of  cases,  the  backlog  of 
800,000  will  grow  to  1.355  million  by  then. 

Don't  you  think  a  little  enhancement  in  terms  of  personnel  and 
capability  to  play  catchup  on  this  thing  is  in  order? 

Secretary  Sullivan.  Mr.  Jacobs,  we  are  very  concerned  about 
that.  Clearly,  we  are  confronting  limited  resources,  but  in  spite  of 
those  limitations,  we  are  working  to  improve  the  productivity 
within  our  system  and  I  must  add  that  the  ratings  we  get  from  the 
public  on  the  services  that  we  provide  are  quite  high. 

Commissioner  King  is  working  with  her  staff  on  a  strategic  plan 
for  the  Social  Security  Administration  that  when  completed  we  be- 
lieve will  help  us  address  this  problem.  But  for  the  immediate 
future,  we  do  have  a  problem  because  of  a  squeeze  on  the  dollars 
available. 

Mr.  Jacobs.  You  don't  think  Commissioner  King  would  shed  a 
tear  if  we  enhanced  the  administrative  resources  just  a  tad  for  the 
coming  fiscal  year,  do  you? 

Secretary  Sullivan.  I  would  be  very  surprised. 

Mr.  Jacobs.  Right. 

Secretary  Sullivan.  But  I  wouldn't  want  to  predict. 

Mr.  Jacobs.  All  right.  Mr.  Secretary,  are  you  aware  of  the  plan 
Mr.  Rooney  of  the  Golden  Rule  Insurance  Co.  has  proposed  in 
terms  of  deductibility  of  health  insurance  by  companies?  It  was  re- 
ported rather  prominently  by  a  columnist  in  the  Washington  Post 
just  a  couple  weeks  ago.  Here  it  is  in  a  nutshell. 

Mr.  Rooney  calculates  that  the  average  company  that  provides 
health  insurance  pays  about  $4,700  per  year  in  premiums  for  the 
insurance. 

His  plan  is  as  follows;  that  the  company  that  paid  $4,700  would 
pay  $1,700  for  an  umbrella  or  catastrophic  policy  for  any  cost  in- 
curred during  the  calendar  year  above  $3,000. 

And  the  other  $3,000  of  the  $4,700  would  be  put  into  an  account 
for  each  employee. 
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If  that  employee  had  bad  fortune  in  that  year  he  or  she  would 
spend  the  $3,000  to  pay  that  many  bills.  If  it  went  beyond  that,  the 
company's  policy  would  kick  in  and  pay  the  catastrophic.  If  on  the 
other  hand,  that  employee  had  good  fortune  or  in  some  cases  shall 
we  say  good  judgment  not  to  overuse  or  good  fortune  not  to  need 
the  money,  that  amount  would  remain  in  the  account  and  could  go 
into  something  in  the  nature  of  a  medical  IRA. 

If  the  employee  ever  chose  to  withdraw  from  the  IRA,  he  or  she 
would  pay  a  penalty  and  pay  the  interest  that  had  been  deferred. 

That  is  about  it  in  a  nutshell.  The  thought  being  if  you  have  a 
little  incentive  to  decide  whether  you  needed  to  see  a  professional 
over  a  hangnail,  that  you  might  opt  out  of  that  if  you  could  buy 
bubblegum  with  the  money  later. 

What  do  you  think  about  that? 

Secretary  Sullivan.  Certainly  the  concepts  are  there,  Mr. 
Jacobs.  I  am  familiar  with  that  proposal.  It  has  been  discussed 
within  my  health  policy  task  force,  and  we  have  had  discussions 
with  our  colleagues  in  the  Treasury  Department.  They  have  a 
number  of  questions  concerning  our  tax  policy  on  that  proposal. 

But  my  Deputy  Secretary,  Mr.  Moley,  was  just  reminding  me 
that  he  will  be  meeting  with  the  head  of  the  Golden  Rule  Insur- 
ance Co.  within  the  next  2  weeks. 

Mr.  Jacobs.  That  is  sufficient. 

Secretary  Sullivan.  We  have  that  under  review  and  discussion. 

Mr.  Jacobs.  I  just  want  to  add  one  thing  for  the  record.  Under 
the  plan  Mr.  Rooney  proposed,  he  does  not  pretend  that  that  solves 
the  problem  of  people  who  are  not  employees.  He  doesn't  pretend 
that.  He  thinks  it  makes  it  more  efficient  and  brings  pressure  on 
the  entire  industry  to  drop  prices. 

Obviously,  if  there  is  less  demand,  prices  go  down.  I  think  he  has 
a  very  good  thought. 

Just  one  other  thing,  it  does  not  drain  the  Treasury  one  penny. 
The  $4,700  total  for  employees  is  being  deducted  so  it  comes  out 
about  the  same  as  far  as  revenues.  I  really  wanted  to  bring  that  to 
your  attention.  I  think  I  did. 

Thank  you. 

Chairman  Rostenkowski.  Mr.  Pease. 
Mr.  Pease.  Thank  you,  Mr.  Chairman. 

I  don't  know  if  Mr.  Gradison  is  still  in  the  room  or  not.  Mr. 
Gradison  expressed  disappointment  about  the  hearing.  Unfortu- 
nately I  had  not  gotten  to  speak  yet  when  he  expressed  his  disap- 
pointment. 

Mr.  Secretary,  I  want  to  say  that  there  are  many  good  things 
about  the  administration's  proposal.  In  particular,  I  am  intrigued 
by  the  idea  of  providing  poor  people  with  vouchers  which  they  can 
use  to  buy  insurance  in  the  private  market. 

I  suppose  I  am  partially  intrigued  because  I  introduced  a  bill  to 
accomplish  that  in  1981  and  have  introduced  it  every  session  of 
Congress  since.  But  the  notion  is  similar  to  the  one  essentially  that 
you  have  proposed  and  that  is  that  you  empower  poor  people  with 
a  voucher  to  go  shopping  around  for  the  insurance  policy  that  suits 
them  the  best. 

I  think  at  least  I  admit  on  my  plan  and  I  hope  you  would  on 
yours,  that  it  is  not  a  comprehensive  answer  to  all  our  health  care 
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problems  in  this  country.  Rather,  it  addresses  the  most  glaring 
omission  in  our  health  care  delivery  system — that  is  that  37  mil- 
lion people  don't  have  any  insurance  at  all.  The  voucher  plan  I  sug- 
gested and  now  you  are  suggesting  is  right  on  point  and  would  deal 
directly  with  that  segment  of  our  problem. 

I  haven't  seen  any  breakdown  of  the  details  of  your  plan.  As  I 
think  of  a  tax  credit,  ordinarily  a  tax  credit  does  you  good  at  the 
end  of  the  year  after  you  filed  your  income  tax,  whereas,  presum- 
ably people  would  have  to  buy  the  policy  at  the  beginning  of  the 
year. 

From  a  mechanical  point  of  view,  have  you  got  worked  out  how 
you  would  solve  that  dilemma? 

Secretary  Sullivan.  Yes,  Mr.  Pease.  For  those  individuals  who 
would  be  eligible  for  an  insurance  voucher,  they  would  get  that  up 
front  at  the  beginning.  That  would  be  administered  by  a  State 
agency.  I  would  prefer,  for  example,  say  a  State  employment 
agency  or  other  State  agency  other  than  the  welfare  agency.  I 
think  we  would  want  to  keep  this  separate  from  welfare. 

But  the  voucher  would  be  made  available  up  front,  so  there 
would  not  be  that  burden  on  those  individuals  of  being  out-of- 
pocket  for  the  purchase  of  insurance. 

Mr.  Pease.  Very  good.  Well,  I  commend  you  for  that. 

In  my  own  plan  I  would  mention  that  people  would  have  to  pay 
for  the  voucher  based  on  a  sliding  scale  of  their  income  so  each 
person  would  have  to  pay  say  6  percent  of  his  or  her  income  what- 
ever it  might  be. 

I  think  some  material  participation  by  the  patients  or  buyers  of 
the  policy  would  be  helpful. 

If  I  can  turn  to  a  more  general  question  now.  You  talk  about  cost 
control  by  competition.  Just  from  my  own  observation  in  my  own 
district,  I  have  always  had  trouble  figuring  out  how  competition 
leads  to  lower  hospital  costs  because  as  I  look  at  my  own  area,  com- 
petition has  led  to  higher  hospital  costs. 

Hospitals  are  competing  to  keep  surgeons  on  their  staff,  for  ex- 
ample, so  if  the  surgeon  wants  a  CAT  scan,  hospital  administrators 
go  out  and  get  a  CAT  scan  even  if  we  have  three  in  one  county. 
The  next  level  of  competition  is  MRI's,  surgeons  are  going  to  come 
to  my  home  county  and  not  go  to  Cleveland  and  they  will  say,  well, 
I  will  do  a  certain  procedure  but  I  have  to  have  an  MRI  available. 
The  hospitals  are  then  going  to  provide  the  MRI  even  though  it 
may  not  be  very  busy  much  of  the  time. 

So  competition  in  general  and  in  theory  are  supposed  to  restrain 
costs  and  drive  them  down,  but  from  my  experience  so  often  in  the 
medical  field  it  is  the  opposite.  The  hospitals  are  competing  to 
spend  more  money  to  provide  more  sophisticated  equipment. 

Could  you  just  comment  on  that  for  me? 

Secretary  Sullivan.  Yes,  Mr.  Pease.  I  think  it  is  a  very  good 
point  you  raise. 

What  we  are  proposing  is  to  change  the  focus  of  that  competition 
to  a  different  site  because  you  are  quite  correct  that  if  we  simply 
have  a  blank  check  for  hospitals  in  their  efforts  to  compete  for  phy- 
sicians or  patients,  they  simply  add  it  into  their  capital  costs. 

But  our  competition  is  between  coordinated  care  programs.  In 
other  words,  a  coordinated  care  program  could  provide  benefits  at 
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lower  cost  per  employee  as  well  as  examine  the  quality  indices  of 
the  physicians  in  the  coordinated  care  network  and  its  affiliated 
hospitals. 

We  envision  competition  between  coordinated  care  plans  and 
competition  on  the  basis  of  both  quality  and  cost.  That  is  also  the 
emphasis  of  the  Blue  Books  of  information — we  feel  that  that  infor- 
mation should  be  available  for  individual  patients,  for  group  pur- 
chase managers,  et  cetera. 

So  that  is  why  we  are  confident  that  coordinated  care  will  make 
a  difference.  It  is  already  making  a  difference.  I  think  it  is  remark- 
able that  in  some  of  our  cities  or  States  where  the  Medicaid  Pro- 
gram is  criticized  for  not  paying  providers  sufficiently  and,  there- 
fore, is  resulting  in  inferior  care,  et  cetera,  that  we  have  examples 
of  coordinated  care  arrangements  using  the  dollars  in  Medicaid 
providing  more  and  better  care,  more  extensive  care,  care  the  pa- 
tients are  pleased  with.  And  physicians  are  being  paid  an  effective 
income  in  those  coordinated  care  arrangements. 

That,  I  maintain,  comes  about  through  more  effective  utilization 
of  the  dollars  that  are  in  there. 

Mr.  Pease.  I  can  see  the  point  on  coordinated  care  where  it  could 
save  money  but  how  would  you  deal  with  the  competition  for  cap- 
ital equipment  technology  that  I  mentioned? 

Secretary  Sullivan.  One  of  the  advantages  of  the  group  purchas- 
ing network  or  the  coordinated  care  program  is  having  the  exper- 
tise in  those  professionals  who  are  operating  the  program  to  negoti- 
ate with  providers  in  the  region  and  with  the  hospitals. 

In  other  words,  when  perhaps  20  to  30  percent  of  the  coronary 
bypass  surgery  done  in  the  country  is  not  necessary  as  shown  by 
the  RAND  Corp.  study,  we  want  to  have  a  system  that  identifies 
and  discourages  unnecessary  care.  We  are  also  funding  effective- 
ness or  outcomes  research  because  we  have  a  problem  in  having 
sufficient  data  to  know  prospectively  when  services  are  not  neces- 
sary. 

So  we  envision  a  system  like  the  health  insurance  network  in 
Cleveland,  the  COSE  program,  in  which  they  negotiate  with  hospi- 
tals to  keep  their  hospital  rates  low  by  not  purchasing  unnecessary 
equipment,  and  building  those  lower  per  diem  rates  into  the  insur- 
ance rates. 

Mr.  Pease.  Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  Schulze. 

Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you  very  much. 

Mr.  Secretary,  on  this  issue  of  cost  control  I  think  we  have  had 
useful  discussion  in  the  course  of  the  day  but  I  think  it  is  impor- 
tant to  recognize  how  serious  the  problem  is. 

In  Medicare  if  we  just  do  nothing,  if  we  stick  with  current  law, 
by  1999  expenditures  will  be  $280  billion.  If  we  adopt  the  kinds  of 
options  that  the  President  is  proposing  then  Medicare  expenses 
will  rise  at  inflation  plus  2  percent  or  something  at  about — my  mis- 
take, 10  percent,  for  a  total  expenditure  in  1999  of  about  $250  bil- 
lion as  opposed  to  $280  billion  under  current  law. 

But  under  the  Russo  plan  which  only  allows  the  global  budget  to 
rise  according  to  the  GNP,  expenditures  for  that  same  population 
just  for  the  currently  covered  services  would  be  $220  billion.  So  I 
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think  it  is  very  important  to  recognize  that  all  the  plans  out  there 
are  going  to  cut  costs  and  it  is  a  question  of  how  do  you  do  it. 

In  global  budgeting  plans  we  do  it  in  a  sense  the  way  we  are 
doing  it  now  through  the  globally  budgeted  veterans  plan,  the  glob- 
ally budgeted  Medicare  plan,  where  we  do  a  lot  of  rate  control. 
There  has  been  discussion  about  coordinated  care  which  has  helped 
to  get  at  a  concept  that  is  fundamentally  important  for  us  to  work 
with. 

Are  you  better  off— are  our  people  better  off — controlling  costs 
from  above,  that  is  by  Government  saying  only  so  and  so  much 
money  can  be  spent.  What  is  the  fallout  from  that  policy?  Or  are 
our  people  better  off  if  costs  are  controlled  locally  through  coordi- 
nated care  systems? 

One  of  the  ways  your  plan  differs  from  any  other  plan  out  there 
is  that  allows  the  States  to  change  the  system  through  which  Med- 
icaid provides  health  care  for  poor  people.  We  know  that  currently 
that  system  is  a  dollar  reimbursed  fee-for-service  system  and  it  is 
really  failing  because  the  reimbursement  rates  are  so  low. 

That  is  because  in  a  sense  the  global  budget  for  Medicaid  is  low 
and  the  consequence  of  the  global  budget  concept  has  been  low  re- 
imbursement rates  with  reduced  access  to  care. 

Under  your  proposal,  Mr.  Secretary,  you  allow  States  a  lot  of 
latitude  in  how  they  will  manage  Medicaid  so  that  they  can  use  co- 
ordinated care.  You  also  allow  States  to  integrate  Medicaid,  their 
Medicaid  budget  with  your  tax  credit  capability. 

I  think  we  need  to  understand  that  a  little  better  plus  another 
aspect  of  that  problem  that  I  have  concerns  about,  that  is  that 
cutoff  date,  the  cutoff  income  level  may  be  too  low  and  there  may 
be  a  bridge  problem  between  the  structure  of  your  plan  and  the  re- 
ality the  public  needs  to  know  that  we  can  guarantee  access  to  ev- 
eryone. 

So  both  the  issue  of  how  to  cap  the  plans,  cut  spending  and  how 
you  envision  changing  the  motivation  within  the  system  so  that 
costs  are  controlled,  that  aspect  of  the  President's  plan  would  be 
useful  for  you  to  enlarge  upon. 

Secretary  Sullivan.  Thank  you  very  much,  Congresswoman 
Johnson. 

Your  comments  are  very  helpful.  You  mentioned  the  fact  that  we 
must  emphasize  prevention  to  a  greater  degree.  As  you  know,  I 
have  been  stating  that  very  actively  all  around  the  country  the 
entire  time  I  have  been  Secretary. 

I  have  emphasized  before  this  committee  the  fact  that  the  top  10 
causes  of  death  are  behavior  related,  and  if  we  alter  behavior,  we 
can  reduce  premature  deaths  as  much  as  70  percent,  reduce  acute 
disability  by  one-third  and  chronic  disability  by  two-thirds. 

So  those  changes  are  very  important. 

I  know  that  in  previous  years  that  concept  has  met  with  a  lot  of 
skepticism  from  some  members  of  this  committee  who  have  sug- 
gested that  my  only  approach  to  health  care  is  prevention. 

No,  I  am  saying  that  we  must  do  both.  We  must  reform  the 
system,  and  we  must  also  have  prevention. 

I  would  like  to  read  one  excerpt  from  an  article  I  am  sure  you 
may  have  seen  in  yesterday's  Washington  Post,  February  19,  an  ar- 
ticle by  our  former  Surgeon  General  Everett  Koop,  by  Robert  Las- 
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zewski  of  Liberty  Mutual  Insurance  Co.  in  Boston  and  by  Dr.  John 
Wennberg  of  Dartmouth  College.  Doctor  Wennberg  is  the  individ- 
ual who  is  really  the  leader  in  effectiveness  research,  outcomes  re- 
search. 

They  are  talking  about  health  care  reform.  The  salient  sentence 
they  have  is  this,  "all  of  our  efforts  in  health  care  reform  will  come 
to  nothing  if  reform  is  not  undergirded  by  a  widespread  ethic  of 
prevention." 

[The  following  was  subsequently  received:] 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 


Office  of  the  Assistant  Secretary 
for  Legislation 


Washington,  D.C.  20201 


APR  I  3  I992 


The  Honorable  Nancy  Johnson 
Ways  and  Means  Committee 
House  of  Representatives 
Washington,  D.C.  20515 

Dear  Mrs.  Johnson: 

To  complete  the  record  of  the  hearings  on  the  President's 
Fiscal  Year  1993  Health  and  Human  Services  budget  and  the 
President's  proposals  on  health  care  reform,  held  on  February  20, 
1992,  you  reguested  that  the  Secretary  respond  to  an  additional 
guest ion  for  the  record.  Enclosed  is  the  Secretary's  response  to 
that  guestion. 


Sincerely, 


•1  Steven  B.  Kelmar 


Assistant  Secretary 


for  Legislation 


Enclosure 
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Question  Submitted  for  the  Record 

Rep.  Johnson:  Mr.  Secretary,  I  am  submitting  a  question  for 
inclusion  in  the  February  2  0  record  of  your  hearing  before  the 
Committee  on  Ways  and  Means.  The  question  concerns  the 
Department's  position  on  pending  legislation  to  reinstate  separate 
reimbursement  for  interpretation  of  electrocardiograms.  The 
question  follows: 

Separate  Medicare  payments  for  the  interpretation  of 
electrocardiograms  was  eliminated  on  January  1,  1992. 
There  is  pending  broadly-supported  legislation  in  both 
Houses  to  reinstate  separate  payment  for  such 
interpretations.  What  is  the  Administration's  position 
on  this  policy  change  and  on  H.R.  3373,  the  legislation 
before  the  House? 

As  a  cosponsor  of  H.R.  3373,  I  am  extremely  interested  in  your 
response.     Thank  you  for  your  timely  attention  to  this  inquiry. 


RESPONSE  OF  THE  SECRETARY  TO  MRS.   JOHNSON'S  QUESTION: 

The  Omnibus  Budqet  Reconciliation  Act  of  1990  prohibited  separate 
payments  for  the  interpretation  of  electrocardiograms  (EKGs)  that 
are  performed  or  ordered  to  be  performed  as  part  of  or  in 
conjunction  with  a  medical  visit  or  consultation.     This  provision 
was  effective  for  services  furnished  beginning  January  1,  1992. 

The  legislation  did  not  affect  payments  for  the  technical 
component  of  EKGs.     Nor  did  it  affect  payments  for 
interpretations  of  very  specialized  EKGs  furnished  under  codes 
not  included  in  the  scope  of  the  statutory  provision. 

In  the  Final  Rule  implementing  the  Medicare  physician  fee 
schedule,  published  November  25,  1992,  the  Department  of  Health 
and  Human  Services  bundled  payments  for  EKG  interpretations  into 
medical  visit  fees.     This  policy  became  effective  January  1, 
1992.     H.R.  3373  would  eliminate  the  bundling  of  EKG 
interpretations  into  medical  visits  and  restore  separate  Medicare 
payments  for  them. 

Mrs.  Johnson,  I  would  be  willing  to  consider  alternative  payment 
methodologies  for  physician  interpretations  of  electrocardiograms 
(EKGs) .     However,  any  change  in  current  law  would  require  a 
reduction  in  offsettinq  savinqs. 
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Chairman  Rostenkowski.  Thank  you,  doctor. 
I  want  to  work  within  the  framework  of  those  cites,  doctor.  I  get 
the  opinion  sometimes  you  are  doing  a  little  filibustering. 
Mr.  Pickle. 

Mr.  Pickle.  Mr.  Chairman,  thank  you. 

I  have  two  questions  for  Secretary  Sullivan.  May  I  first  ask  you, 
based  on  a  colloquy  you  had  with  Mr.  Gradison  a  few  minutes  ago, 
I  had  the  feeling  that  you  were  going  to  introduce  or  have  intro- 
duced a  small  employer  sort  of  relief  bill. 

Mr.  Gradison  was  asking  the  Secretary  and  he  would  favor  it.  I 
know  Senator  Bentsen  has  a  similar  bill  in. 

Are  you  saying  to  this  committee  we  really  don't  expect  to  pass  a 
health  bill  this  year? 

Chairman  Rostenkowski.  Oh,  no,  I  am  glad  you  raised  that,  Mr. 
Pickle.  Without  question,  I  think  we  should  work  as  quickly  as  pos- 
sible to  get  as  big  and  broad  a  package  on  health  insurance  as  we 
possibly  can. 

Secretary  Sullivan.  We  would  agree  with  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  We  would  work  towards  that  end.  I 
just  didn't  want  it  left  unsaid  that  we  do  have  several  options,  but  I 
am  certainly  in  favor  of  as  large  a  bill  as  we  can  put  together  in 
the  health  area  as  possible. 

Mr.  Pickle.  Then  you  were  saying,  and  I  think  both  sides  are, 
that  we  ought  to  aim  for  a  national  health  care  measure  of  some 
kind  if  we  can,  not  just  take  the  small  fallback  automatically.  But 
the  big  picture  should  be  covered  if  we  can. 

Chairman  Rostenkowski.  Right. 

Mr.  Pickle.  Thank  you. 

Mr.  Gradison.  Will  the  gentleman  yield  since  you  mentioned  my 
name.  Just  briefly. 

Mr.  Pickle.  It  is  not  my  time  running  I  hope.  Yes,  I  yield. 

Mr.  Gradison.  I  just  want  to  say,  I  agree  with  that.  All  I  was 
trying  to  say  is  I  would  hate  to  see  us  not  do  what  we  can  do  if  we 
can't  do  everything.  If  we  are  not  successful  in  putting  something 
big  together,  I  hope  we  won't  stop  from  doing  things  we  can  do  in 
the  small  group  market. 

Mr.  Pickle.  I  think  we  all  agree  to  that,  I  appreciate  that  clarifi- 
cation of  course.  Let  me  say  first  to  you,  Mr.  Secretary,  I  am  im- 
pressed with  your  statement.  I  am  impressed  with  the  fact  we 
ought  to  recognize  that  we  have  good  health  care  delivery  in  Amer- 
ica. 

We  have  probably  the  best  in  the  world.  High  technology.  Good 
research.  We  ought  to  be  grateful  for  what  we  have.  But  the 
system  has  gotten  terribly  complicated  and  very,  very  costly.  We 
have  to  look  for  some  other  answers. 

I  don't  know  that  anyone  is  really  convinced,  very  few  on  this 
committee,  of  exactly  how  we  ought  to  go. 

I  have  two  questions.  I  am  disturbed  your  bill  doesn't  have  many 
details.  I  read  it  and  try  to  understand  and  I  keep  asking  myself 
what  did  they  say,  what  do  they  mean?  I  think  you  need  to  give  us 
a  lot  more  information  on  some  of  these  things. 

Let  me  ask  a  couple  questions  that  get  to  the  details. 
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One,  with  respect  to,  as  I  see  it,  the  States  picture,  you  said  in 
here  that  it  was  an  announcement  about  distinction  in  the  debate, 
you  should  have  said  that  States'  stakes  in  the  debate  are  high. 

My  first  question  to  you  is,  the  President's  health  package  would 
place  caps  on  the  Medicare  Program  and  place  greater  exposure  to 
States  on  health  cost  inflation. 

States  would  be  capped  on  what  they  receive  but  not  what  they 
are  allowable  for  in  the  Medicaid  expenditures.  How  do  you  expect 
States  to  bear  these  mandated  costs  you  will  put  on  them,  what 
happens  if  the  State  gets  a  certain  amount  of  voucher  money,  that 
money  is  gone.  What  are  the  States  going  to  do  then? 

[A  response  to  the  above  question  follows:] 

Total  Federal  expenditures  would  not  be  capped.  Federal  spending  would  keep 
pace  with  the  number  of  persons  meeting  Medicaid  eligibility  requirements.  The 
numbers  of  persons  are  not  capped.  State  that  elect  a  unified  program  for  all  those 
below  poverty  would  get  additional  amounts  of  Federal  funding  for  individuals  with 
income  below  poverty  but  not  meeting  Medicaid  requirements. 

Federal  spending  per  Medicaid  eligible  would  also  be  allowed  to  grow.  Base  year 
spending  per  person  would  be  calculated  according  to  the  State's  Medicaid  spending 
in  1992.  This  figure  would  grow  by  general  inflation  plus  an  additional  2  to  4  per- 
cent. 

Federal  support  per  poverty-related  person  in  States  with  unified  programs  will 
be  the  same  as  Federal  support  for  these  persons  in  other  States.  States  would  not 
be  required  to  match  this  level  of  support  with  State  dollars. 

Cost  to  the  States  will  be  less.  States  will  have  more  flexibility  to  design  their 
programs  to  more  effectively  and  efficiently  meet  their  own  needs.  They  will  be  able 
to  rely  more  extensively  on  coordinated  care  which  improves  access  to  a  regular 
source  of  care,  reduces  inappropriate  use  of  emergency  care,  and  reduces  per  capita 
costs  by  improving  the  timeliness  and  appropriateness  of  care,  especially  in  the 
early  stages  of  a  condition  before  it  becomes  more  serious. 

Because  of  the  expanded  Federal  role  in  providing  tax  credits,  more  low-income 
people  will  have  insurance  and  fewer  will  need  to  rely  on  "free"  care  from  hospitals 
serving  a  disproportionate  share  of  the  poor  (DSHs).  Thus,  States  will  have  less  need 
for  Medicaid  and  other  funding  to  support  these  facilities. 

Secretary  Sullivan.  Mr.  Pickle,  let  me  make  two  comments. 

First,  we  would  be  happy  to  give  you  more  information  and  we 
will  be  happy  to  join  with  the  members  of  this  committee  in  work- 
ing to  enact  specific  legislation.  Indeed,  I  want  to  emphasize  that 
and  when  this  committee  is  ready  to  draft  legislation,  we  will  be 
here  with  our  proposals  in  legislative  form. 

On  the  issue  of  caps  for  the  States,  that  is  not  what  we  are  | 
saying,  Mr.  Chairman.  We  are  proposing  to  change  our  Medicaid 
system  to  capitation  funding;  in  other  words,  to  do  what  is  already 
being  done  in  the  private  sector  with  great  success,  with  many  of 
our  large  companies,  and  also  in  the  State  of  Arizona,  where  the  j 
Medicaid  system  is  capitated. 

They  are  providing  comprehensive  care  at  a  high  level  with  a 
low  inflation  rate  and  the  Medicaid  coordinated  care  plan  in  Penn- 
sylvania does  the  same.  They  provide  care  on  a  capitated  basis. 

Mr.  Pickle.  Many  States  are  worried  that  like  the  Canadian 
system,  you  get  so  much  money  and  when  this  runs  out,  they  pick 
up  the  bill.  You  may  worry  about  caps,  but  they  are  worried  about 
how  that  delivery  system  goes  to  their  State.  I  think  that  is  some- 
thing you  better  work  with  us  further  on. 

My  last  question  is,  under  your  health  care  plan,  you  would  re- 
quire the  use  of  coordinated  care.  You  emphasize  that  approach. 
Now  to  me  that  means  that  you  would  limit  the  State's  flexibility 


i 


47 


in  regulating  the  health  insurance  networks,  your  so-called  HIN's 
approach,  limit  States'  ability  to  regulate  the  programs,  limit  the 
States'  flexibility  regarding  tort  reform  through  the  caps. 

If  you  do  that,  it  seems  to  me  the  States  don't  have  much  flexi- 
bility and  will  end  up  footing  a  lot  of  these  bills. 

I  hope  you  will  give  us  more  detail.  Otherwise  you  are  just  shift- 
ing the  burden  from  the  Federal  Government  to  the  State  govern- 
ment. 

Secretary  Sullivan.  We  will  give  you  more  information  because 
that  is  not  what  this  would  accomplish  at  all.  We  are  saying  that 
we  ought  to  utilize  programs  that  have  already  been  demonstrated 
to  work  in  terms  of  providing  quality  care  at  lower  costs. 

Using  a  private  plan,  one  large  company  realized  a  $200  million 
saving  over  a  3-year  period;  and  90  percent  of  their  employees  are 
very  pleased  with  their  care.  Malpractice  is  a  different  issue,  but  it 
is  important,  and  it  does  impact  on  costs.  But  our  plan  would  not 
have  those  kinds  of  restrictions,  and  we  would  be  happy  to  get  with 
you  to  go  over  that. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

[The  following  was  subsequently  received:] 

On  the  contrary,  States  now  face  obstacles  to  developing  coordinated  care  systems 
that  the  President's  plan  would  remove,  and  a  bias  in  the  Medicaid  program  that 
favors  fee-for-service  by  requiring  waivers  for  alternative,  coordinated  care  systems. 

States  would  not  be  required  to  implement  coordinated  care  systems  if  they  chose 
to  integrate  their  Medicaid  and  voucher  programs.  States  could  retain  fee-for-service 
payment  systems  under  a  waiver  if  they  opted  to  retain  their  current  Medicaid 
structure.  Thus,  while  we  favor  coordinated  care,  it  is  only  one  of  several  options 
available  to  the  States  under  the  President's  plan.  It  should  be  noted  that  States,  as 
well  as  the  private  sector,  are  already  moving  in  the  direction  of  coordinated  care. 

The  President's  proposal  encourages  coordinated  care  as  a  strategy  to  improve  the 
quality  of  care  provided  to  Medicaid  recipients.  Under  a  coordinated  care  system, 
Medicaid  patients  would  come  under  the  care  of  one  doctor,  who  would  manage 
their  care  and  encourage  early  treatment  and  preventive  care.  We  also  believe  that 
coordinated  care  is  a  less  costly  approach  to  health  care  delivery  and  financing  than 
our  current,  primarily  fee-for-service  system. 

Chairman  Rostenkowski.  Mr.  Cardin. 

Mr.  Cardin.  There  are  many  provisions  of  the  President's  initia- 
tive that  I  am  pleased  to  see.  The  public-private  partnership, 
choice,  and  initiatives  allowing  States  a  role  are  all  good,  but  I 
have  concern  about  the  cost  containment  features. 

Let  me  call  your  attention  to  cost  shifting  that  currently  occurs. 
We  have  the  employer-based  plans  subsidizing  the  Medicare  reim- 
bursement rates  in  many  communities.  We  have  Medicaid  being 
subsidized  by  other  providers.  We  are  concerned  that  those  who 
have  stronger  negotiating  positions  in  the  marketplace  are  able  to 
negotiate  lower  rates  that  are  in  many  cases  subsidized  by  those 
not  in  the  same  competitive  position. 

I  wonder  if  you  are  concerned  about  cost  shifting  if  we  don't  have 
some  form  of  uniform  reimbursement  rates? 

Secretary  Sullivan.  Clearly,  that  is  a  problem  that  exists  now  in 
our  system,  and  that  does  add  to  the  cost  of  care  for  those  who  pay. 
But  our  proposal  would  have  a  very  positive  effect  in  reducing  cost 
shifting  because  cost  shifting  occurs  now  because  of  the  uncompen- 
sated care  that  is  given  by  hospitals  and  other  health  care  provid- 
ers in  our  system. 
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For  example,  disproportionate  share  payments  in  our  Medicare 
program  total  $18.2  billion  over  the  5-year  period  from  now  until 
1997.  Because  everyone  will  now  have  health  insurance,  the  need 
for  that  payment,  which  is  to  help  pay  for  uncompensated  care, 
would  be  reduced. 

Medicare  indirect  medical  education  payments  total  $8.4  billion 
during  the  same  period.  These  payments  are  provided  because  of 
the  costs  to  our  hospitals  from  the  care  provided  to  low-income  pa- 
tients in  those  facilities.  Again,  we  would  now  have  a  financing 
mechanism  for  those  services.  Those  two  payments  total  $26.6  bil- 
lion that  could  be  saved  because  cost  shifting  would  no  longer  be 
required.  So  as  the  system  becomes  organized  with  purchasing  ar- 
rangements designed  to  ensure  payment  for  all  patients,  cost  shift- 
ing would  be  much  less  of  a  problem. 

Mr.  Cardin.  I  appreciate  that,  but  as  you  capitate  the  dollars 
that  will  be  available  in  the  Medicare  system  with  no  controls  on 
the  private  sector  as  far  as  what  could  be  reimbursed,  you  will 
have  cost  shifting.  With  different  reimbursement  rates,  you  will 
have  shifting  of  costs  from  one  segment  of  payers  to  another. 

Without  the  uniformity  of  some  all-payer  rate  system,  we  are 
going  to  have  shifting;  it  is  going  to  happen.  Under  your  plan  with 
the  Federal  Government  having  tough  budget  times,  there  will  be 
pressures  on  the  reimbursement  rates  under  Medicare  and  Medic- 
aid. 

The  employer-based  plans  will  be  unnecessarily  burdened  by 
trying  to  subsidize  the  public  plans. 

Secretary  Sullivan.  One  of  the  problems  complained  about  in 
many  States  is  that  that  doesn't  take  care  of  the  full  cost  of  care. 
We  are  saying  that  with  more  effective  use  of  the  dollars  already 
in  the  system,  we  can  provide  care  to  our  citizens,  meet  the  gaps 
that  we  do  have  in  our  system,  and  therefore  reduce  the  need  for 
cost  shifting. 

Mr.  Cardin.  I  agree.  If  we  had  large  annual  increases  which  the 
Medicaid  system  or  Medicare  system  is  unable  to  keep  up  with, 
there  will  be  cost  shifting  to  the  private  sector  and  employer-based 
plans.  I  think  you  need  something  that  looks  at  the  equity  between 
what  the  public  and  private  systems  are  paying  and  I  urge  you  to 
work  with  us  to  stop  the  cost  shifting  from  the  public  plans  to  the 
private  plans. 

Secretary  Sullivan.  I  agree,  and  we  would  be  pleased  to  work 
with  you. 
Mr.  Pickle  [presiding].  Mr.  Coyne. 

Mr.  Coyne.  Does  the  President's  plan  do  anything  to  limit  the 
expansion  of  medical  technology  relative  to  the  expansion  in  local- 
ities of  MRI's  and  other  medical  technology  devices? 

Secretary  Sullivan.  Not  directly.  We  envision  the  system  work- 
ing to  minimize  and  control  costs  through  the  power,  influence, 
and  purchasing  power  of  group  purchasing  networks,  which  we 
would  have  now  the  capability  of  negotiating  with  providers  of  care 
for  the  prices  that  would  be  paid  and  for  discouraging  the  unneces- 
sary purchase  and  implementation  of  technology  that  is  not 
needed. 

This  is  one  of  the  strengths,  I  believe,  of  the  President's  plan.  We 
want  to  continue  to  encourage  the  development  of  new  technologies 
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because  the  advantages  of  those  technologies  are  great.  But  we  also 
want  to  ensure  that  they  are  used  appropriately.  We  are  confident 
now  that  with  MRFs,  the  problem  is  not  what  they  do,  but  they  are 
used  too  indiscriminately  and  drive  up  the  cost  of  the  system. 

We  want  a  system  to  discriminate  better  than  now  so  unneces- 
sary costs  are  eliminated. 

Mr.  Coyne.  You  alluded  to  the  Healthy  Start  Program.  Why  did 
the  administration  reallocate  funds  from  existing  health  programs 
to  the  Healthy  Start  Program?  It  is  one  thing  to  come  here  and  ask 
for  a  Healthy  Start  Program  and  another  to  reallocate  other  re- 
sources from  other  programs  rather  than  providing  an  original 
source  to  fund  the  program. 

Why  didn't  you  generate  new  money  to  fund  the  program  out- 
right? 

You  were  lamenting  the  fact  that  Congress  didn't  fully  fund  the 
program.  The  fact  is  that  we  were  asked  to  reallocate  needed 
moneys  from  other  programs. 

Secretary  Sullivan.  In  the  original  request,  part  of  the  dollars 
would  have  been  obtained  by  reallocation,  but  we  asked  for  new 
dollars  as  well.  For  fiscal  year  1992,  we  asked  for  new  dollars.  We 
asked,  I  believe,  for  $139  million.  We  received  $64  million. 

This  year  we  are  asking  for,  I  believe,  $143  million.  That  is  all 
new  dollars.  So  we  are  not  asking  now  for  a  reallocation  of  other 
dollars.  We  are  asking  for  new  dollars,  and  we  would  hope  that  the 
Congress  would  provide  them,  because  I  can  guarantee  you  that 
every  Member  of  this  Congress  when  a  microphone  is  put  in  front 
of  them,  is  going  to  lament  the  high  infant  mortality  rate  in  the 
country,  and  will  agree  we  should  do  more. 

When  the  television  cameras  are  turned  off,  I  hope  Congress  will 
vote  to  give  us  the  dollars  and  not  simply  have  a  sound  bite  and 
then  not  give  us  the  dollars  when  it  comes  time  to  make  the  deci- 
sion. 

Mr.  Coyne.  I  was  interested  in  your  response  to  how  the  New 
Hampshire  voters  responded  to  exit  polls  that  they  didn't  want 
their  taxes  raised  to  pay  for  a  national  health  program.  What  do 
you  think  the  response  would  have  been  if  they  were  also  told  that 
if  you  had  a  national  program,  you  wouldn't  have  to  pay  so  much 
for  your  health  insurance,  but  your  taxes  might  have  to  go  up 
somewhat. 

Do  you  think  the  outcome  might  have  been  different? 

Secretary  Sullivan.  I  have  not  seen  the  polling  instruments  di- 
rectly. The  polling  was  carried  out  by  Dr.  Robert  Blendon  at  the 
Harvard  School  of  Public  Health  with  a  grant  from  the  Kaiser 
Foundation.  The  specifics  as  to  how  the  questions  were  put  for- 
ward, I  can't  say,  but  Dr.  Blendon  is  widely  recognized  as  an  expert 
in  this  area  who  is  not  presenting  the  position  of  the  administra- 
tion or  the  Democrats  or  the  Republicans,  but  is  really  studying 
this  issue.  But  more  information  as  to  how  the  questions  were 
phrased,  I  can't  answer. 

What  he  did  say  was  that,  I  believe,  40  percent  of  the  individuals 
who  were  polled  were  favorably  disposed  toward  a  "pay  or  play," 
and  33  percent  were  favorably  disposed  toward  the  President's 
system,  which  difference  was  not  significant  between  the  two. 
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On  the  separate  question  of  whether  you  would  be  willing  to  pay 
increased  taxes  of  $50  a  month  to  get  a  comprehensive  system,  that 
is  $600  a  year,  the  answer  was  "no."  I  think  that  is  important  be- 
cause many  of  the  plans  that  have  been  offered  would  require 
much  more  than  a  $600  increase  in  taxes.  But  the  specifics  of  the 
instrument,  I  really  have  not  seen. 

Mr.  Pickle.  Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  good  morning.  You  have  heard  it  alleged  in  this 
committee,  I  have  heard  it  alleged  in  this  committee  on  more  than 
one  occasion  that  health  care  is  a  right.  However,  this  morning  I 
was  doing  a  call-in  show  on  television  and  I  had  a  person  call  in 
from  Alabama  who  alleged  that  health  care  is  a  responsibility. 

Which  is  it? 

Secretary  Sullivan.  Mr.  Grandy,  I  think  it  is  both.  The  fact  is 
what  we  want  to  do  is  to  have  a  system  that  would  work  with  our 
citizens  to  see  that  everyone  has  availability  and  access  to  health 
insurance.  Clearly  there  is  a  responsibility,  as  demonstrated  in  our 
proposal,  that  our  citizens  would  have  to  exercise  that  opportunity 
to  purchase  health  insurance. 

Mr.  Grandy.  What  you  are  saying  is  the  average  consumer,  the 
citizen  of  the  United  States,  has  the  right  to  choose  to  buy  health 
care  or  not  to  buy  health  care,  but  the  responsibility  kicks  in  from 
the  consumer  on  up  through  the  system  to  provide  the  coverage. 

There  has  been  a  lot  of  talk  in  the  committee  about  public-pri- 
vate partnerships. 

As  I  kind  of  solve  the  nexus  between  right  and  responsibility,  I 
am  looking  through  your  document,  and  it  seems  to  me  that  your 
document  is  considerably  more  than  merely  blanketing  those  unin- 
sured Americans  with  a  voucher  then  allowing  them  to  go  out  and 
get  ripped  off  by  various  care  givers  or  insurers. 

I  am  reading  now  from  page  20  of  your  plan  which  is  under  the 
general  category  of  assuring  availability  of  coverage,  and  among  I 
other  things  you  are  saying  all  insurers  wishing  to  sell  group 
health  insurance  in  a  State  would  be  required  as  a  condition  of 
doing  business  to  accept  every  employer  group  in  the  State  that  ap- 
plies for  coverage,  provide  coverage  to  individuals  with  an  employ-  j 
er  group. 

You  go  on  to  say  insurers  wishing  to  sell  coverage  in  a  State  i 
would  be  required  to  renew  coverage  for  a  group  except  in  cases  of 
fraud  and  misrepresentation,  and  the  use  of  preexisting  exclusions 
would  be  eliminated. 

So  the  responsibility  here  goes  beyond  the  individual  out  into  the 
marketplace  to  the  employer,  to  the  insurer  and  to  the  provider.  I 
guess  what  I  am  confused  about  is  nobody  is  arguing  against  a 
public-private  partnership.  To  that  extent,  all  these  health  care  I 
proposals  are  the  same  prescription,  but  arguing  over  dosage. 

It  seems  to  me  that  the  one  thing  you  have  going  here,  and  I 
hesitate  to  use  this  word  because  this  is  a  word  that  is  not  normal- 
ly  popular,  and  we  are  talking  about  employer  responsibility,  but 
there  is  a  mandate  to  the  marketplace,  is  there  not,  to  provide  a 
responsible  coverage  mechanism  to  that  person  out  there  whose 
right  it  is  to  get  coverage? 
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Am  I  stating  this  right?  Is  that  the  thesis  behind  the  President's 
proposal? 

Secretary  Sullivan.  That  is  correct,  and  we  are  also  saying  that 
at  the  level  proposed  for  the  insurance  voucher,  we  know  that  in- 
surance can  be  made  available  in  a  competitive  marketplace. 

Mr.  Grandy.  And  the  States  have  a  responsibility,  obligation, 
mandate,  to  provide  those  policies  to  the  employers  so  that  they 
can  provide  the  access  to  that  coverage.  Is  that  not  the  way  this 
marketplace  mandate  works? 

Secretary  Sullivan.  Exactly.  That  is  correct. 

Mr.  Grandy.  Well,  obviously  that  is  an  enhanced  role  for  govern- 
ment. Those  people  that  want  a  tighter  control  of  our  health  care 
system,  I  think,  are  rewarded  there.  It  seems  to  me  though  that 
what  you  have  done  is  in  a  sense  taken  the  top  down  federally  con- 
trolled and  delivered  system  and  built  it  from  the  ground  up,  forc- 
ing consumers  to  come  up  through  the  system,  find  the  care  and 
then  make  those  caregivers  and  insurers  and  employers  provide 
tools  that  they  can  use.  Now  that  is  a  gamble. 

We  don't  know  if  that  will  work,  but  it  seems  to  me  based  on 
what  most  of  the  things  that  you  have  testified  about  on  this  issue 
and  on  others,  and  the  things  that  we  discuss  in  this  committee 
dealing  with  freedom  of  choice  and  responsibility,  it  seems  to  me 
that  would  be  the  first  choice  we  would  make  as  a  society  on 
health  care  as  opposed  to  a  more  mandated  Federal  approach. 

Secretary  Sullivan.  You  are  correct,  because  we  are  saying  that 
we  want  the  decision  and  the  power  to  be  in  the  hands  of  our  citi- 
zens. That  is  the  fundamental  principle  on  which  our  society  is 
founded. 

The  role  of  Government  is  to  see  that  barriers  that  exist  to  exer- 
cising that  choice  and  that  power  are  eliminated  or  at  least  greatly 
eased,  and  that  is  what  the  President's  proposal  does. 

Mr.  Grandy.  The  answer  to  that  fellow  that  called  in  is  that  it  is 
both;  it  is  a  right  and  a  responsibility,  and  you  can't  have  one  with- 
out the  other. 

Thank  you,  Mr.  Chairman. 

Mr.  Rangel  [presiding].  Mr.  Secretary,  welcome  once  again. 

I  assume  that  we  can  work  out  something  with  your  schedule  so 
that  on  the  specifics  that  I  would  want  to  get  more  information  on 
with  drugs,  that  we  can  wait  for  you  rather  than  Dr.  Goodwin. 

Is  there  any  way  that  I  could  get  some  assurances  that  some 
time  this  year  you  would  be  available  to  appear  before  the  Select 
Narcotics  Committee? 

Secretary  Sullivan.  I  did  everything  I  could,  Mr.  Rangel.  The 
challenge  that  I  have  confronting  me,  of  course,  is  the  fact  that  get- 
ting the  President's  health  care  proposal  before  the  Congress  and 
before  the  American  people  is  really  consuming  a  lot  of  our  time; 
and  second,  let  me  assure  you  I  am  firmly  committed  to  our  drug 
programs,  but  Dr.  Goodwin,  as  you  know,  is  not  only  a  national 
expert,  but  an  international  individual  who  really  is  heavily  in- 
volved in  the  development  of  our  program  and  its  oversight. 

So  that  certainly  I  would  do  everything  to  be  available,  but  if  we 
are  not  able  to  do  it  in  a  timely  fashion,  he  will  be  speaking  for  me 
if  he  came  to  testify. 
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Mr.  Rangel.  The  President  declared  war.  I  assume  that  the  Cabi- 
net heads  are  the  generals  that  support  the  President.  I  have  said 
so  often  that  it  is  really  surprising  that  once  a  year  the  President 
can  talk  about  it  in  the  State  of  the  Union,  but  I  don't  hear  any- 
thing from  Secretary  Baker,  from  the  Secretary  of  Education.  I 
don't  hear  anything  from  the  Secretary  of  Labor.  So  it  seems  like 
we  have  a  great  Commander  in  Chief,  but  when  we  try  to  find  out 
where  the  strategy  is,  we  refer  to  Governor  Martinez. 

I  figure  that  if  we  are  trying  to  establish  national  priority  that  it 
is  done  by  the  people  who  come  forward  on  this  specific  issue.  I 
have  no  problems  in  meeting  with  whoever  you  suggest  informally 
or  formally,  but  I  am  disappointed  that  the  entire  Cabinet  finds  it 
difficult  to  find  time  to  deal  specifically  about  narcotics  rather 
than  referring  it  to  someone  that  they  have  delegated  the  responsi- 
bility. 

But  in  getting  back  to  the  specifics  which  you  are  testifying 
about  this  morning,  do  you  have  any  idea  when  these  ideas  of  the 
President  will  be  presented  in  legislative  form? 

Secretary  Sullivan.  Mr.  Rangel,  when  this  committee  is  ready  to 
mark  up  a  bill,  we  will  be  there. 

Mr.  Rangel.  Is  that  the  way  it  works  now  that  we  now  tell  the 
administration  we  are  ready  and  then  the  administration  runs  and 
gets  a  bill?  Is  that  the  new  procedure  under  which  we  operate? 

Secretary  Sullivan.  No.  I  am  suggesting  if  you  want  to  suggest  a 
date,  we  will  be  there. 

Mr.  Rangel.  So  all  I  have  to  do  now  is  tell  the  chairman  to  give 
you  a  date  and  then  the  people  in  the  White  House  will  then  start 
thinking  about  legislation.  It  is  a  new  approach. 

Secretary  Sullivan.  It  is  a  new  day,  Mr.  Rangel,  and  it  is  not 
business  as  usual. 

Mr.  Rangel.  It  is  a  new  day,  Mr.  Secretary,  when  you  bring  a 
$100  billion  package  and  tell  the  Congress  that  you  are  going  to 
pay  for  it  with  efficiency  and  cuts  and  eliminate  the  waste,  and 
that  is  a  new  way  to  pay  for  things. 

I  suspect  that  if  the  Congress  had  the  leeway  that  you  have  as 
individual  Members  and  the  things  that  we  need  in  our  district  and 
they  say,  "How  are  you  going  to  pay  for  it?"  We  can  say  by  being 
more  efficient  and  effective. 

I  think  it  is  an  indictment  of  those  in  charge  in  terms  of  the  pro- 
grams to  believe  that  in  5  years  you  have  ways  to  save  $100  billion, 
but  you  are  saving  them  until  the  Congress  gives  you  a  date. 

Nobody  has  any  more  concern  or  knowledge  about  the  problems 
of  the  poor  than  you  do  and  I  don't  think  that  there  is  anyone  in 
the  Congress  that  has  worked  more  closely  with  these  problems 
than  you  have.  You  have  demonstrated  that  as  a  physician  and  as 
a  Secretary  in  visiting  the  areas  that  the  people  suffer  the  most. 

Are  you  suggesting  that  as  it  relates  to  the  problems  of  AIDS 
and  drugs  and  lack  of  providers — and  you  mention  in  your  testimo- 
ny the  fact  that  we  have  just  overwhelmed  our  emergency  rooms 
with  problems  of  the  poor — that  in  order  for  the  administration 
and/or  you  to  come  forward  with  a  plan  as  to  how  we  can  better 
serve  this  particular  population,  that  we  have  to  wait  for  the  chair- 
man to  come  up  with  a  date,  and  then  you  or  somebody  will  come 


53 


up  with  some  legislation  as  to  how  we  can  more  effectively  provide 
health  care  for  the  poor? 

Secretary  Sullivan.  Mr.  Rangel,  what  I  am  saying  is  this:  We 
are  talking  about  an  $800  billion  system  that  now  is  consuming  12 
percent  of  our  gross  national  product.  For  us  to  undertake  the 
changes  to  make  the  system  work  more  efficiently  is  going  to  re- 
quire a  partnership  between  the  administration  and  the  Congress. 

So  we  are  ready  to  hold  up  our  side  of  the  bargain,  but  it  is  not 
simply  going  to  take  the  administration.  It  has  to  be  the  Congress, 
too. 

I  don't  think  you  would  suggest  that  Congress  is  simply  going 
to  

Mr.  Rangel.  Mr.  Secretary,  I  would  like  to  pinpoint  my  question. 
There  is  just  as  much  smoke  and  mirrors  on  the  congressional  side 
in  putting  together  their  programs  as  there  are  in  yours.  Whenever 
we  lose  a  couple  of  billion  dollars  on  the  Ways  and  Means  Commit- 
tee, we  go  to  the  IRS  and  they  will  have  the  collection  done  in  a 
more  efficient  way.  We  always  pick  up  $1.8  billion. 

That  is  not  the  problem,  the  smoke  and  mirrors  or  how  you 
intend  to  provide  vouchers  or  give  credits  for  those  who  want 
health  care.  I  am  concerned  about  the  people  that  are  being  held 
hostage  now  that  don't  have  health  care  and  they  now  have  to  wait 
until  there  seems  to  be  some  consensus  between  the  administration 
and  the  Congress  as  to  when  a  bill  would  include  them. 

I  don't  really  think  that  is  fair,  because  this  is  a  crisis  that  we 
are  facing,  and  all  of  us  want  a  comprehensive  program,  but  all  of 
us  know  that  there  are  a  bunch  of  thieves  out  there,  doctors  who 
come  in  and  set  up  these  mills  and  prey  on  the  ignorance  and 
misery  of  those  in  the  cities.  They  open  up  drug  shelters  and  don't 
provide  any  rehab.  They  take  the  money  and  run  in  the  middle  of 
the  night  and  the  administration  leaves  it  up  to  the  States  to  ad- 
minister the  programs. 

We  don't  have  a  national  feel  about  how  to  provide  better  health 
care  for  the  poor  and  to  provide  those  efficiencies  that  based  on 
your  experience  that  you  would  want  to  have  enacted  into  law.  It 
seems  unfair  that  even  these  people  will  have  to  wait  for  you  and 
the  chairman  and  Senator  Bentsen  to  meet  and  to  set  a  date  rather 
than  do  what  we  can  do  until  we  can  reach  a  point  that  we  can 
agree  on  a  comprehensive  package. 

Secretary  Sullivan.  I  do  know  that  Harlem  is  an  area  that  has  a 
number  of  health  problems,  but  what  we  are  proposing,  if  en- 
acted, 1  think,  would  go  a  long  way  towards  addressing  those  prob- 
lems because  we  would  like  to  see  operations  like  the  Healthy  Part- 
ners Operation  in  Philadelphia  in  Harlem. 

That  will  bring  doctors  into  Harlem  and  provide  better  health 
care  for  Medicaid  recipients.  One  of  the  patients  that  I  saw  in 
Philadelphia  last  week  was  a  young  lady  who  had  been  a  drug 
addict.  She  had  been  in  the  fee-for-service  drug  treatment  system, 
and  she  had  relapsed  twice.  She  came  into  the  Healthy  Partners 
arrangement  and  got  treatment,  detoxification.  She  was  placed  in 
two  successive  follow-on  programs,  was  able  to  stay  clean,  and  get  a 
job.  She  has  a  daughter  that  she  is  supporting  and  has  remained 
drug-free. 


54 

That  system  had  given  her  better  care  than  what  she  was  given 
before,  and  now  she  is  independent,  having  gotten  a  job.  That  is  an 
example  that  I  have  seen  from  a  coordinated  care  program. 

I  would  like  to  see  more  of  that  around  the  country. 

Mr.  Rangel.  But  you  can't  advocate  unless  you  have  the  whole 
package.  Can  you  pull  out  these  things  for  those  who  may  not  be 
around  by  the  time  you  and  the  chairman  agree  on  a  date  and 
start  dealing  with  the  emergency  situations  that  you  and  I  know 
exist  today? 

Mr.  Andrews. 

Mr.  Andrews.  One  of  the  biggest  problems  about  the  debate  is 
how  to  finance  the  package.  Isn't  that  right,  Mr.  Secretary? 

Secretary  Sullivan.  Yes;  but  we  have  38  pages  of  options  as  to 
approaches  that  can  be  taken.  What  we  would  want  to  do  is  work 
with  the  Congress  to  see  which  of  those  options  would  be  the  most 
acceptable. 

Mr.  Andrews.  Mr.  Rangel  speaks  with  great  passion  about  drugs 
which  have  ravished  his  district  and  mine.  The  number  one  pre- 
ventable cause  of  death  right  now  is  tobacco  use.  About  1,000 
people  die  every  day  from  using  tobacco  and  it  costs  the  country 
$20  billion  a  year  in  direct  medical  costs  to  take  care  of  people  that 
become  sick  from  tobacco  use. 

Would  you  support  an  increase  in  tobacco  taxes  as  a  way  to  raise 
revenue  to  offset  some  of  these  costs? 

Secretary  Sullivan.  No;  we  are  not  advocating  an  increase  in 
taxes. 

Mr.  Andrews.  Why  would  you  not?  You  are  person  that  speaks 
against  tobacco  use,  and  I  am  sure  you  know  well  how  price  sensi- 
tive that  product  is  and  how  for  every  cent  you  raise  on  the  cost  of 
a  package  of  cigarettes,  you  discourage  that  many  more  young 
people  from  taking  up  tobacco  use. 

Why  would  the  Secretary  of  Health  and  Human  Services  oppose 
raising  tobacco  taxes  on  such  a  product? 

Frankly,  our  costs  are  some  of  the  lowest  taxes  in  the  world  on 
that  product. 

Secretary  Sullivan.  Let  me  tell  you  what  I  am  for. 

Mr.  Andrews.  No.  I  would  like  you  to  answer  my  question.  Why 
are  you  opposed  to  raising  tobacco  taxes? 

Secretary  Sullivan.  I  think  it  is  very  clear  that  I  am  very  much 
against  tobacco  use,  so  there  is  no  difference  in  the  objective  that 
you  and  I  have.  We  are  advocating  a  number  of  things,  changes  in 
laws  for  vending  machines,  sales  of  cigarettes.  But  the  bottom  line 
is  we  have  a  recession,  and  I  think  you  know  as  well  as  I  that  if 
you  begin  to  raise  taxes,  that  has  an  adverse  effect  when  you  are  in 
recessionary  times. 

This  is  one  of  those  situations  where  a  narrow  objective  that  cer- 
tainly sounds  very  good  might  have  a  broader,  unintended  effect. 

It  is  not  that  I  am  not  for  doing  everything  we  can  other  than 
raising  taxes  to  stop  tobacco  use  because  I  have  said  many  times 
that  I  believe  that  tobacco  use  contributes  to  health  costs.  Actually, 
our  figures  are  some  $65  billion  in  costs. 

Mr.  Andrews.  That  is  direct  plus  indirect  costs.  For  direct  costs, 
it  is  $20  billion.  You  are  opposed  to  raising  tobacco  taxes  because  of 
the  climate  of  the  existing  economy? 
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Secretary  Sullivan.  We  believe  that  there  are  better  ways  of  ap- 
proaching that,  Mr.  Andrews. 

Mr.  Andrews.  If  this  committee  used  raising  tobacco  taxes  as  a 
way  to  fund  research,  especially  clinical  research,  which  the  ad- 
ministration has  by  cutting  funding  to  inner-city  hospitals  is  forc- 
ing to  be  ratcheted  back  down,  would  you  suggest  that  the  Presi- 
dent veto  that  bill  if  it  raised  tobacco  taxes  to  pay  rising  costs  due 
to  tobacco  use? 

Secretary  Sullivan.  I  would  have  to  read  the  bill. 

Mr.  Andrews.  Is  there  a  reason  you  would  be  against  raising  to- 
bacco taxes  other  than  the  fact  that  the  economy  is  down? 

Secretary  Sullivan.  No.  I  am  interested  in  doing  everything  we 
can  to  see  that  our  citizens  get  jobs  and  that  we  have  an  expanding 
economy.  I  am  deeply  committed  to  improving  the  health  of  our 
citizens,  but  there  is  not  a  1-to-l  relationship.  There  are  many 
other  approaches  that  we  can  take. 

In  terms  of  the  objective,  I  think  it  is  clear,  that  I  do  want  to 
eliminate  tobacco  use  from  our  society,  but  I  think  there  are  other 
ways  of  doing  this. 

Mr.  Andrews.  You  agree  that  raising  the  cost  reduces  teenage 
smoking? 

Secretary  Sullivan.  Yes;  anything  that  raises  the  cost  has  an 
impact,  yes. 

Mr.  Andrews.  Ninety  percent  of  new  smokers  are  under  19,  so 
these  are  teenage  children  that  we  are  talking  about  that  are  the 
primary  targets  of  the  tobacco  industry;  is  that  correct? 

Secretary  Sullivan.  As  you  know,  I  have  been  outspoken  about 
advertising  that  does  appeal  to  young  people.  I  am  very  much 
against  that.  Also  the  sponsorship  of  sporting  events  by  tobacco 
companies  because  of  the  influence  that  has,  as  well  as  using  the 
healthy  image  of  athletes  to  promote  a  product,  although  the  ath- 
letes themselves  claim  that  that  is  not  an  objection.  I  don't  agree 
with  that. 

Mr.  Andrews.  Thank  you,  Mr.  Secretary. 

Mr.  Rangel.  Mr.  Shaw. 

Mr.  Shaw.  Thank  you,  Mr.  Rangel. 

I  would  like  to  compliment  you,  Mr.  Secretary,  on  the  aggressive 
position  that  you  have  taken  with  regard  to  health  care  and  also 
the  most  aggressive  position  that  you  have  taken  in  the  area  of 
stopping  people  from  smoking.  I  have  never  seen  you  since  you 
have  been  Secretary  without  your  pin  which  would  ban  smoking, 
and  I  think  you  are  certainly  a  walking  billboard  at  high  places  to 
be  opposed  to  that. 

I  think  it  is  also  necessary,  and  when  we  talk  about  smoking  and 
taxes — and  I  am  certainly  not  going  to  express  an  opinion  here,  but 
just  something  that  this  committee  would  have  to  consider,  as  well 
as  anybody  else,  in  supporting  an  increase  in  taxes  on  tobacco  is 
that  use  of  tobacco  is  an  addiction. 

I  could  say  that  as  having  been  a  smoker  many  years  ago  and 
having  gone  through  the  difficult  time  of  stopping  smoking — and 
thank  goodness  I  have — I  can  also  speak  as  someone  whose  mother 
is  a  victim  of  emphysema,  although  she  never  smoked.  She  was 
raised  in  an  area  of  Pennsylvania  where  the  air  wasn't  good.  About 
2  or  3  months  ago,  I  had  occasion  to  play  golf  with  a  gentleman 


56 


who  had  emphysema  and  would  light  a  cigarette,  at  least  one  per 
hole,  which  I  found  incredible;  but  it  bolsters  the  fact  that  it  is  an 
addiction,  which  means  some  people  would  do  without  necessities 
for  their  families  in  order  to  pay  increased  taxes. 

That  is  something  that  has  to  be  considered.  If  you  raise  the 
taxes  a  nickel  or  dime,  it  doesn't  mean  that  those  people  are  going 
to  quit  smoking,  because  many  of  them  just  haven't  found  a  way  to 
do  that.  I  recently  took  a  very  unscientific  poll  in  my  district 
through  a  tearout  in  the  newsletter,  to  get  people  to  rate  many  of 
the  things  that  were  important  to  them— crime,  drugs,  health  care, 
Social  Security,  immigration — these  types  of  things,  and  health 
care  did  come  out  far  and  above,  almost  two  to  one  ahead  of  the 
second  place  item  in  the  poll,  which  means  that  we  in  the  Congress 
and  you  in  the  administration  are  responding  to  the  public's  crying 
out  for  assistance  in  the  area  of  health  care.  It  is  going  to  be  very 
difficult. 

Mr.  Pease,  in  his  comments  to  you,  was  talking  about — didn't 
answer — that  the  program  doesn't  answer  all  the  problems  of  com- 
prehensive health  care,  nor — I  don't  think  anybody  here  would 
want  to  take  a  program  that  says  it  is  going  to  answer  all  the  prob- 
lems, because  they  are  so  deep.  I  don't  think  anybody  on  this  com- 
mittee or  in  the  administration  would  want  to  trade  the  quality  of 
our  health  care  in  this  country  for  the  quality  of  health  care  in  any 
other  country.  However,  we  would  want  to  take  into  consideration 
how  we  can  curb  the  cost  and  make  it  affordable  to  all  Americans 
regardless  of  their  wealth  or  status  of  employment. 

I  compliment  you  for  working  within  the  framework  of  the  exist- 
ing system  in  order  to  correct  it  rather  than  dismantle  it.  I  can't 
think  of  any  area  where  the  Federal  Government  has  taken  over  a 
situation  advocated  by  some  members  in  this  committee,  socialized 
medicine,  or  to  use  a  nicer  word,  national  health  care,  and  think 
that  we  aren't  going  to  lose  a  lot.  Having  represented  an  area  with 
a  large  elderly  population,  I  would  not  want  to  dump  them  into  a 
socialized  situation  without  trying  to  correct  the  situation  that  we 
have  now.  I  think  that  is  what  we  should  be  doing. 

The  other  alternative  is  the  pay  or  play,  which  would,  I  think, 
also  dump  thousands,  hundreds  of  thousands,  millions  of  employed 
Americans  into  a  State-run  system  simply  because  the  employers 
would  choose  to  pay  rather  than  play,  and  many  people  who  are 
now  receiving  health  care  as  a  benefit  under  their  employment 
would  lose  it  and  would  be  dumped  into  a  category  in  which  they 
don't  wish  to  be. 

Would  you  like  to  comment  with  regard  to  that  and  also  with 
regard  to  the — how  you  view  the  competitiveness  of  American  busi- 
ness, should  we  put  that  onto  the  American  businessman? 

Secretary  Sullivan.  Yes,  Mr.  Shaw. 

Indeed,  one  of  our  principles  is  to  increase  the  efficiencies  in  our 
system  because  of  my  belief  that  we  already  have  enough  dollars  in 
the  system,  but  we  are  not  spending  them  wisely.  One  of  the  rea- 
sons that  our  businesses  are  having  difficulties  is  the  high  cost  of 
health  care.  We  are  saying  with  our  proposal  that  we  can  do  better; 
we  can  provide  high-quality  care  more  efficiently,  save  dollars  and 
lessen  the  burden  on  our  taxpayers,  as  well  as  lessen  the  economic 
burden  on  our  businesses  and  make  them  more  competitive. 
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The  Urban  Institute  conducted  a  study  about  the  impact  of  the 
pay  or  play  system.  They  found  that  the  proposed  payroll  tax 
would  not  be  sufficient  to  pay  for  that  proposal,  that  it  would  cost 
not  only  $30  billion  from  new  payroll  taxes,  but  an  additional  $34 
billion  from  general  revenues,  for  a  total  of  $64  billion  that  would 
come  from  taxes  to  pay  for  that  proposal. 

They  also  found  that  52  million  people  who  presently  have  pri- 
vate insurance  who  would  be  dumped  into  the  Government  system 
under  pay  or  play.  You  would  have  a  total  of  112  million  people  in 
the  Government  system,  which  would  be  SV2  times  the  size  of  our 
present  Medicare  program. 

So  with  that  analysis  that  indicates  that  pay  or  play  would  result 
in  an  increase  in  taxes,  a  large  Government  bureaucracy,  and  loss 
of  private  insurance  for  a  Government-run  program,  we  don't  be- 
lieve that  that  is  the  way  to  go. 

Mr.  Shaw.  If  I  could  have  1  additional  minute,  I  would  like  to 
bring  one  other  aspect  into  this  hearing,  if  I  may,  Mr.  Chairman. 

Mr.  Rangel.  The  gentleman's  time  is  more  than  expired  because 
your  question  was  concluded  at  the  end  of  the  5-minute  rule.  We 
will  extend  more  time  to  the  gentleman  from  Florida. 

Mr.  Shaw.  In  the  area  of  fraud,  particularly  in  the  area  of  Medi- 
care, as  I  recall,  Mr.  Secretary,  you  asked  for  additional  investiga- 
tors; and  the  budget  was  cut  last  year.  Having  been  a  member  of 
the  Oversight  Subcommittee  and  having  had  hearings  in  Florida 
and  also  around  the  country,  and  seeing  the  tremendous  amount  of 
fraud,  I  would  hope  that  you  would  again  make  that  effort  to  in- 
crease your  investigative  staff. 

As  I  understand,  $1  invested  for  an  investigator  brings  back  a 
savings  of  $66;  and  this  is  the  type  of  efficiency  that  I  believe  we 
can  assist  the  administration  with. 

Thank  you,  Mr.  Chairman. 

Mr.  Rangel.  Dr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman.  I  think,  Mr.  Secre- 
tary, the  resistance  you  have  gotten  from  the  committee  to  the 
President's  proposal  is  not  because  we  think  it  is  all  bad.  I  think 
the  major  resistance  is  the  whole  question  of  comprehensiveness. 

You  maintained  that  the  President  was  proposing  a  comprehen- 
sive program.  I  think  that  is  what  we  dispute  you  on.  I  would  like 
to  ask  a  question  specifically  about  that. 

You  keep  talking  about  health  insurance  networks  like  the  Coun- 
cil of  Small  Enterprises  in  Cleveland — COSE.  This  is  held  up  as  the 
proposal  for  the  good  things  that  we  ought  to  push.  But  when 
COSE  testified  before  this  committee  last  year,  they  said  that  they 
refused  20  percent  of  the  small  firms  who  tried  to  enter  their 
buying  pool  because  of,  quote,  ' 'their  employees'  health  problems." 

Now,  under  your  proposal,  are  you  saying  that  medical  under- 
writing will  stop  and  that  health  insurance  networks  will  no  longer 
be  able  to  do  that,  they  will  have  to  take  in  any  small  firm  that 
comes  to  them? 

Secretary  Sullivan.  We  are  saying  that,  that  segmentation  of 
the  market  has  contributed  to  the  shifting  costs. 

That  is  precisely  what  we  are  saying,  that  any  insurance  offered 
to  anyone  would  have  to  be  available  to  all  employers  and  any  of 
their  employees,  and  that  we  would  put  an  end  to  risk  selection. 
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There  would  be  a  process  whereby  someone  who  comes  into  the  in- 
surance market,  if  they  have  a  preexisting  condition,  there  might 
be  a  waiting  period  of  6  months  before  they  could  be  reimbursed 
for  care  related  to  that  preexisting  condition,  but  once  the  initial 
waiting  period  is  over,  or  even  if  they  change  jobs,  their  insurance 
would  be  continued  without  interruption.  That  is  a  feature  of  the 
President's  plan. 

Mr.  McDermott.  Would  you  anticipate  that  pregnancy  would  be 
a  condition  that  is  excluded? 

A  small  firm  has  a  secretary  who  is  pregnant;  if  they  want  to  get 
insurance,  the  human  condition  of  pregnancy  would  be  excluded 
for  6  months,  until  the  baby  was  born? 

Secretary  Sullivan.  I  would  not  envision  that  kind  of  exclusion. 
We  would  work  out  the  specifics  with  the  State  insurance  commis- 
sioners. We  propose  that  the  States  would  have  a  significant  role  in 
determining  the  package  of  benefits,  in  consultation  with  my  De- 
partment, but  clearly  we  want  to  do  everything  we  can  to  encour- 
age such  things  as  prenatal  care  during  pregnancy  

Mr.  McDermott.  I  agree  that  you  probably  do  want  to  do  that.  I 
think  that  is  why  the  committee  wants  you  to  bring  up  some  paper, 
so  we  can  look  at  specifics.  Because  if  you  are  going  to  talk  about 
infant  mortality  in  this  country,  you  have  to  talk  about  what  is 
happening  in  prenatal  care. 

Nobody  has  talked  to  you  about  quality.  You  have  claimed  that 
in  the  Canadian  system,  quality  suffers.  I  have  looked  at  Canada, 
at  West  Germany,  and  Australia,  and  I  want  to  know  from  you  the 
specific  criteria  that  you  used  to  make  that  assertion. 

You  are  a  scientist  and  I  am  a  scientist,  and  you  know  that  you 
can't  use  anecdotal  evidence.  What  statistical  evidence  do  you  have 
that  Canadian  or  German  health  care  is  worse  than  our  health 
care,  or  Australian  or  whatever? 

Secretary  Sullivan.  I  will  be  happy  to  provide  that  for  the 
record.  There  are  data  concerning  shortages  of  hospital  beds  in 
some  of  the  Provinces;  the  specifics  I  will  be  happy  to  get  back  to 
you. 

[The  information  follows:] 

Although  these  countries  do  better  than  the  United  States  on  certain  outcome 
measures,  such  as  life  expectancy  at  birth,  each  country  has  problems  in  delivering 
health  care  that  make  them  appear  less  attractive  as  models  for  American  reform 
efforts. 

Recent  German  per  capita  health  spending  has  been  growing  more  rapidly  than 
in  the  United  States. 

Canadian  per  capita  health  spending  has  also  been  growing  more  rapidly  than  in 
the  United  States.  Canadians  may  wait  several  months  for  elective  procedures  such 
as  coronary  artery  bypass  surgery  and  in  some  geographic  areas  for  life-saving  pro- 
cedures. 

Secretary  Sullivan.  There  are  two  ways  we  measure  quality. 
One  is  by  objective  criteria;  the  other  is  by  impression  of  the  pa- 
tients involved.  I  think  that  both  are  important. 

When  you  have  a  24-week  waiting  list  for  coronary  bypass  sur- 
gery, on  average,  in  Canada,  we  would  not  find  that  acceptable. 

Mr.  McDermott.  Do  you  know  the  circumstances  of  those  cases, 
why  they  held  them  for  24  weeks? 
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Secretary  Sullivan.  We  can  go  on  peeling  this  onion  as  much  as 
you  would  like,  but  there  is  a  10-month  waiting  period  for  elective 
hip  surgery  

Mr.  McDermott.  Is  that  a  life-threatening  disease,  a  hip  replace- 
ment? You  know  it  isn't. 

Secretary  Sullivan.  We  want  to  have  a  system  where  we  don't 
have  to  have  people  wait  because  what  they  have  is  not  a  life- 
threatening  disease.  We  can  do  better  than  that.  We  don't  have  to 
accept  that,  and  that  is  what  our  approach  would  do. 

Mr.  McDermott.  I  think  that  this  issue  is  probably  the  core  of 
the  scare  campaign  being  used  by  people  who  don't  want  a  compre- 
hensive program. 

Mr.  Gradison  essentially  laid  out  the  plan.  He  said  that  the  Re- 
publicans are  thinking  about  a  Government  program  for  people  on 
the  bottom  where  there  will  be  limits,  capitation,  loss  of  selection 
of  doctors  and  hospitals;  and  we  will  have  the  private  system  on 
top  for  people  who  can  afford  it.  Some  of  us  believe  that  the  health- 
care system  ought  to  work  for  everybody,  that  everybody  ought  to 
have  access  to  the  same  kinds  of  health  care  no  matter  whether 
they  live  in  Alabama,  Washington  State,  or  Nevada,  whether  they 
are  employed  or  lost  their  job  or  entering  new  into  the  work  force. 
Everyone  ought  to  have  the  same  access. 

I  would  challenge  you  to  give  us  written  evidence  that  the  qual- 
ity in  Canada  or  Germany  is  lower  than  it  is  in  the  United  States. 

Secretary  Sullivan.  If  I  might  respond,  let  me  say  this.  Our 
country  has  always  operated  on  the  principle  that  those  who  have 
greater  resources  should  be  expected  to  do  more.  So  I  don't  accept 
the  premise  that  the  people  who  are  wealthy,  who  have  access,  that 
Government  should  come  in  and  provide  for  them.  I  think  that  is  a 
wasteful  use  of  dollars.  But  that  doesn't  mean  that  they  don't  have 
access  to  the  system. 

We  are  saying  that  we  should  be  sure  that  those  who  have  the 
least  resources,  who  have  the  greatest  barriers,  that  we  concen- 
trate our  resources  there.  The  President's  proposal  helps  93  million 
people,  33  percent  of  our  population,  financially.  It  helps  the  rest 
by  eliminating  cost  shifting  because  the  rest  of  us  pay  for  that.  So 
all  of  us  benefit. 

We  have  always  felt  that  the  role  of  Government  is  not  to  come 
in  and  do  for  you  what  you  can  do  for  yourself. 

Mr.  McDermott.  Most  of  us  are  concerned  that  this  public-pri- 
vate partnership  will  turn  out  to  be  that  the  private  insurance 
company  takes  those  people  who  they  can  make  money  off  of,  and 
the  others  will  be  shifted  onto  the  taxpayers,  rather  than  a  compre- 
hensive financing  for  everyone.  It  is  the  shift  of  the  problems  down 
to  the  Government  program  that  I  think  is  our  real  concern. 

Mr.  Rangel.  Mrs.  Kennelly. 

Mrs.  Kennelly.  I  ask  permission  to  put  an  opening  statement 
into  the  record. 
Mr.  Rangel.  Without  objection. 

[By  subsequent  unanimous  consent,  Mrs.  Kennelly  submitted  the 
following  opening  statement:] 
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The  Honorable  Barbara  B.  Kennelly    Opening  Statement 
Committee  on  Ways  &  Means  Hearings 
February  20,  1992 


Mr.  Chairman,  I  commend  you  for  acting  so  promptly  in  holding 
this  hearing  to  examine  the  Administration's  health  care  reform  plan. 

Every  Member  of  this  Committee  is  acutely  aware  of  the  American 
health  care  crisis  —  skyrocketing  costs,  job-locked  employees  who 
fear  losing  insurance  coverage,  and  one  in  7  Americans  with  no  health 
insurance.     The  time  has  come  for  Congress  to  act. 

Last  month  I  sent  my  constituents  a  questionnaire  about  health 
care  reform.  I  am  only  just  starting  to  receive  the  responses,  but 
let  me  share  with  you  some  early  results: 

55  percent  favor  reform  keeping  the  current  system  in  place;  23 
percent  favor  "pay-or-play" ;  and  22  percent  favor  a  single  payer 
system. 

63  percent  of  my  constituents  said  they  would  be  willing  to  pay  more 
in  federal  taxes  to  provide  coverage  for  all  Americans,  while  only  37 
percent  were  not  willing  to  do  so.       60  percent  also  said  they  would 
pay  more  in  taxes  to  reduce  their  own  out-of-pocket  costs. 

Asked  to  choose  two  top  priorities,  out  of  4  options:     81  percent 
said  controlling  costs  was  a  priority;  49  percent  said  access  for  all 
was  one  of  the  two  most  important  goals;   46  percent  wanted  to 
preserve  their  ability  to  choose  doctors  and  hospitals;  and  only  24 
percent  said  no  increased  taxes  to  pay  for  health  care  reform  was 
among  their  two  highest  priorities . 

Mr.  Chairman,  let  me  emphasize  that  these  data  are  very  early, 
but  nevertheless,     it  comes  as  no  shock  to  me  that  cost  control  ranks 
high  as  a  priority.     Nor  am  I  surprised  that  my  constituents  do  not 
want  to  abandon  the  current  system.     But  I  am  surprised  that  so  many 
are  willing  to  raise  taxes.     Perhaps  "no  new  taxes"  does  not  apply  to 
health  care,  as  long  as  people  are  sure  those  taxes  will  be  spent  on 
real  reform  of  the  system. 

I  am  glad  that  the  President  is  turning  his  attention  to  the 
issue  of  health  care  reform.     But,  Mr.  Chairman,  I  am  concerned  that 
we  act  in  a  timely  manner.     We  need  all  the  facts  before  us,  all  the 
changes  spelled  out.     We  can't  move  too  hastily  and  do  a 
comprehensive  bill  wrong,  for  we  will  all  be  the  losers.     If  we  do 
something  incremental  this  year,  it  must  be  the  beginning  for 
comprehensive  reform  next  year.     This  is  going  to  be  difficult  and 
complicated,  but  not  examining  all  the  ramifications,  not  explaining 
all  the  changes  will  keep  us  from  doing  the  job  that  must  be  done. 
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Mrs.  Kennelly.  I  took  a  poll  in  my  district  about  what  people 
wanted  in  health  care.  In  my  district,  55  percent  favor  reform  of 
the  current  system,  keeping  it  the  way  it  is;  23  percent  favored 
"pay  or  play";  22  percent  favored  a  single-payer  system.  The  most 
striking  thing  was,  81  percent  talked  about  cost  containment.  That 
was  their  main  concern. 

I  would  have  to  say  you  have  testified  for  a  long  time  here,  and 
had  difficult  questions,  but  I  am  from  Hartford,  CT,  and  I  repre- 
sent many,  many  people,  25,000  that  walk  into  insurance  compa- 
nies in  the  morning  just  in  my  district,  53,000  in  the  State;  and  I 
have  read  as  much  as  you  could  read  on  this  subject.  I  have  intro- 
duced my  own  bill. 

I  look  at  the  President's  proposal,  and  I  look  at  what  you  have  to 
say.  You  say  the  President's  proposal  removes  the  insecurity  that 
arises  when  Americans  change  jobs  and  fear  they  will  not  be  able 
to  get  insurance  because  of  a  preexisting  condition.  The  President's 
plan  unlocks  so-called  job  lock  by  eliminating  limits  on  the  avail- 
ability of  insurance  for  those  with  preexisting  conditions.  They  in- 
clude reform  of  the  insurance  market  to  ensure  availability  and  af- 
fordability. 

That  all  sounds  very  good,  and  I  have  often  said  that  myself;  and 
in  my  bill,  I  raise  various  questions.  In  fact,  I  have  to  admit  I  am 
much  harsher  in  the  bill  I  introduced  than,  so  far,  I  have  seen  the 
President  being,  because  I  believe  if  you  are  going  to  keep  a  private 
system,  there  will  be  pain  for  all.  The  doctors,  hospitals,  questions 
about  how  often  and  how  high  premiums  can  increase,  requests  on 
insurance,  I  address  those  things.  I  haven't  seen  that  yet.  When  I 
try  to  defend  the  private  system  as  it  is  today,  they  say,  of  course 
you  will  defend  it  because  you  are  from  Hartford,  CT. 

You  are  not  from  Hartford,  yet  you  are  supporting  the  system  as 
it  is  today  with  improvement.  Have  you  had  conversations  with  the 
insurance  executives?  Have  you  had  meetings  where  you  feel  com- 
fortable that  they  will  not  continue  to  exempt  people  because  of 
preexisting  conditions,  that  they  won't  drop  people,  open  the  enve- 
lope and  you  are  no  longer  insured? 

We  have  had  witness  after  witness  telling  us  horror  stories  about 
what  has  happened  to  them  and  their  insurance.  Could  you  help 
me  and  explain  why  you  think  changes  will  work — and  also  I  will 
add  the  pharmaceutical  companies  as  well.  In  my  bill,  I  say,  they 
can't  have  the  rate  of  profit  that  they  have  if  they  are  going  to 
remain  in  business. 

Doctor,  you  are  giving  us  a  system  as  it  exists  today,  it  will  cost 
$35  billion  in  1997,  and  everything  is  going  to  be  OK,  and  people 
who  are  scared  of  job  lock  and  preexisting  conditions  will  be  all 
right.  What  do  you  see? 

Secretary  Sullivan.  During  the  past  2  years,  I  have  consulted 
broadly  in  the  country  with  various  groups,  State  Medicaid  direc- 
tors, physicians,  hospital  administrators,  and  insurance  executives. 
And  I  can  tell  you,  I  have  consulted  broadly  with  individual  CEO's 
of  insurance  companies,  as  well  as  with  representatives  of  the  in- 
surance associations.  Also  we  have  our  own  expertise  in  my  De- 
partment, because  we  operate  the  largest  health  insurance  compa- 
ny in  the  world. 
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We  are  saying  that  the  approach  that  we  are  proposing  will 
work.  It  will  work  by  capturing  and  continuing  to  build  upon  the 
strengths  of  competition  in  the  private  sector. 

I  think  we  all  agree  that  our  system  needs  improvement,  but  I 
think  that  those  who  favor  a  Government-run  system  assume  that 
we  will  continue  to  enjoy  the  advantages  of  our  system.  I  maintain 
that  that  will  not  be  the  case.  We  don't  have  Americans  leaving 
here  going  somewhere  else  for  medical  care;  we  have  a  lot  of  citi- 
zens from  other  countries  who  come  here.  That  is  because  we  have 
a  system  that  has  encouraged  innovation,  creativity,  flexibility,  all 
of  those  things.  Those  things  are  not  ordinary  parts  of  Government 
bureaucracy. 

Our  National  Institutes  of  Health  that  we  are  so  proud  of  funds 
most  of  its  research  in  the  private  sector.  Of  that  $10-billion 
budget,  $8  billion  goes  to  colleges,  universities,  medical  schools,  and 
private  research  institutes.  We  do  not  want  to  lose  that. 

I  think  that  we  have  so  many  advantages  that  we  take  for  grant- 
ed, as  if  they  are  preordained,  and  they  are  here  and  are  going  to 
continue  to  be  here.  There  is  much  less  innovation,  for  example,  in 
Canada.  There  are  things  that  I  think  the  Canadians  have  done 
and  done  well.  Certainly  they  have  done  better  in  terms  of  primary 
care  provision  for  their  citizens,  and  we  want  to  learn  from  that; 
but  we  don't  have  to  adopt  the  their  system  in  total  to  take  advan- 
tage of  that. 

I  have  talked  with  health  ministers  from  Canada,  Sweden,  Eng- 
land, France,  Italy,  Japan.  Not  one  of  them  has  advocated  that  we 
should  go  to  their  system.  They  have  all  indicated  to  me  the  diffi- 
culties that  they  have  with  waiting  lists,  and  with  other  things  in 
their  systems.  That  is  not  to  say  that  they  condemn  their  systems. 
We  always  think  the  grass  is  greener  

Mrs.  Kennelly.  You  don't  say  to  them,  they  might  have  to  pay 
into  a  risk  pool  to  cover  people  who  might  not  be  covered  other- 
wise; you  can't  say  to  pharmaceutical  companies  that  you  can't 
charge  five  times  less  in  Canada  than  you  do  here. 

You  see,  the  problem  is,  we  wouldn't  be  here  if  the  system  were 
acceptable.  Everywhere  I  go,  people  are  talking  to  me  about  the 
health-care  system,  about  the  rising  costs  of  health  care.  If  the 
system  were  working  as  it  should,  we — none  of  us — would  be  here, 
yet  I  can't  help  but  think  there  will  have  to  be  pain  on  the  part  of 
the  providers — that  they  can't  spend  as  much  in  the  hospitals;  they 
have  to  spend  less.  Because  we  can't  take  the  costs. 

Do  you  talk  hard  facts  and  figures  with  them? 

Secretary  Sullivan.  Yes;  we  are  saying  that  we  can  do  that  in  a 
competitive  model,  rather  than  a  regulatory  model.  The  problem 
with  regulation  is  that  gives  you  an  inflexible  system.  Competition 
leaves  you  the  flexibility  to  change  as  new  data  or  new  circum- 
stances arise. 

What  we  are  saying  is  that  we  can  work  on  the  deficiencies  in 
our  system  to  see  that  not  only  is  quality  maintained,  but  that 
competition  drives  quality  and  reduces  costs.  I  have  had  discussions 
with  insurance  representatives  and  others,  and  everything  that  is 
in  the  President's  proposal  is  feasible.  Not  everyone  will  like  it, 
and  I  can  tell  you,  they  don't  like  

Mrs.  Kennelly.  You  don't  have  to  tell  me.  Tell  them. 
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Secretary  Sullivan.  What  we  are  proposing  is  not  something 
that  the  insurance  industry  or  the  pharmaceutical  industry  or  hos- 
pitals or  doctors  are  enthusiastic  about.  They  have  problems  with 
it.  We  have  come  up  with  an  approach  that  we  believe  will  build  on 
the  strengths  in  our  system,  while  we  work  to  correct  the  deficien- 
cies. We  are  saying  that  we  have  problems,  we  need  to  correct 
them;  but  we  don't  need  to  get  rid  of  the  car  because  it  has  a  flat. 
If  you  have  a  flat,  fix  it  and  put  another  tire  on,  but  don't  get  rid  of 
the  car. 

We  have  a  system  that  has  many  strengths,  but  we  need  to  ad- 
dress the  deficiencies. 
Mrs.  Kennelly.  Thank  you,  Doctor. 

Mr.  Rangel.  Let  me  thank  you  for  your  patience.  You  have  been 
here  a  long  time  and  your  testimony  has  been  very  informative.  I 
hope  that  you  reconsider  the  invitation  extended  by  Republicans 
and  Democrats  on  the  Select  Narcotics  Committee.  Your  designee 
is  more  than  qualified  to  give  us  the  information,  but  your  appear- 
ance would  indicate  the  priorities  which  the  Nation — indeed,  the 
President — places  on  the  problem  we  are  facing  with  narcotic 
abuse. 

Thank  you  very  much  on  behalf  of  the  chairman  and  the  entire 
committee.  The  committee  stands  adjourned  subject  to  the  call  of 
the  Chair. 

[Whereupon,  at  12:55  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  Chair.] 
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PRESIDENT'S  PROPOSALS  ON  HEALTH  CARE 
REFORM  AND  THE  FISCAL  YEAR  1993  HEALTH 
AND  HUMAN  SERVICES  BUDGET 


TUESDAY,  MARCH  3,  1992 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10  a.m.,  in  room  1100, 
Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski  (chair- 
man of  the  committee)  presiding. 

Chairman  Rostenkowski.  The  committee  will  come  to  order. 

Today  we  resume  our  hearings  on  the  President's  proposals  for 
health  care  reform  in  his  budget,  which  suggests  a  $14  billion  cut 
in  projected  Medicare  spending  next  year.  Our  hearings  started 
last  month  with  the  appearance  of  Health  and  Human  Services 
Secretary  Louis  Sullivan.  We  will  hold  3  days  of  public  hearings  on 
the  President's  proposals  this  week. 

These  are  very  important  and  difficult  issues.  There  is  a  pressing 
need  for  change  in  our  health  system,  but  there  is  also  a  realiza- 
tion that  acting  in  haste  can  be  both  dangerous  and  make  things 
worse,  and  that  is  the  last  thing  I  should  think  we  would  want  to 
do. 

The  problem  is  clear:  Nearly  35  million  Americans,  most  of  them 
members  of  working  families,  have  no  health  insurance.  Others 
find  their  insurance  too  expensive  or  too  restrictive  or  even  both. 
Meanwhile,  the  annual  health  budget  continues  to  grow  at  an  ex- 
plosive rate. 

We  are  searching  for  a  strategy  that  will  simultaneously  deal 
with  both  coverage  and  cost.  Expanding  coverage  without  contain- 
ing costs  could  seriously  damage  our  fragile  economy,  but  restrict- 
ing cost  increases  without  providing  insurance  to  those  who  are  un- 
protected would  open  us  to  charges  that  we  knew  the  cost  of  every- 
thing and  the  value  of  nothing. 

Our  goal  is  to  provide  adequate  health  insurance  coverage  for 
every  American.  I  hope  our  witnesses  today  can  give  us  counsel  on 
how  to  achieve  that  goal. 

With  respect  to  the  President's  proposals  to  reduce  projected 
medical  spending  by  $14  billion  next  fiscal  year,  I  can  only  repeat 
what  I  said  last  week:  I  don't  believe  there  is  support  on  either  side 
of  the  aisle  for  this  plan,  but  I  will  not  throw  procedural  roadblocks 
in  the  path  of  anyone  who  wants  to  pursue  this  issue.  If  the  Presi- 
dent or  any  Republican  member  of  the  committee  requests  a  vote 
on  these  cuts,  I  will  schedule  a  markup  within  a  week  at  their  re- 
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quest.  I  would  like  the  record  to  show  that.  So  far  I  have  had  no 
takers. 

Our  first  witness  today  is  the  majority  leader  of  the  House  of 
Representatives,  Dick  Gephardt,  who  first  introduced  comprehen- 
sive health  legislation  more  than  12  years  ago.  Welcome,  Mr.  Gep- 
hardt. It  is  always  nice  to  have  you  back  with  us.  Sometimes  I  feel 
that  you  would  be  a  lot  more  comfortable  here,  anyway,  but  we  are 
looking  forward  to  your  statement,  Mr.  Gephardt. 

STATEMENT  OF  HON.  RICHARD  A.  GEPHARDT,  MAJORITY 
LEADER  OF  THE  U.S.  HOUSE  OF  REPRESENTATIVES  AND  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  MIS- 
SOURI 

Mr.  Gephardt.  Thank  you,  Mr.  Chairman,  members  of  the  com- 
mittee. It  is  always  a  thrill  to  come  back  to  the  Ways  and  Means 
Committee,  on  which  I  served.  I  have  great  respect  for  the  work 
you  do  in  so  many  important  areas,  and  I  know  that  you  are  going 
to  work  hard  with  all  of  us  to  put  together  health  care  legislation 
this  year  that  will  improve  our  situation. 

The  first  thing  I  want  to  say  is  that  health  care  is  a  very  person- 
al thing.  There  is  nothing  more  important  in  our  lives  than  health 
care.  It  really  does  have  to  do  with  our  kids  and  our  parents  and 
our  spouses,  and  that  is  why  our  constituents  care  so  much  about 
it. 

Back  in  1972  I  was  a  lawyer  in  a  firm  in  St.  Louis.  I  was  a  part- 
time  city  councilperson,  and  on  a  beautiful  bright  May  day  I  got  a 
phone  call  from  my  wife  while  I  was  in  the  office.  She  was  over  at 
Children's  Hospital  in  St.  Louis.  Our  son  had  been  sick  for  about  2 
weeks.  She  thought  it  was  the  flu.  We  weren't  making  any  progress 
with  the  flu,  and  she  took  him  over  just  to  have  a  routine  examina- 
tion. They  took  an  x  ray  of  his  pelvis  and  they  found  out  he  had  a 
tumor  the  size  of  a  basketball  off  his  prostate. 

When  she  called  me,  the  doctor  had  just  told  her  that  not  only 
did  they  have  no  way  to  deal  with  a  tumor  that  large  in  his  pelvic 
cavity  but  that  they  were  certain,  even  if  they  could  get  it  out,  that 
it  would  metastasize  quickly  to  the  rest  of  his  body  and  that  he 
probably  had  3  months  at  the  maximum  to  live.  Then  she  broke 
down  and  cried,  and  I  ran  out  of  the  office  and  went  to  the 
hospital. 

It  is  a  day  that  I  will  never  forget.  It  is  a  day  that  no  one  would 
forget  in  their  life.  I  am  sure  that  every  member  of  this  committee 
has  probably  had,  unfortunately,  similar  circumstances  with  mem- 
bers of  their  families — parents,  children,  what  have  you. 

We  fought  for  3  years  to  save  his  life.  Doctors  and  hospitals  in  St. 
Louis,  in  Texas,  in  other  places,  helped  us  beyond  belief.  With  the 
grace  of  God,  he  is  21  years  old  today  and  he  is  a  junior  at  Duke 
University.  He  is  a  great  kid.  He  has  got  problems,  side  effects  of 
all  the  therapy  that  he  underwent,  and  that  will  be  with  him 
always,  but  he  is  a  wonderful  human  being  who  we  thank  the  Lord 
for  every  day. 

There  were  many  days  in  that  hospital  when  I  would  sit  all  night 
with  him  getting  a  chemotherapy  treatment.  They  would  give  it  by 
intravenous  injection  and  it  would  drip  into  his  body  overnight, 
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and  I  would  go  out  and  sit  with  parents  who  also  had  kids  who  had 
cancer.  On  many  occasions  I  would  have  a  conversation  with  a 
father  or  mother  from  rural  Illinois  or  rural  Missouri  or  rural  Ken- 
tucky who  came  to  St.  Louis  Children's  to  have  their  children 
treated. 

On  one  occasion — I  will  tell  one  story  that  typifies  a  lot  of  stories 
that  I  heard — a  father  sat  there  and  told  me  that  his  greatest  fear 
wasn't  that  his  son  was  going  to  die,  although  he  thought  he  prob- 
ably would.  He  said,  "My  greatest  fear  is  that  every  time  we  come 
over  here,"  he  said,  "I  have  to  take  up  a  collection  among  my  rela- 
tives and  in  our  small  community  of  Redbud,  IL,  in  order  to  get 
together  the  $400  to  get  the  chemotherapy  treatment."  He  said,  "I 
lay  awake  at  night  worrying  that  I  am  not  going  to  be  able  to 
scrape  together  the  dough  for  the  next  treatment." 

That  was  1972.  We  haven't  made  a  lot  of  progress  since  then  on 
that  score.  This  fellow  worked.  He  had  a  job.  He  was  not  a  welfare 
victim.  He  was  a  hard  worker.  He  was  a  proud  man.  He  was  proud 
of  what  he  did,  proud  of  his  family,  but  he  lived  in  mortal  fear  that 
he  would  not  be  able  to  collect  enough  money  and  put  enough 
money  together  himself  to  see  that  this  kid  got  the  cancer  treat- 
ment. 

I  just  start  my  testimony  by  saying  we  have  got  to  do  something 
about  that.  We  should  not  be  in  a  country  where  anybody  should 
have  to  lie  awake  at  night  worrying  about  whether  or  not  they  are 
going  to  be  able  to  get  needed,  necessary  treatment  for  a  loved  one. 

Part  of  our  problem  is  not  that  we  don't  spend  enough  in  this 
country  on  health  care,  but  that  we  haven't  figured  out  how  to 
spend  it  better.  As  you  all  know,  we  spend  13  percent  of  GNP  on 
health  care  and  we  still  have  people  living  in  fear  all  over  the 
country  that  they  are  not  going  to  be  able  to  get  the  health  care 
they  need.  We  have  got  people  who  have  health  insurance,  who  live 
in  mortal  fear  they  are  going  to  lose  it.  We  have  people  unwilling 
to  leave  jobs  because  they  are  afraid  they  are  going  to  lose  it. 

And  it  all  really  goes  back  to  one  central  point,  and  that  is  that 
we  have  been  unable  to  control  and  rationalize  and  make  more 
sensible  the  costs  of  this  system.  We  have  not  been  able  to  make  it 
a  very  efficient  system  that  can  work  for  us  rather  than  against  us. 

Now  we  all  have  a  lot  of  activity  in  this  area.  I  remember  back 
in  1979  I  led  an  effort  with  many,  even  on  the  committee,  to  roll 
back  and  stop  an  effort  by  Jimmy  Carter  to  pass  cost  containment, 
hospital  cost  containment.  Many  of  you  will  remember  that  effort. 
I  said  at  the  time  on  the  floor  that  I  was  against  it  because,  first,  it 
wasn't  comprehensive,  it  only  dealt  with  hospitals  and  not  with  all 
the  other  providers  of  health  care.  And  second,  as  you  all  remem- 
ber, the  hospitals  and  the  doctors  came  to  us,  Members  of  Congress, 
especially  the  members  of  this  committee,  and  said: 

Give  us  a  chance.  You  are  just  dealing  with  the  symptoms  of  the  problem.  Compe- 
tition will  work.  Give  us  the  opportunity  to  do  something  to  show  you  that  the  pri- 
vate market  can  work,  and  we  will  more  efficiently  deliver  health  care  in  this  coun- 
try. 

That  was  13  years  ago,  and  I  think  anybody  who  is  even  a  casual 
observer  of  health  care  could  conclude  that  the  13-year  experiment 
has  not  worked  well.  I  remember  the  chairman  of  the  committee,  I 
remember  talking  to  him  on  the  floor  as  we  were  voting  or  getting 
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ready  to  vote  on  the  Carter  bill,  and  him  recounting  to  me  that  the 
hospitals  and  others  had  come  to  him  and  said,  "Give  us  a  chance.' ' 
And  in  fact  the  substitute  that  we  put  on  the  floor  for  the  Carter 
bill  said  that  we  would  give  the  private  sector  a  chance  to  work. 

And  maybe  you  can  argue  that  we  didn't  do  enough  to  structure 
the  Tax  Code  to  give  incentives,  and  this,  that  and  the  other  thing. 
But  I  must  tell  you  in  all  sincerity  and  genuineness,  I  have  come  to 
the  conclusion  that  unless  we  put  some  outer  limits,  some  bound- 
aries on  what  we  are  going  to  decide  we  are  going  to  spend  on 
health  care  in  this  society,  we  are  never  going  to  get  the  efficien- 
cies that  the  American  people  demand  and  want  in  this  system  so 
that  they  can  afford  it. 

Obviously  we  all  know  the  dumb  things  that  are  done  in  health 
care,  and  we  would  all  like  to  get  rid  of  those  and  keep  the  smart 
things.  We  all  want  kids  that  have  cancer  to  be  treated.  We  all 
want  people  that  have  diseases  to  be  able  to  get  well.  We  all  want 
to  get  rid  of  unnecessary  surgery.  We  want  to  get  rid  of  stupid  mal- 
practice claims,  and  so  on  and  so  forth.  We  all  know  what  we  think 
is  good  and  what  we  think  is  bad. 

But  my  conclusion  is  that  unless  we  have  the  willingness  to  put 
a  boundary  on  what  we  are  going  to  spend,  and  force  the  providers 
and  the  users  of  this  system  to  sit  at  a  table  and  reach  a  conclusion 
on  who  is  going  to  get  what  and  for  what  they  are  going  to  get  it, 
we  are  never  going  to  bring  sanity  and  sensibility  to  this  health 
care  system. 

I  am  not  going  to  bore  you  today  with  the  facts.  I  think  you  all 
know  them.  You  know  that  an  insurance  policy  costs  a  family 
about  $5,000  a  year  now.  You  all  know  that  if  we  do  nothing,  abso- 
lutely nothing,  we  will  have  an  unacceptable  situation  become 
more  unacceptable  in  the  next  10  years.  You  know  that  by  1997,  if 
we  do  nothing,  the  costs  will  be  twice  what  they  are  today,  at  a 
minimum.  In  5  short  years  a  policy  that  costs  $5,000  today  will  cost 
$10,000  for  the  average  American  family,  and  you  know  that  we 
have  got  to  do  something  about  it. 

When  I  quiz  my  constituents  about  health  care,  the  thing  they 
keep  giving  me  back  is  that  they  are  worried  about  costs.  That  is 
what  is  driving  them  crazy.  That  is  why  you  get  800  people  to  come 
to  a  town  hall  meeting  on  health  care.  They  are  absolutely  driven 
to  distraction  and  fear  by  costs. 

And  so  I  would  conclude  that  I  think  we  have  got  to  move  on 
this.  I  think  we  have  got  to  move  on  it  this  year.  I  know  there  is 
disagreement  about  what  needs  to  be  done,  in  both  parties  and  be- 
tween the  parties  and  among  all  of  the  groups  and  providers  and  so 
on. 

I  would  just  sum  up  by  saying  this:  I  think  we  can  do  something 
meaningful  in  this  area  this  year.  I  think  we  can  do  something 
that  is  important.  I  think  we  can  address  these  problems.  I  know 
that  the  problems  are  tough.  I  know  that  increasing  access  is  very 
contentious  and  difficult,  but  I  would  just  urge  you  to  go  at  this 
issue  through  the  window  of  cost  controls  because  I  think  that  is 
the  problem  that  people  see.  It  is  also  what  we  have  to  prove  that 
we  can  do  before  we  can  figure  out,  in  my  view,  exactly  how  we  are 
going  to  bring  about  greater  access  to  this  system  on  the  part  of 
our  people. 
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And  the  final  thing  I  would  say  is  that  I  do  not  think  we  should 
err  on  the  side  of  caution  in  attacking  the  cost  problem.  I  think  we 
did  that  13  years  ago.  I  think  the  jury  is  now  in.  If  it  isn't  in  now,  I 
don't  know  when  it  is  going  to  be  in.  And  I  am  willing  to  admit 
that  I  was  wrong.  I  am  willing  to  admit  that  I  wasn't  aggressive 
enough  in  1979.  I  am  willing  to  even  admit  that  I  made  a  mistake 
in  at  least  not  trying  to  improve  the  Carter  bill  if  I  wasn't  for  it. 

I  think  we  have  got  to  face  up  to  our  past  omissions,  if  we  made 
them,  and  we  have  got  to  do  better.  I  urge  this  committee  to  be  as 
aggressive  as  it  can  be  in  putting  together  health  care  legislation 
that  you  know  and  I  know  the  American  people  desperately  want. 

I  thank  you. 

[The  prepared  statement  follows:] 
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Testimony  of  Richard  A.  Gephardt 
before  the  Committee  on  Ways  and  Means 

The  Need  for  Health  Care  Cost  Containment 
March  3,  1992 


Mr.  Chairman,  I  am  happy  to  have  the  opportunity  to  talk  with 
you  and  my  other  colleagues  on  this  Committee  this  morning  about 
health  care. 

Health  care  is  a  very  personal  matter:  when  we  need  it,  it 
is  the  most  important  thing  in  our  lives.  That  is  why  I  want  to 
begin  this  morning  with  a  personal  story:  the  experience  of  my  own 
family.  Back  in  1972,  I  was  practicing  law,  and  I  was  a  city 
council  person  in  St.  Louis.  About-  11:00  in  the  morning  on  a 
beautiful  May  day,  I  got  a  call  from  my  wife,  who  had  taken  our 
son,  who  was  then  two  years  old,  to  the  emergency  room  at 
Children's  Hospital  in  St.  Louis.  He  had  been  sick  for  about  a 
week  —  we  thought  it  was  the  flu.  She  called  me  that  morning  and 
said  "they  just  found  through  x-rays  that  Matt  has  a  huge  tumor  on 
his  prostate,  and  they  think  it  is  metastasizing,  and  they  think 
he  won '  t  be  here  in  three  months . "  And  then  she  broke  down  and 
couldn't  talk  any  more. 

I  will  never  forget  that  day  as  long  as  I  live.  I  ran  and  got 
in  the  car.  I  went  to  the  hospital.  And  then  for  three  years  we 
fought  as  hard  as  we  know  how  to  fight,  with  doctors  and  nurses, 
people  who  worked  hard  and  gave  everything  they  had,  to  save  our 
son.  And  by  the  grace  of  God  he  made  it.  He  has  lots  of  problems, 
but  he  is  21  years  old,  and  he  is  a  junior  at  Duke  today. 

When  he  was  getting  his  chemotherapy,  I  would  go  with  him,  and 
we  would  spend  the  night  in  the  hospital  while  he  got  his  IV.  I 
sat  most  nights  with  parents  of  other  kids  who  had  cancer,  who 
talked  about  their  ability  —  or  lack  of  ability  —  to  afford  the 
chemotherapy  and  radiation  treatments  their  kids  were  getting. 

Many  a  night  I  sat  next  to  fathers  and  mothers  who  weren't  as 
lucky  as  Jane  and  I  were.  I  had  a  good  job.  I  had  Blue  Cross  and 
Blue  Shield,  as  I  do  today.  I  was  lucky.  Matt  was  lucky.  I  sat 
next  to  parents  who  poured  out  their  hearts  to  me  and  told  me  that 
every  time  they  came  to  get  a  treatment,  they  had  to  go  to 
relatives  and  friends  in  rural  communities  around  St.  Louis  to  take 
up  a  collection  in  a  hat  —  so  that  they  would  have  the  money  to 
see  that  their  kid  could  live.  One  father  told  me  one  night  that 
he  lay  awake  at  night,  he  said,  "wondering  if  I  am  going  to  have 
the  money  for  the  next  treatment." 

Parents  still  lie  awake  at  night  with  the  same  fear.  We  must 
change  this.  We  must  say  as  a  people  that  everybody  in  this 
country  has  a  right  to  be  able  to  get  high  guality  health  care. 
We  are  the  only  industrialized  country  besides  South  Africa  that 
hasn't  been  able  to  find  our  voice  on  this  issue.  It  is  time  to 
find  our  voice. 

I  know  you  share  my  disappointment  and  frustration  that 
President  Bush  has  seen  fit  to  respond  to  the  health  care  crisis 
plaguing  our  people  by,  first,  offering  a  band-aid  that  will  solve 
none  of  their  problems  and  then  proposing  to  pay  for  it  by  cuts  in 
Medicare  and  Medicaid.  And  I  know  that  you  agree  with  me  that  we 
can  respond  to  the  worries  and  fears  of  the  American  people  only 
with  major,  system-wide  reform  of  our  health  care  system.  You 
yourself  have  introduced  such  a  major  approach,  as  have  several 
other__members  of  your  Committee.  The  particulars  of  these  bills 
may  differ,  but  they  all  have  this  in  common:  they  make 
fundamental,  system-wide  changes  in  our  health  care  system. 
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I  would  like  this  morning  to  discuss  what  I  consider  to  be  the 
corner-stone  of  any  successful  attempt  to  reform  our  health  care 
system:     cost  containment. 

You  who  sit  around  this  dais  are  probably  more  aware  than  most 
of  my  history  on  cost  containment.  I  opposed  —  in  fact,  I  led  the 
opposition  to  —  President  Carter's  cost  containment  proposal  in 
1979.  You  may  also  recall  that  I  did  so  on  two  grounds.  First, 
it  was  not  comprehensive  —  it  dealt  with  only  a  part  of  the 
problem,  hospital  costs.  Second,  I  believed  that  fostering 
competition  among  providers  might  work  as  well  to  contain  costs. 
I  argued  that  we  should  give  competition  a  try,  and  my  view 
prevailed  on  the  House  floor.  Well,  twelve  years  later  I  believe 
that  the  experiment  in  competition  that  I  argued  for  has  not 
worked . 

I  do  not  think  that  anyone  can  maintain  that  the  health  care 
system  is  in  better  shape  today  than  it  was  twelve  years  ago.  I 
do  think  that  the  question  of  competition  as  a  cost  containment 
device  has  been,  answered  —  in  the  negative.  The  time  for 
meaningful,  comprehensive  cost  containment  has  come. 

Without  real  cost  containment,  we  simply  will  not  be  able  to 
provide  universal  access  to  health  care  coverage,  because  if  health 
care  costs  continue  to  grow  at  their  current  rates,  very  soon  no 
one  will  be  able  to  afford  to  buy  health  care  coverage  —  not 
families,  not  the  private  sector,  and  not  the  federal  government. 

Consider  the  cost  of  health  insurance  to  our  working  families. 
Today  an  insurance  policy  costs  a  family  about  $5,000  a  year.  If 
premium  costs  continue  to  grow  at  a  rate  of  15%  a  year,  by  1997 
they  will  be  twice  what  they  are  today.  In  five  short  years,  the 
same  family  will  have  to  pay  $10,000  a  year  for  the  same  policy. 
To  put  this  burden  differently,  their  insurance  costs  will  grow  by 
15%  a  year  while  their  income  grows  by  only  4%  a  year. 

In  light  of  these  facts,  it  is  not  surprising  that  my 
constituents  recently  told  me  in  a  questionnaire  that  the  cost  of 
health  insurance  is  their  number  one  concern;  or  that  more  than 
two-thirds  of  them  said  they  were  worried  that  they  would  not  be 
able  to  afford  a  serious  illness  or  accident.  This  is  a  burden 
that  America's  hard-working  families  can  not  —  and  should  not  - 
-    be  asked  to  bear. 

And  this  is  why  small  market  insurance  reform  alone  is 
insufficient.  If  we  retain  our  current  public/private  mix  of 
payors,  small  market  reform  is  needed;  it  is  right.  You  have  an 
excellent  small  market  reform  bill,  Mr.  Chairman,  which  I  hope  will 
be  a  part  of  our  system-wide  reform  effort.  But  making  insurance 
available  to  more  people  will  do  them  no  good  whatsoever  if  the 
insurance  is  simply  unaf f ordable.     Cost-containment  is  the  key. 

Next,  consider  the  cost  of  health  care  coverage  to  the  federal 
government.  Medicaid  and  Medicare,  the  two  largest  federal  health 
programs,  are  also  the  two  fastest-growing  entitlement  programs. 

According  to  the  Congressional  Budget  Office,  Medicaid,  which 
accounts  for  half  of  the  means-tested  entitlements,  will  account 
for  two-thirds  of  the  growth  in  these  entitlements  over  the  next 
five  years.     It  will  grow  an  estimated  30%  in  1992  alone. 

According  to  the  same  report,  Medicare  has  grown  by  an  average 
of  10%  a  year  over  the  last  decade,  while  the  beneficiary 
population  grew  by  only  1-2%  a  year.  It  is  clear  that  these  cost 
increases  are  attributable  to  dynamics  within  the  health  care 
system  itself.  All  of  the  federal  government's  health  programs 
accounted  for  13.5%  of  the  federal  budget  in  1990,  and  will  consume 
22%  of  the  federal  budget  in  1997. 
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The  President's  Budget  Director,  Dick  Darman,  called  this  an 
"unsustainable  path,"  and  he  was  right.  But  he  was  wrong  to 
suggest  that  simply  capping  the  federal  health  programs  will  solve 
the  problem.  Such  a  device  would  simply  exacerbate  the  cost- 
shifting  problem  we  already  have,  increasing  the  burden  on 
individuals  and  businesses  who  pay  for  private  insurance.  You  know 
it  as  well  as  I  do:  making  piecemeal  efforts  to  reduce  health  care 
spending  is  like  pushing  your  finger  into  a  balloon.  Every  dent 
you  make  causes  a  bulge  somewhere  else. 

Cost-containment,  system-wide  cost-containment,  is  again  the 
key.  We  have  to  set  up  a  budget  for  health  care  in  this  country, 
one  that  applies  to  all  payors  and  all  providers.  Then  we  must  ask 
the  providers  and  the  consumers  to  sit  down  and  negotiate  a  way  to 
meet  that  budget. 

If  we  succeed  in  containing  the  growth  in  health  care  costs, 
and  only  if  we  do,  we  can  stop  the  increasing  drain  on  the  federal 
budget  —  and  ensure  that  all  Americans  will  have  access  to  quality 
health  care. 

Americans  deserve  the  peace  of  mind  of  knowing  that  they  have 
reliable  and  affordable  health  care  coverage.     They  expect  it  — 
and  they  expect  their  elected  leaders  in  Washington  to  see  that 
they  get  it. 

We  could  do  it,  if  the  President  would  join  the  effort.  In 
the  absence  of  presidential  leadership,  we  in  Congress  must  lead  - 
-  and  hope  for  the  President's  cooperation  later.  This  is  a  tall 
order,  but  we  must  try.  I  know  you  agree  with  me,  Mr.  Chairman, 
and  I  know  that  the  American  people  can  count  on  your  continued 
leadership,  as  well  as  the  leadership  of  Chairman  Stark  and  the 
other  health  care  experts  on  the  Committee.  We  must  act  on 
comprehensive,  bold  reform  of  the  health  care  system,  this  session. 

We  can  change  this  country;  we  can  be  the  voice  —  and  the 
conscience  —  of  the  Nation  in  the  area  of  health  care.  I  look 
forward  to  working  with  you  and  your  Committee  to  get  the  job  done. 
Let  us  never  again  have  to  sit  in  a  hospital  waiting  room  with 
anguished  parents  who  say  they  have  to  stay  up  all  night  worrying 
about  how  they  are  going  to  get  their  child  taken  care  of. 


Thank  you. 
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Chairman  Rostenkowski.  Well,  Dick,  I  remember  very  well  the 
debate  on  the  floor  of  the  House  of  Representatives.  I  also  remem- 
ber that  for  a  period  of  time  when  we  had  the  volunteer  effort  on 
cost  containment,  that  it  worked  for  a  very  short  while.  But  then 
again,  you  know,  if  you  are  not  going  to  watch  over  these  oper- 
ations with  respect  to  health  costs,  they  are  going  to  run  away 
from  you  as  they  have. 

Some  have  suggested  that  a  mixed  private  and  public  system  like 
pay-or-play  wouldn't  work.  They  say  it  can't  provide  universal  cov- 
erage and  it  can't  control  costs.  I  know  that  Germany  has  for  over 
100  years  done  the  mix.  You  visited,  as  a  matter  of  fact,  I  remem- 
ber, with  some  of  the  members  of  this  committee.  Would  you  give 
us  an  idea  of  what  you  saw  there? 

Mr.  Gephardt.  Well,  I  was  impressed  by  two  things.  One,  they 
seem  to  be  achieving  a  high  quality  level  of  health  care  for  all  of 
their  people  and  they  are  spending  a  lesser  proportion  of  their 
gross  national  product  to  achieve  it,  so  that  is  an  impressive  accom- 
plishment. They  also  have  a  system  that  is  very  similar  to  ours.  As 
you  know,  they  have  what  are  called  sickness  funds  which  are  like 
our  insurance  companies,  but  they  are  employment-based  funds. 

The  two  things  the  Federal  Government  does  there  that  we  don't 
do  are,  number  one,  they  pass  a  law  or  a  regulation  every  year  on 
how  much  total  health  care  costs  in  the  country  can  go  up.  In  other 
words,  they  create  that  boundary. 

When  we  were  there,  Pete  Stark  was  there  and  Representative 
McDermott  and  Representative  Levin,  and  maybe  a  few  others.  I 
think  we  were  all  impressed  that  they  then  send  that  decision  back 
to  the  local  level,  and  there  they  structure  a  negotiation,  as  they  do 
often  in  other  areas  in  Germany,  between  the  doctors,  the  hospi- 
tals, the  pharmaceutical  companies,  and  these  "sickness  funds" 
who  are  the  representatives  of  the  users,  and  they  literally  negoti- 
ate out  who  is  going  to  get  what. 

They  have  a  doctor  compensation  plan  that  is  a  lot  like  what  we 
are  moving  to  in  Medicare.  It  is  a  point  system.  They  have  even 
gone  to  the  point  of  negotiating  out  what  the  value  of  a  point  is  on 
the  local  level,  so  that  a  doctor  knows  after  the  negotiation,  you 
know,  what  their  points  are  going  to  be  worth.  They  have  even 
gone  to  a  volume  control  system  where  if  your  volume  jumps  way 
up  because  you  are  trying  to  overcome  what  you  didn't  get  in  the 
negotiation  on  points,  they  further  lower  your  point  value,  so  that 
you  can't  just  bring  in  more  patients  and  run  them  through  some 
kind  of  a  mill  in  order  to  get  your  compensation  up. 

So  I  was  impressed  by  that.  Now  that  is  a  lot  like  what  we  call  a 
modified  pay-or-play  system  here,  frankly,  if  you  combine  aggres- 
sive cost  control  with  it,  and  I  think  it  might  be  able  to  work  here. 
I  am  attracted  to  it.  I  think  Germany  is  probably  the  very  best 
model  for  us  to  look  at  because  their  system  is  so  much  like  ours. 
They  have  private  insurance  allowed  if  you  want  to  opt  out  of  the 
private-public  system.  You  can  go  off  and  buy  strictly  private  insur- 
ance, get  out  of  all  of  the  admonitions  of  the  Federal  Government, 
et  cetera,  et  cetera.  So  I  think  it  is  something  we  really  ought  to 
look  at  as  a  model  to  guide  us. 

Chairman  Rostenkowski.  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 
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Dick,  thank  you  for  coming  before  our  committee.  Certainly  the 
goals  that  you  espouse  are  goals  that  I  think  we  should  all  have  in 
this  country  for  medical  care. 

I  am  interested  in  terminology  as  a  basis  for  this  discussion. 
When  we  talk  about  what  a  consumer  pays  for  any  good  or  service 
in  this  country,  we  talk  in  the  terms  of  price;  but  for  some  strange 
reason  when  we  get  to  medical  care,  we  talk  in  the  terms  of  cost. 
Does  that  strike  you  as  being  something  that  is  unusual  and 
strange? 

Mr.  Gephardt.  It  is,  and  I  think  it  is  probably  a  misnomer.  I 
would  rather  talk  about  premium  containment  or  price  contain- 
ment than  cost  containment. 

Mr.  Archer.  Yes,  I  agree  with  you.  I  think  we  should  be  talking 
more  about  price  because  it  really  in  a  sense,  I  think,  misleads  the 
American  public. 

I  was  born  in  St.  Joseph's  Hospital  in  Houston,  TX,  run  by  the 
nuns,  nonprofit.  They  are  having  a  great  deal  of  difficulty  in 
making  ends  meet  today  because  their  Medicare  reimbursements 
are  inadequate  to  cover  their  costs.  We  call  that  cost  containment, 
but  what  that  really  is,  is  price  containment  without  cutting 
through  at  what  the  real  costs  are  that  the  hospital  has  to  pay. 

And  one  of  the  big  problems  in  this  discussion,  it  seems  to  me,  is 
that  70  percent  of  most  hospitals'  costs  are  in  personnel.  To  really 
strike  at  what  is  driving  up  their  prices,  we  have  got  to  think  in 
terms  of  what  are  we  going  to  do  about  the  personnel  costs.  No  one 
talks  about  wage  controls.  That  is  the  cost.  But  isn't  that  inevitable 
if  you  are  going  to  be  able  to  control  a  hospital's  prices,  that  you 
are  going  to  have  to  have  wage  controls? 

Mr.  Gephardt.  Well,  Bill,  I  think  there  are  a  whole  lot  of  differ- 
ent decisions  that  might  have  to  be  made.  Unfortunately,  some  of 
them  may  be  dumb  and  some  of  them  may  be  smart,  depending  on 
who  makes  them  and  how  they  make  them. 

But  all  I  am  arguing  is  that  we  need  to  define  a  boundary  that 
we  are  not  going  to  let  prices  go  beyond  or  premiums  go  beyond  in 
a  year — in  Germany  they  say  prices  will  not  go  above  wage  infla- 
tion in  the  year.  That  has  been  the  decision  they  have  made.  Now 
that  will  have  a  lot  of  ramifications. 

You  might  change  your  malpractice  system.  You  might  close 
some  hospital  rooms  that  aren't  needed.  You  might  have  doctors  be 
compensated  at  a  little  less  than  they  are  today.  You  might  be  able 
to  root  out  some  unnecessary  procedures  that  are  being  done.  You 
might  get  more  people  into  managed  care  or  into  health  mainte- 
nance organizations,  which  tend  to  be  able  to  do  this  a  little  bit 
better  than  fee-for-service,  in  my  view. 

You  might  be  able  to  do  a  lot  of  different  things  that  could  help 
with  this  price  equation,  but  as  long  as  it  is  unlimited,  as  long  as 
we  are  not  willing  to  set  a  limit  beyond  which  it  can  not  go,  I  now 
believe  that  we  can  spend  20,  maybe  even  25  percent  of  GNP  on 
health  care  and  still  have  lots  of  people  who  aren't  covered.  And  I 
think  what  it  comes  down  to  is  that  this  is  almost  infinite.  We 
could  almost  spend  everything  we  have  on  health  care. 

The  other  problem  we  have,  people  say,  "Well,  you  don't  want 
two  levels  of  care."  I  think  we  have  got  about  eight  in  the  country 
now.  Some  people  are  in  Cadillacs;  some  people  are  in  Oldsmobiles; 
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some  people  are  in  Chevrolet  health  care;  some  people  are  on  bicy- 
cles; some  people  walk. 

What  Germany  seems  to  have  been  able  to  do  is  get  most  every- 
body in  a  Chevrolet.  If  you  want  to  go  out  and  buy  a  Cadillac,  you 
can  do  that,  but  they  seem  to  have  gotten  people  into  a  high  qual- 
ity product  that  people  can  afford,  and  that  is  where  I  think  we 
have  got  to  move. 

I  don't  know  the  exact  answer  to  your  question.  In  some  commu- 
nities it  may  mean  that  personnel  costs — doctor,  nurse,  other  costs, 
wages,  compensation — will  have  to  be  held  back.  That  certainly  has 
happened  in  Germany  for  many  years. 

Mr.  Archer.  Well,  but  let  me  get  back  to,  you  are  not  really,  as  I 
understand  it,  recommending  that  we  adopt  the  German  system. 
You  are  talking  more  about  pay-or-play,  which  differs  from  the 
German  system. 

Under  pay-or-play — and  let  me  tell  you  about  St.  Joseph's  Hospi- 
tal. You  are  familiar  with  Catholic  hospitals,  the  charitable  hospi- 
tals across  the  country  

Mr.  Gephardt.  Yes. 

Mr.  Archer  [continuing].  And  it  is  probably  no  different  than 
most  others,  and  it  is  not  limited  to  Catholics.  Most  of  our  hospitals 
are  charitable,  charity  run,  so  they  are  nonprofit. 

In  Houston,  it  is  the  only  hospital  left  in  downtown  Houston. 
Every  other  hospital  has  been  closed.  How  does  pay-or-play  help 
that  hospital  with  its  costs?  As  I  see  it,  all  it  does  is  talk  about  how 
we  are  going  to  restrain  prices,  but  right  now  Medicare  reimburse- 
ments, which  are  going  up  at  a  rate  faster  than  the  rate  of  infla- 
tion— you  are  talking  about  we  are  going  to  keep  this  to  the  rate  of 
inflation — Medicare  reimbursements,  going  up  twice  the  rate  of  in- 
flation or  close  thereto,  are  inadequate  to  fund  the  costs  of  St.  Jo- 
seph's Hospital. 

So  you  control  the  prices,  and  if  they  don't  get  some  relief  they 
are  going  to  have  to  close  in  5  years.  Now  how  does  pay-or-play  or 
any  of  these  other  schemes  cut  through  to  their  costs  and  not  just 
limit  their  prices?  Because  once  they  are  gone,  as  the  saying  goes, 
they  are  gone  forever.  There  is  no  hospital  to  serve  inner  city  in 
Houston,  TX. 

Mr.  Gephardt.  Each  of  our  cities  has  a  similar  facility  or  more. 
And  one  of  their  problems,  as  you  know,  is  that  their  patient  load 
is  either  unpaid,  they  don't  have  health  insurance  at  all,  or  it  is 
Medicaid  which  does  not  compensate  them,  in  their  view,  at  a  high 
enough  rate  to  meet  their  costs,  or  Medicare,  which  they  also  feel 
is  deficient. 

They  don't  have  the  ability  that  other  hospitals  have  to  shift 
costs  onto  paying  patients  who  have  Blue  Cross  or  whatever.  I  have 
constituents  come  up  to  me — I  am  sure  they  come  up  to  you — and 
show  you  their  hospital  bill.  They  say,  "Here  they  charged  me  $5 
for  a  Tylenol  pill.  Why  did  they  do  that?"  And  my  answer  to  them 
is,  "That  is  the  tax  you  are  paying  because  we  don't  have  a  health 
care  system  that  finds  access  for  lots  of  other  people." 

So  how  would  it  help  St.  Joseph's?  I  think  in  two  ways.  No.  1,  we 
would  have  comprehensive  price  containment  that  would  cover  not 
only  private  but  public  payors  as  well.  It  would  tamp  down  on  the 
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compensation  for  all  physicians  and  all  payments  for  all  physi- 
cians. They  would  all  be  covered  by  the  same  amount. 

It  would  also  keep  us,  in  my  view,  from  having  to  try  to  solve  the 
health  care  problem  by  tamping  down  on  Medicare  and  Medicaid, 
which  is  what  we  always  do,  and  having  hospitals  like  that  one  try 
to  shift  costs  onto  private  payors,  if  they  ever  find  one. 

Mr.  Archer.  Well,  but  under  your  proposal  there  would  not  be  a 
private  payor  to  shift  onto,  and  their  Medicare  and  Medicaid  reim- 
bursements are  inadequate  to  cover  their  costs.  It  is  not  doctors' 
fees  that  figure  into  these  costs.  The  doctors  bill  separately  from 
the  hospital,  so  to  include  the  doctors'  fees  in  there  has  no  relation- 
ship to  what  I  am  talking  about  in  hospital  costs.  And  if  we  try  to 
pinch  back  the  Government  payment  costs  as  we  do  in  Medicare 
and  we  cut  it  back  to  the  rate  of  inflation,  which  you  suggest,  St. 
Joseph's  Hospital  is  out  of  business. 

Mr.  Gephardt.  But,  Bill,  they  might  have  some  people  come  in 
who  now  do  not  have  insurance,  who  would  have  insurance,  and 
they  could  get  compensated  for  those  people  and  would  not  have  to 
seek  to  get  compensated  somewhere  else. 

Mr.  Archer.  But  it  is  not  cost  shifting.  The  Government  reim- 
bursement, at  its  ever-increasing  levels,  is  inadequate  to  maintain 
their  costs. 

Mr.  Gephardt.  I  understand. 

Mr.  Archer.  So  cost  shifting  is  not  a  part  of  the  problem. 

Mr.  Gephardt.  But  St.  Joseph's  is  limited  to  just  Medicare  and 
Medicaid  and  free  care;  that  is  what  they  are  doing. 

Mr.  Archer.  I  know,  yes,  and  under  your  proposal  they  would  be 
limited  to  either  pay-or-play,  which  is  Government-regulated,  or  a 
Government  system.  They  would  have  no  place  to  shift  costs,  and 
their  Government  reimbursements  would  be  coming  down  to  meet 
the  rate  of  inflation,  and  they  are  out  of  business.  That  is  my  prob- 
lem. 

Mr.  Gephardt.  But  they  would  be  paid  for  maybe  40  percent  of 
the  people  they  are  not  now  paid  for,  they  get  nothing  for. 

Chairman  Rostenkowski.  Mr.  Gibbons  will  inquire. 

Mr.  Gibbons.  Mr.  Gephardt,  that  was  a  powerful  statement  you 
made  and  a  very  persuasive  statement,  and  I  am  like  you,  I  would 
urge  that  we  do  something  about  that  this  year. 

I  regret  that  apparently  this  microphone  is  not  working,  I  don't 
know  whether  any  of  them  up  here  are  working,  but  I  hope  you 
can  hear  me  all  right. 

Mr.  Gephardt.  I  can. 

Mr.  Gibbons.  Good.  OK,  fine.  The  mike  works.  Thank  you. 

I  listened  to  Bill  Archer.  If  we  are  here  20  years  from  now,  Bill 
will  still  be  claiming  these  1940  solutions  will  work.  They  won't.  I 
think  it  really  breaks  down  between  those  of  us  who  believe  that 
the  market  system  works  in  medical  care  and  those  of  us  who  don't 
believe  the  market  system  works  in  medical  care. 

I  happen  to  come  from  a  family  whose  cost  of  medical  care  has 
never  been  a  big  problem.  Yes;  we  have  had  our  serious  illnesses 
and  all  of  that  in  the  family,  but  we  always  had  access  to  medical 
care — I  thank  God  for  that — but  I  know  a  lot  of  people  don't. 

And  as  I  analyze  the  system,  I  believe  in  the  system  but  the 
market  system  just  doesn't  work  in  health  care.  The  relationship 
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between  the  person  that  is  ill  and  the  doctor  and  the  providers  in 
the  hospital  is  just  one  that  is  so  self-centered  and  so  self-interest, 
that  you  always  want  the  best  whether  you  need  it  or  not  and 
whether  you  absolutely  have  to  have  it  or  not,  and  you  want  the 
best  care  and  you  want  it  now,  and  the  market  system  to  control 
costs  just  doesn't  work. 

We  have  experimented  around  in  this  country  for  50  years  now, 
trying  to  find  a  system.  We  have  got  a  system  that  works  reason- 
ably well,  I  think  fairly  well,  for  all  of  us  who  are  over  65  and  who 
are  disabled,  and  I  think  we  ought  to  extend  that  to  everyone  else. 
It  will  need  some  fine-tuning,  there  is  no  doubt  in  my  mind  about 
it,  but  I  think  we  have  learned  enough  from  27  years  of  operation, 
most  of  it  under  the  Republicans,  to  make  the  system  work,  and  we 
can  refine  it.  And  yet  it  still  leaves  some  room  for  the  private 
sector  to  come  in,  for  those  who  wish  to  buy  Jaguars  and  Cadillacs 
and  things  of  that  sort,  but  it  does  provide  access,  affordability,  and 
cost  controls,  and  all  of  those  things  go  together. 

We  have  got  to  solve  this  problem  and  solve  it  very  quickly,  and 
I  think  we  ought  to  have  a  vote  on  it  this  year.  I  would  hope  that 
the  leadership  would  urge  us  to  have  a  vote  this  year.  We  may  not 
have  a  successful  conclusion  this  year,  but  I  think  we  need  to  start 
voting  on  this  issue  and  find  out  where  people  stand  and  begin  to 
run  a  campaign  on  the  issues  of  health  care. 

So  I  want  to  commend  you  for  your  very  powerful  statement  and 
for  your  leadership,  and  urge  you  as  our  leader  to  push  this  for- 
ward. I  am  ready  to  act.  I  will  vote  for  pay-or-play,  or  I  will  vote  for 
the  bill  I  introduced  on  Medicare  for  all,  or  any  reasonable  solution 
to  the  problem,  but  we  can't  go  on  in  this  mistake  that  we  are  now 
participating  in. 

Mr.  Gephardt.  I  want  to  agree  with  the  gentleman's  statement, 
and  I  want  to  tell  the  members  of  the  committee  it  certainly  is  the 
object  of  the  leadership  to  try  to  get  health  care  legislation  on  the 
floor  this  year.  I  don't  know  what  will  pass  and  I  don't  know  what 
the  opinion  of  the  members  is,  but  we  have  got  to  find  out.  We 
have  to  try,  and  we  have  to  try  to  get  a  solution. 

Mr.  Gibbons.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Downey. 

Mr.  Downey.  Mr.  Chairman,  I  want  to  congratulate  the  majority 
leader  as  well  on  an  excellent  and  personally  compelling  state- 
ment. 

Dick,  if  you  would  share  with  us  your  concerns  about  the  Presi- 
dent's program,  I  would  like  to  hear  your  concerns.  I  am  concerned 
that — and  our  friend  Bill  Gradison  is  going  to  testify  after  you  and 
talk  favorably  about  the  President's  plan — I  see  it  exacerbating  the 
problems  that  we  have  today,  not  making  them  better.  I  just 
simply  don't  find  the  real  ways  in  which  people  will  be  able  to 
reduce  costs,  and  I  think  that  the  $3,750  tax  credit,  while  an  inter- 
esting idea,  is  tremendously  expensive  and  I  have  not  really  seen 
ways  to  pay  for  it  enumerated.  Can  you  share  some  of  your  con- 
cerns about  the  President's  plan  as  you  see  them? 

Mr.  Gephardt.  Well,  I  think  there  are  some  ideas  that  I  saw  on 
insurance  reform  that  made  some  sense  to  me,  and  I  know  the 
committee  will  look  at  those  and  deal  with  them. 
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I  think  the  central  weakness  of  the  program,  though,  is  that  it  is 
not  aggressive  on  this  premium  cost/ price  question.  It  is  adherence 
again  to  the  idea,  as  Mr.  Gibbons  just  said,  that  if  you  let  the  pri- 
vate market  system  work  in  health  care,  it  will  handle  the  prob- 
lem. I  have  come  to  the  conclusion,  reluctantly,  frankly,  that  the 
normal  market  mechanism  will  not  solve  this  problem.  I  wish  it 
would. 

Let  me  just  give  you  one  anecdote  for  why  I  have  come  to  the 
conclusion  that  it  won't.  If  I  don't  have  the  money  and  I  go  out 
here  to  a  car  dealer,  say,  to  buy  a  new  Ford  today,  and  I  just  can't 
scrape  together  the  down  payment  and  can't  demonstrate  the  abili- 
ty to  make  the  monthly  payments,  they  aren't  going  to  sell  me  the 
car.  But  if  I  get  sick  and  I  go  over  here  to  an  emergency  room  at 
any  hospital,  I  am  going  to  get  taken  care  of  whether  I  can  pay  for 
it  or  not.  The  market  system  doesn't  work  in  this  regard  in  health 
care. 

Second,  I  am  a  pretty  good  shopper.  I  can  go  in  and  pick  out  the 
car  I  want.  I  know  I  want  this,  I  want  that,  I  want  the  other  thing. 
I  may  not  be  very  good  at  it  really  but  I  can  make  those  decisions; 
I  don't  need  someone  to  really  help  me  with  that. 

When  I  go  to  get  health  care,  I  have  got  to  deal  with  a  doctor, 
and  the  doctor  frankly  is  going  to  make  90  percent  of  the  decisions 
when  you  get  right  down  to  it.  I  mean,  I  got  into  helping  manage 
my  son's  case  because  they  didn't  know  much  about  it,  either,  so 
we  kind  of  pooled  our  ignorance.  But  in  most  things  I  have  got  to 
defer  to  that  doctor,  and  the  doctor  may  or  may  not  be  dealing 
with  economic  forces,  and  usually  isn't,  frankly,  and  is  going  to  do 
kind  of  whatever  they  can  do.  And  if  the  insurance  I  have  got  even 
induces  them  to  do  more  things  than  need  to  be  done,  then  they 
really  get  more  things  done  than  need  to  be  done. 

I  don't  want  to  bore  you  with  all  that.  I  just  think  you  have  got 
to  be  aggressive  with  cost  containment.  I  think  a  tax  credit,  paid 
for  or  not — and  I  don't  see  how  it  is  paid  for,  frankly — is  not  going 
to  get  us  to  where  we  want  to  be.  It  is  not  going  to  stop  cost  shift- 
ing. It  is  not  going  to  deal  with  the  premium  price/cost  problem.  It 
is  not  going  to  push  this  system  in  the  right  direction  fast  enough, 
and  I  think  we  will  be  back  here,  if  we  pass  it,  5  and  10  years  from 
now  with  a  worse  problem  than  we  have  today. 

Mr.  Downey.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Schulze. 

Mr.  Schulze.  Thank  you,  Mr.  Chairman. 

Thank  you,  Dick.  On  your  side  of  the  aisle  on  this  committee  we 
have  represented  pay-or-play,  the  incremental  approach,  Medicare 
for  everyone,  a  variety  of  proposals.  Which  one  comes  closest  to 
your  thinking,  or  is  there  one  that  you  would  support  outright? 

Mr.  Gephardt.  I  have  signed  onto  Mr.  Stark's  bill  on  Medicare 
for  all.  I  could  be  happy  to  vote  for  a  pay-or-play  plan  or  a  modifi- 
cation of  pay-or-play  that  the  chairman  has  talked  about  and 
others  have  talked  about.  I  think  there  is  a  lot  of  merit  in  those 
proposals.  Something  in  there  I  think  is  where  we  have  got  to  try 
to  go. 

The  central  feature  to  me  has  to  be  price  containment,  and  if  you 
told  me  the  only  thing  the  committee  or  the  Congress  could  do  this 
year  is  price  containment,  I  could  be  excited  about  that,  too.  I  am 
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not  convinced  we  have  to  solve  all  of  the  problems  this  year,  but  I 
think  that  the  central  underpinning  of  whatever  we  do  has  to  be 
price  containment  and  bringing  a  boundary  to  the  cost  of  the 
system. 

Mr.  Schulze.  I  don't  necessarily  disagree  with  that,  but  you 
don't  say  price  containment  as  long  as  we  retain  quality.  It  seems 
to  me  that  has  got  to  be  a  strong  point. 

Mr.  Gephardt.  Well,  that  is  implicit.  None  of  our  

Mr.  Schulze.  Having  been  up  in  the  Detroit  area  and  so  forth, 
no  or  not  many,  I  don't  know  of  any  Americans  that  go  to  Canada 
for  their  health  service,  but  an  awful  lot  of  Canadians  come  across 
the  border.  I  think  of  the  leaders  in  some  of  the  oil-rich  countries 
in  the  Middle  East;  when  they  have  a  physical  problem,  they  come 
to  the  United  States. 

Most  people  around  the  world  come  to  the  United  States  for  med- 
ical care  and  health  care,  and  I  just  want  to  make  sure  whatever 
we  do  doesn't  destroy  that  premier  quality.  I  don't  mean  that  the 
oil-rich  people  come  because  of  all  the  money  they  have.  I  think 
they  could  go  anywhere  in  the  world,  and  I  think  they  come  here 
because  of  the  quality  of  care.  It  seems  to  me  we  have  got  to  keep 
one  eye  on  that. 

Mr.  Gephardt.  Dick,  I  totally  agree.  No  one  wants  to  diminish 
quality,  but  I  just  say  this:  The  goal  is  the  highest  quality  we  can 
achieve  at  the  most  affordable  cost.  That  is  the  tension,  as  you  well 
know. 

And  the  way  we  are  going  now  is  that  we  are  not  dealing  with 
cost  at  all,  and  quality  is  increasingly  going  out  the  window  as 
well.  I  mean,  we  are  not  getting  either  end  of  the  equation.  It 
seems  to  me  we  have  got  to  push  the  system  to  try  to  give  us  what 
we  want,  which  is  high  quality  at  an  affordable  cost. 

I  will  be  the  first  to  tell  you  that  when  you  put  that  discipline  on 
the  system,  you  won't  just  get  the  dumb  things  to  fall  out.  I  wish  I 
could,  I  wish  any  of  us  were  wise  enough  to  figure  out  how  to  just 
get  rid  of  the  dumb  things  and  keep  the  good  things.  But  I  am  here 
to  tell  you,  unless  we  enforce  that  discipline,  we  are  not  going  to 
get  either. 

Mr.  Schulze.  Another  of  my  concerns  is  also  timeliness.  One  of 
the  reasons  that  so  many  Canadians  come  down  is  the  long  waiting 
period  for  surgery.  I  understand  that  the  Prime  Minister  of  Eng- 
land said  the  other  day  that  their  goal  is  going  to  be  2  years,  that  a 
surgery  can  be  performed  within  a  2-year  period  from  the  time  it  is 
diagnosed  and  needed.  So  I  think  that  we  have  got  to  also  keep  an 
eye  on  that  and  make  sure  that  we  have  not  only  good  quality 
health  care  at  reasonable  prices  but  it  is  timely,  is  in  time  with  the 
need  of  the  individual  patient. 

Mr.  Gephardt.  Right.  Let  me  just,  if  you  have  got  another 
minute,  let  me  give  you  one  more  personal  story. 

I  had  a  father  who  died  in  1986.  He  was  on  a  respirator  for  over 
a  month  at  the  end  of  his  life,  and  every  day  I  would  walk  in  with 
my  mom  and  I  would  ask  the  doctor,  "Is  this  really  getting  us  any- 
where?" Because  he  was  in  agony,  and  I  really  didn't  know  if  he 
could  survive. 

And  the  doctor  kept  saying,  "Well,  I  think  he  has  a  chance  to  get 
out  of  this."  Now,  in  retrospect,  he  died  at  the  end  of  that  and  he 
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never  came  off  the  respirator.  And  at  the  end  of  it,  I  have  got  to 
tell  you,  I  think  the  doctor  probably  knew  the  chances  were  greater 
than  not  that  he  wasn't  going  to  make  it,  that  an  80-year-old  man 
in  his  condition  was  not  going  to  get  through  this. 

But  we  have  no  limit.  We  have  no  boundary  on  this  system. 
There  was  no  reason  for  the  doctor  to  be  maybe  more  candid  with 
us,  and  so  he  told  us  maybe  what  we  wanted  to  hear,  and  we  kept 
at  this  and  the  bill  was  incredibly  high.  And  as  you  know,  60  per- 
cent of  Medicare  costs  are  in  the  last  year  of  life. 

All  I  am  saying  is,  there  are  some  things,  there  are  some  deci- 
sions that  need  to  get  made  in  this  system,  that  aren't  necessarily 
quality,  that  can  help  us  deal  with  the  cost  of  this  system  and  not 
injure  quality,  and  we  need  to  put  discipline  on  it. 

Mr.  Schulze.  I  might  add  or  say  to  the  gentleman  that  I  do  un- 
derstand that,  having  lost  my  wife  after  a  lengthy  battle  with 
cancer  

Mr.  Gephardt.  You  bet. 

Mr.  Schulze  [continuing].  And  having  gone  through  all  of  those 
agonies.  I  too  hope  that  we  can  come  up  with  something  that  will 
help  those  that  need  and  provide  the  right  service  in  a  timely  fash- 
ion. Thank  you. 

Mr.  Gephardt.  I  thank  you. 

Chairman  Rostenkowski.  Mr.  Pickle  will  inquire. 
Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

Mr.  Leader,  I  think  we  all  agree  that  our  problem  is  cost  contain- 
ment, and  both  sides  know  that  is  the  problem,  that  is  the  key.  I 
would  like  for  you  to  tell  me  again  how  you  would  go  about  reach- 
ing cost  containment.  How  can  we  correct  that  problem?  If  we  can 
find  the  avenue,  I  think  we  will  all  agree  on  it,  so  would  you  tell 
me  again  how  you  would  have  cost  containment?  How  would  you 
control  the  cost  and/or  the  prices? 

Mr.  Gephardt.  Well,  first  of  all,  this  committee  has  learned  an 
awful  lot  and  done  an  awful  lot  to  learn  how  to  contain  costs  in  the 
Medicare  system.  Now  I  will  be  the  first  to  say  it  is  not  perfect, 
that  there  is  a  lot  more  we  have  got  to  learn,  but  you  have  done  a 
lot  in  putting  into  place  regulations  in  Medicare,  on  both  hospitals 
and  now  doctors,  that  have  held  down  costs. 

Now  we  can  do  better.  There  are  other  models  we  could  follow. 
The  chairman,  in  his  pay-or-play  bill,  has  an  aggressive  cost  con- 
tainment provision  that  sets  up  a  board  that  will  decide  on  limiting 
prices  and  then  work  out  a  way  that  that  can  be  implemented. 

So,  either  one  is  attractive  to  me,  and  there  may  be  other  ways.  I 
don't  think  any  of  us  know  well  how  to  do  this.  I  don't  think  the 
Germans  or  the  Canadians  know  well  how  to  do  it,  to  be  honest 
with  you.  This  is  a  tough,  tough  nut  to  crack. 

Mr.  Pickle.  Can  you  tell  me  how  you  would  do  it,  how  you  would 
go  about  it? 

Mr.  Gephardt.  I  would  do  it  either  way.  I  would  do  it  either 
through  Medicare  for  all,  which  would  impose  Medicare  price  regu- 
lations on  the  entire  system,  or  I  would  do  what  the  chairman  does 
in  pay-or-play,  and  set  up  a  commission  to  put  an  outer  boundary 
on  what  we  are  going  to  spend  and  then  send  that  decision  to  the 
local  level. 


Mr.  Pickle.  All  right.  Now  by  ■  'outer  boundary,"  do  you  mean 
you  would  put  a  cap  on  expenditures  of  any  one  category  for  a  year 
and  then  not  let  it  spend  beyond  that? 

Mr.  Gephardt.  Right.  I  think  it  is  the  role  of  the  Federal  Govern- 
ment to  say  health  care  costs  will  not  go  beyond  a  certain  level 
next  year.  What  is  the  increase  that  we  will  put  up  with,  that  we 
can  afford?  You  know,  we  have  got  health  care  costs  going  up  at 
three  and  four  times  the  rate  of  inflation.  I  mean,  that  is  why 
people  are  screaming.  The  only  negotiation  on  wages  any  more  is 
about  health  care.  Nobody  talks  about  wages;  there  is  nothing  left. 

Mr.  Pickle.  I  think  we  all  agree  on  that.  I  am  just  saying  if  we 
do  put  a  cap  or  a  limit  on  expenditures  of  any  one  category,  and  if 
in  1  year  we  find  we  are  spending  too  much,  what  do  you  do?  Do 
you  roll  around  next  year  and  cut  it  and  so  forth?  Do  you  do  your 
limitations  on  that,  or  do  you  relate  cost  to  price? 

Mr.  Gephardt.  Well,  that  is  one  way  to  do  it.  What  the  Germans 
have  done  is  put  everybody  on  a  formula  for  compensation  or  for 
reimbursement,  and  if  during  the  year  they  see  that  they  are  ex- 
ceeding that  system  by  increasing  the  volume,  you  have  got  two 
things  you  can  deal  with,  the  price  and  the  volume.  And  what  we 
have  often  seen  happen  is  that  when  you  punch  down  on  the  price, 
then  the  providers  increase  the  volume.  We  have  seen  that  with 
DRGs.  I  mean,  what  hospitals  have  done  is  figured  out  how  to  run 
more  people  through. 

So  in  Germany  they  have  gotten  sophisticated  enough,  they 
watch  them  during  the  year,  and  if  they  are  jacking  the  volume  up, 
they  jack  the  price  down  some  more  so  they  can't  beat  the  system. 
We  are  all  struggling  for  how  to  do  this.  Nobody  knows  how  to  do 
it,  but  that  is  one  thing  that  is  going  on  right  now. 

Mr.  Pickle.  Well,  I  agree  we  don't  know  exactly,  but  if  cost  con- 
tainment is  the  key,  now  we  have  got  to  sit  down  and  say,  "Here  is 
one  way  to  control  the  cost,"  and  the  plan  that  can  offer  the  best 
approach  is  something  we  ought  to  adopt.  So  all  I  ask  of  all  the 
witnesses,  tell  us  how  you  would  control  the  cost  and/or  the  price. 
That  is  what  we  have  got  to  do. 

Mr.  Gephardt.  Well,  I  think  you  have  got  to  set  the  boundary 
and  then  push  for  ways  that  that  boundary  can  be  met.  We  know, 
for  instance,  HMOs  produce  a  much  better  product  for  a  cheaper 
price,  at  least  some  do.  Some  don't,  but  some  do.  We  know  that  in 
Medicare  we  have  got  DRG's  and  now  we  have  doctor  fees,  and 
that  is  producing  a  product  at  a  more  reasonable  price. 

But  the  important  thing  we  haven't  done  is  say,  "This  is  how 
much  costs  can  go  up  and  no  more,"  and  then  push  for  solutions  to 
that  problem. 

Mr.  Pickle.  Thank  you,  Mr.  Leader. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Well,  Dick,  thank  you.  I  am  sorry  I  wasn't  here  at 
the  beginning  of  your  testimony,  but  I  have  read  it  and  I  agree 
with  you.  I,  too,  could  take  any  one  of  a  number  of  programs,  but  I 
think  that  any  of  those  programs,  if  they  are  going  to  work,  are 
going  to  have  to  address  a  couple  of  issues. 

I  do  not  think  that  anybody  has  yet  proposed  any  program — and 
many  of  these  programs  will  work — that  will  cost  the  country  more 
money.  I  am  going  to  submit  to  you  and  see  if  you  agree  that  all  of 
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the  plans,  particularly  as  they  get  closer  to  single  payer,  will  have 
some  administrative  savings,  but  in  themselves  should  cost  the 
country  no  more. 

The  uninsured  people  now  are  very  expensive  to  treat  in  emer- 
gency rooms,  so  if  we  give  them  routine  care  we  should  save.  But 
there  will  be  serious  cost  transfers.  Lee  Iacocca  will  drop  from  $750 
in  health  costs  per  car  to  $200  per  car,  and  big  industry  may  save 
$40  billion  a  year  if  we  had  a  universal  plan.  They  aren't  going  to 
give  it  back  to  us.  Workers  who  now  pay  nothing  might  have  to 
pay  a  little  tax,  and  our  opponents  will  tell  us  we  are  taxing  every- 
body to  do  that,  but  we  are  just  sort  of  smoothing  the  frosting  out 
on  the  cake. 

So  one  of  the  problems  that  I  see  before  us  is  a  political  problem 
and  a  public  relations  problem.  For  those  of  us  who  did  catastroph- 
ic know  that  the  people  who  pay  more  will  scream  their  heads  off 
and  the  people  who  save  a  big  bundle  ain't  going  to  volunteer  to 
contribute  any  of  it  back,  and  we  have  that  political  problem  of 
taxing. 

Second,  nobody  likes  to  change.  The  administration  has  suggest- 
ed that  we  have  capitated  payments  as  the  only  way  to  save.  I 
think  that  is  right,  but  I  don't  think  you  are  going  to  talk  half  the 
public  into  doing  it,  and  I  think  you  would  have  a  fight  if  you 
forced  them  into  doing  it. 

The  President  really  suggests  no  requirements,  and  I  find  that  he 
talks  about  the  terms  but  there  is  nothing  in  there  to  require  or 
induce  an  employer  to  buy  insurance — nothing.  He  says  it  will 
enable  small  employers  to  purchase,  but  there  is  no  incentive.  It 
promotes  managed  care  but  does  not  require  it.  You  can  develop 
consumer  information;  I  don't  know  what  people  would  do  with 
that.  It  provides  options  for  reducing  the  costs  but  no  rules.  Now 
we  have  had  options  for  10  years  and  nothing  has  happened. 

I  guess  we  are  going  to  be  torn  between  doing  things  incremen- 
tally or  not  at  all,  and  there  are  two  questions:  If  we  do  anything 
incrementally  this  year,  short  of  an  overall  system,  what  do  you 
suggest  we  do?  And,  two,  do  you  believe  as  I  do  that  this  should  not 
be  done  in  the  tax  bill  which  is  apt  to  come  at  us  from  the  Senate 
in  the  next  couple  of  weeks? 

Mr.  Gephardt.  Well,  the  last  question  is  easy.  I  would  hope  we 
would  not  do  it  in  the  tax  bill.  We  have  enough  controversy  and 
difficulty  there  without  complicating  it  further  with  an  even  more 
complicated  topic,  so  I  would  hope  we  would  keep  these  separate 
and  try  to  move  on  them. 

I  think  anything  we  do,  if  the  decision  is  to  be  incremental,  then 
it  seems  to  me  at  the  minimum  we  have  to  deal  with  price  contain- 
ment aggressively,  as  I  have  said  over  and  over;  and,  second,  begin 
to  put  in  place  the  way  that  we  might  increase  access  and  get 
people  covered,  so  that  we  don't  have  all  the  price-shifting.  Every- 
body is  trying  to  place  the  price  somewhere  else,  not  on  me  but 
somewhere  else. 

The  last  thing  I  would  say  is  to  echo  your  point:  Change  is  un- 
comfortable, and  change  in  this  area  will  be  uncomfortable.  Let  me 
just  tell  you  what  will  be  more  uncomfortable.  That  will  be  doing 
nothing.  That  will  be  doing  nothing,  because  this  thing  is  going  to 
eat  us  alive,  and  if  we  continue  to  have  an  economy  that  is  not 
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functioning  with  4  and  5  percent  GNP  increases,  the  pain  out  of 
this  in  a  diminishing  economic  pie  is  just  going  to  get  worse  and 
worse  and  worse.  So  we  have  got  to  take  it  on,  face  it  down,  and  we 
look  to  this  committee,  which  we  feel  is  very  talented,  to  help  to 
bring  out  some  answers  and  have  the  discussion  on  the  floor. 
Mr.  Stark.  Thank  you. 

[Mr.  Stark  submitted  the  following  statement:] 
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It  is  now  time  to  enact  comprehensive  reform  of  the  health 
care  financing  system. 

The  American  people  want  a  health  care  reform  plan  that 
addresses  two  major  problems.     First,  they  want  to  guarantee 
health  insurance  coverage  for  all  Americans.     Second,  they  want 
controls  on  skyrocketing  health  care  costs. 

Last  week,   Secretary  Sullivan  presented  a  plan  proposed  by 
President  Bush.     Unfortunately,  that  plan  fails  to  address  the 
two  issues  that  are  most  important  to  the  American  people. 

The  testimony  we  hear  over  the  next  three  days  will  focus 
attention  on  many  of  the  shortcomings  of  the  President's  plan. 

The  President's  plan  would  do  little  to  provide  coverage  for 
the  35  million  Americans  without  health  insurance.     The  majority 
of  uninsured  Americans,  with  incomes  just  above  the  poverty 
level,  will  still  be  unable  to  afford  health  insurance. 

Nor  does  the  President's  plan  include  effective  cost- 
containment  proposals.     Instead  the  plan  relies  on  vague 
assurances  of  the  benefits  of  competition,  an  approach  that  has 
failed  to  slow  the  rate  of  growth  in  spending  over  the  past  12 
years. 

There  are  alternatives.     While  some  characterize  the  options 
as  foreign,  we  don't  need  to  cross  a  border  to  find  a  uniguely 
American  plan  that  has  been  tested  over  more  than  25  years. 

The  solution  is  Medicare. 

Medicare  provides  universal  coverage  for  Americans  over  the 
age  of  65.     Medicare  beneficiaries  are  satisfied  with  this 
program.     It  does  a  better  job  of  controlling  costs  than  any 
other  health  insurance  plan  in  this  country. 

Under  Medicare,  patients  are  free  to  choose  their  physicians 
and  hospitals,  and  they  don't  have  to  wait  for  services. 

Medicare  is  not  perfect  —  we  must  continue  to  improve  it  — 
but  it  works  better  than  anything  else  in  this  country. 

Piecemeal  approaches  based  in  the  private  sector  will  not 
achieve  our  common  goal  of  universal  coverage.  Only  a  single- 
payer  approach  will  contain  skyrocketing  health  care  costs. 

Vague  assurances  and  untested  cost-containment  theories  will 
not  solve  our  health  care  cost  crisis. 

Solving  these  problems  will  be  neither  guick  nor  easy. 
Achieving  a  consensus  will  take  strong  leadership. 

I  would  like  to  join  in  welcoming  the  distinguished  Majority 
Leader.     I  know  he  shares  my  commitment  to  health  care  reform 
that  includes  both  universal  coverage  and  strong  cost- 
containment.     I  am  also  pleased  that  he  is  a  cosponsor  of  H.R. 
650  that  would  extend  Medicare  coverage  to  all  Americans. 
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Chairman  Rostenkowski.  Mr.  Rangel. 
Mr.  Rangel.  Thank  you. 

Mr.  Leader,  the  remarks  about  your  late  dad  were  very  moving, 
and  I  just  don't  know  whether  Americans  have  been  candid  in  re- 
sponding to  the  questions  proposed  for  the  doctor,  that  enough  is 
enough.  How  would  you  word  that?  Because  of  the  support  systems, 
I  agree  with  you,  I  think  we  are  motivated  by  the  hospitals  and 
doctors  and  research  and  a  variety  of  other  things.  But  it  is  diffi- 
cult to  ask  a  son  or  a  daughter,  to  ask,  "Have  you  gone  the  limit?" 
The  doctor  should  make  that  professional  determination,  rather 
than  what  they  do  now.  They  leave  it  to  the  family.  How  do  you 
say,  "Enough  is  enough?" 

Mr.  Gephardt.  Well,  I  think  you  didn't  maybe  hear  the  first  part 
of  my  testimony.  I  talked  about  my  son  who  had  cancer  when  he 
was  two,  and  we  went  the  limit  on  him,  and  he  is  21  today  and  he 
got  saved,  through  the  grace  of  God  and  good  doctors  and  nurses 
and  a  lot  of  luck. 

Obviously  you  probably  make  a  little  bit  different  decisions  on 
people  that  are  of  a  different  age.  I  am  not  saying  that  you  should. 
I  just  feel  the  doctor,  when  my  dad  was  on  a  respirator,  pretty 
much  knew  that  we  weren't  going  to  get  out  of  those  woods. 

Mr.  Rangel.  Let  me  interrupt. 

Mr.  Gephardt.  And  all  I  am  saying,  Charles,  is  that  we  have  a 
system  today  that  not  only  has  no  boundary  but  even  has  an  incen- 
tive to  do  things  that  don't  make  any  sense.  They  finally  turned 
the  machine  off  anyway,  and  we  got  the  same  result  that  might 
have  been  achieved  $80,000  sooner,  and  it  didn't  do  my  dad  any 
good.  He  did  not  enjoy  those  last  3  weeks. 

Mr.  Rangel.  No,  I  am  only  

Mr.  Gephardt.  All  I  am  saying  is,  unless  we  can  put  some  disci- 
pline on  this  system  

Mr.  Rangel.  Legislatively? 

Mr.  Gephardt.  Yes,  yes.  We  have  to  define  a  boundary  beyond 
which  we  will  not  let  it  go,  and  then  we  will  force  hopefully  in  the 
industry,  in  the  providers,  in  the  consumers,  the  willingness  to 
make  some  decisions  that  I  think  have  to  be  made,  that  will  not 
impair  quality  in  all  cases  and  will  move  us  in  the  right  direction.  I 
can't  sit  here  and  tell  you  quality  will  never,  ever  be  impaired,  but 
I  don't  want  it  impaired.  I  don't  think  anybody  does.  We  would 
like  the  dumb  things  to  be  stopped  and  the  smart  things  to  be 
continued. 

Mr.  Rangel.  I  just  don't  know  how  we  do  it  legislatively  without 
any  help  at  all  from  the  administration  or  from  the  profession. 
Some  of  the  dumb  things  we  do  are  how  we  treat  drug  addiction.  I 
mean,  to  have  drug  addicts  in  hospitals  for  $600  a  day,  or  having 
them  using  emergency  wards,  which  is  one  of  the  most  expensive 
types  of  treatment — and  this  goes  for  the  poor  as  well,  where  they 
go  to  the  emergency  wards  because  it  is  their  only  access  to  any 
type  of  health  care.  And  then  we  don't  have  the  doctors  that  are 
volunteering  to  take  Medicaid  patients  in  the  poor  communities,  as 
we  see  the  trend  toward  specialization. 

So  I  just  don't  know  how  legislators  can  make  the  decision  that 
we  are  going  to  treat  drug  addicts  in  treatment  centers;  we  are 
going  to  take  the  poor  and  we  are  going  to  have  community  health 
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centers;  we  are  going  to  tell  doctors  that  you  have  to  serve,  have  to 
provide  some  service,  especially  those  that  go  on  the  Federal  pro- 
gram. I  go  for  every  program  that  contains  costs,  expands  service, 
and  makes  certain  that  everyone  gets  coverage,  but  I  don't  see  how 
we  can  make  those  decisions  as  legislators. 

I  was  asking  my  friend  Jake  Pickle,  at  what  point  would  a  doctor 
come  to  us  with  our  aging  parents  or  grandparents?  I  mean,  they 
have  to  get  us  off  the  emotional  hook  by  saying,  "Look,  your  mom 
or  dad,  they  are  80,  they  are  90  years  old.  We  can  have  them  on 
the  support  system,  or  do  you  want  me  to  terminate  it?"  It  is  not 
fair  to  ask  that  of  the  family,  and  I  really  don't  see  how  you  put 
that  into  legislation. 

Mr.  Gephardt.  I  don't  think  you  put  it  in  legislation,  but  I  think 
if  you  begin  defining  a  boundary  on  cost,  you  will  force  a  more  ap- 
propriate discussion  between  a  family  and  a  physician  on  cases  like 
that  where  a  decision  has  to  be  made.  We  tried  to  make  it  every 
day,  and  we  didn't  do  a  very  good  job  of  it  because  there  was  no 
reason  to  do  anything  other  than  what  we  did. 

Mr.  Rangel.  Well,  Do  you  think  they  should  make  that  decision 
based  on  how  much  it  is  going  to  cost  them? 

Mr.  Gephardt.  No,  I  don't,  but  I  am  just  worried  that  physicians 
never  ask  that  question  because  they  never  have  to  ask  that  ques- 
tion. Blue  Cross  was  going  to  pay  for  him,  and  Medicare,  no  matter 
what.  And  I  am  not  saying  that  you  want  cost  to  make  those  deci- 
sions. 

It  is  just  that,  like  everything  else  in  life,  cost  is  part  of  the  equa- 
tion. If  we  sit  here  and  do  nothing  and  are  forever  unwilling  to 
take  this  on,  we  are  going  to  be  spending  25  percent  of  GNP  on 
health  care.  I  mean,  there  is  just  no  limit.  There  is  no  end  to  what 
we  can  do  in  this  industry. 

And  I  don't  want  to  kill  quality.  I  don't  want  to  impair  quality.  I 
must  tell  you  I  asked  everybody  I  met  in  Germany,  "Is  this  a  good 
system?  Do  you  have  to  wait?  Is  quality  bad?"  I  couldn't  find  any- 
body that  was  very  critical  of  the  quality  there. 

And  we  have  got  a  lot  of  people  that  you  just  mentioned  who 
don't  have  any  quality  at  all  in  America.  They  can't  get  any  care 
at  all,  even  preventative  care,  because  they  are  out  of  the  system 
entirely.  They  are  the  people  that  are  walking  while  other  people 
are  in  much  better  conveyances,  and  I  think  you  are  better  off  with 
everybody  in  a  Chevrolet.  If  you  want  to  buy  a  Cadillac,  buy  a  Cad- 
illac, but  let's  get  everybody  ii  a  Chevrolet.  That  to  me  would  be 
progress  for  our  society  in  terms  of  both  quality  and  cost. 

Mr.  Rangel.  I  look  forward  to  working  with  you,  Mr.  Leader. 

Mr.  Gephardt.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Guarini. 

Mr.  Guarini.  Thank  you. 

Thank  you,  Dick,  for  your  thoughts.  I  agree  we  should  do  some- 
thing this  year  and  that  cost  containment  probably  is  key  to  any 
approach  that  we  take.  Even  now  it  is  late  in  the  game.  I  am  afraid 
that  the  marketplace  is  not  adequate.  Sam  Gibbons  is  right.  When 
a  person  goes  in  to  a  doctor,  he  doesn't  ask  how  much  it  costs,  and 
when  the  doctor  says,  "These  are  the  tests  you  take,"  he  takes 
those  tests.  He  is  not  in  a  bargaining  position;  he  doesn't  even  care. 
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So,  therefore,  there  is  a  different  relationship  in  the  business  and 
commercial  world  between  medical  health  care  and  ordinary  prod- 
ucts that  we  deal  with.  I  had  a  hearing,  as  many  of  the  Members  of 
Congress  did,  and  it  seems  like  almost  everybody  was  coming  out 
very  strongly  for  a  single  pay  system. 

They  weren't  angry  at  the  doctors,  they  weren't  angry  at  the  hos- 
pital. They  were  angry  at  the  insurers,  the  middlemen,  the  people 
who  they  had  to  deal  with,  who  deprived  them  of  certain  benefits, 
they  thought,  who  dealt  very  harshly  with  them  and  unfairly.  And 
besides,  they  said,  this  is  a  profit  that  doesn't  have  to  be  made,  that 
is  taking  away  from  a  better  health  care  that  we  can  have,  so  that 
they  were  really  down  on  insurers  more  than  anyone  else. 

And  in  my  area  I  have  a  lot  of  hospitals,  that  there  is  so  much 
duplication,  I  should  say.  There  are  more  hospitals  than  there  have 
to  be.  There  are  beds  empty  in  all  these  hospitals,  so  our  resources 
aren't  really  being  managed  in  this  country,  I  don't  think,  as  well 
as  they  can. 

You  mentioned  an  incremental  approach.  You  know,  incremen- 
tal, I  think  that  time  is  really  running  out.  When  we  have  incre- 
mental approach,  you  mean  it  is  going  to  take  years  and  years  and 
years  with  the  special  interests  that  we  have,  that  are  involved.  We 
know  there  are  9  million  people  that  are  into  the  system  of  provid- 
ing health  care.  That  is  a  very  powerful  political  block. 

Are  you  against  the  single-payer  system  basically  because  of  the 
politics  of  it  or  are  you  against  it  because  it  is  not  politically 
doable?  Or  would  you,  if  you  were  in  the  perfect  world,  think  that 
a  single  payer  system  would  be  the  best  way  to  go? 

Mr.  Gephardt.  I  think  it  has  some  real  attraction  in  terms  of  ad- 
ministrative efficiency,  and  I  will  save  you  from  another  story 
about  working  with  my  own  medical  bills  over  the  last  four  months 
and  being  so  frustrated  with  not  being  able  to  figure  out  how  to 
deal  with  Blue  Cross  and  Blue  Shield,  but  I  think  there  is  some  at- 
traction there. 

I  think  politically  it  is  going  to  be  difficult  to  go  to  that  dramatic 
of  a  change  in  a  very  short  period  of  time.  I  rather  think  that  what 
we  are  going  to  need  to  try  to  do  is  to  figure  out  how  to  deal  with 
costs,  premiums,  prices,  allowing  you  to  deal  with  access,  and  then 
see  where  you  want  to  go  from  there. 

It  may  be  that  the  country  wants  to  go  to  single  payor  to  get  the 
administrative  savings  that  can  be  wrung  out  of  the  system  there. 
Talk  about  dumb  things,  I  don't  know  how  anybody  can  argue  for 
the  administrative  tangle  that  we  are  in.  Now,  a  query:  Can  we  im- 
prove that  through  single  payor?  I  mean,  to  some  extent  you  can. 

Mr.  Guarini.  It  has  a  lot  of  appeal.  Could  it  be  worked  with  a 
private  system? 

Mr.  Gephardt.  Sure. 

Mr.  Guarini.  Put  the  two  of  them  together,  and  still  not  have  to 
deal  with  all  the  middlemen. 

Mr.  Gephardt.  Sure.  Congressman  Johnston  has  a  plan  where 
the  money  is  taken  through  a  Federal  system  and  then  it  is  spent 
at  the  local  level,  and  spent  through  private  providers.  Mr.  Gara- 
mendi  from  California  has  a  new  plan  where,  again,  the  money  is 
run  through  the  Federal  Government  but  then  it  is  used  in  a  com- 
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petitive  private  system  at  the  local  level,  so  you  can  do  any  number 
of  things. 

Mr.  Guarini.  I  think  they  both  can  be  worked  out. 
Mr.  Gephardt.  Right. 

Mr.  Guarini.  As  well  as  choice  can  be  given  to  the  individual. 
Mr.  Gephardt.  Sure,  absolutely. 

Mr.  Guarini.  Now  we  have  States  and  the  Federal  Government 
that  are  involved  right  now  in  our  health  care  delivery  system.  It 
is  like  education.  They  both  get  involved  in  the  equation.  In 
Canada  they  leave  it  to  the  province  alone  and  they  give  a  quota  to 
the  province,  and  they  have  to  handle  it  intelligently  within  their 
own  provincial  government.  Would  you  say  that  the  States  then 
would  be  getting  out  of  the  health  care  business  and  that  it  would 
be  a  Federal  matter? 

Mr.  Gephardt.  Well,  if  you  structure  it  so  the  money  all  flows 
through  the  Federal  system,  you  would  cash  States  out  of  Medicaid. 
They  might  use  Medicaid  for  long-term  care,  but  for  acute  care 
they  could  be  taken  out  of  it  and  you  could  focus  it  right  at  the 
local  level  or  at  private  providers.  Any  of  those  are  described  in  dif- 
ferent bills  that  are  before  the  Congress. 

Mr.  Guarini.  But  usually  when  you  get  more  Government 
groups  involved,  you  are  bound  to  have  a  lot  of  overlapping  and  a 
lot  of  bureaucracy  that  creeps  into  these  things. 

Mr.  Gephardt.  I  think  we  have  seen  that  in  Medicaid. 

Mr.  Guarini.  All  right.  Thank  you  very  much,  Dick. 

Chairman  Rostenkowski.  Mr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Mr.  Leader,  I  met  you  first  in  the  late  seventies  when  you  came 
out  to  speak  at  Seattle  to  a  group  of  doctors,  and  I  know  you  have 
been  involved  in  this  issue  for  a  long  time,  and  I  have  a  question. 

When  we  went  to  Germany  we  saw  a  quality  system  that  has 
been  in  place  for  100  years.  It  costs  perhaps  30  percent  less  than 
we  are  spending  every  year.  It  is  not  a  tight  system.  They  even  in- 
clude treatment  in  spas.  I  mean,  they  have  a  whole  range  of  treat- 
ments. It  is  the  only  country  in  the  World  where  doctors'  salaries 
have  ever  been  reduced.  They  took  doctors  from  five  times  the  na- 
tional average  in  salary  down  to  three  times  the  national  average 
in  salary. 

You  you  have  been  in  this  political  process  a  long  time.  You  have 
listened;  you  have  watched;  you  have  tried  to  make  changes.  But 
conservatives,  or  people  who  call  themselves  conservative,  resist 
the  idea  of  a  budget,  a  place  where  you  say,  "This  much  and  no 
more."  I  would  like  to  hear  your  ideas  about  why,  in  this  particular 
area,  the  conservative  attitude  of  saying,  "We  are  going  to  spend 
this  amount  of  money,  we  are  going  to  give  it  to  the  professionals 
and  let  them  deliver  good  quality  care  just  like  they  do  in  Germa- 
ny," why  is  it  that  in  this  country  there  is  not  that  kind  of  re- 
sponse? Why  do  conservatives  continually  oppose  saying,  "No  more 
money?" 

Mr.  Gephardt.  Well,  I  think  it  stems  probably  from  two  facts. 
One,  I  think  conservative  people  do  not  want  the  government  in- 
volved. They  see  this  ideologically  as  an  issue  that  has  to  do  with 
government  regulation,  government  involvement,  and  their  mis- 
trust of  that  and  their  feeling  that  that  will  not  function  properly. 
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I  think  if  they  would  look  hard  at  Germany  they  would  see  a  situa- 
tion where  the  government  has  limited  involvement  but  important 
involvement  to  rationalize  the  system  better. 

I  guess  they  would  also  say  that  we  shouldn't  limit  what  anybody 
wants  to  do;  that  if  you  want  to  spend  40  percent  of  GNP  on  health 
care,  why  shouldn't  we?  If  that  is  the  people's  decision,  they  should 
be  free  to  do  what  they  want. 

Again,  in  Germany,  as  you  know,  people  don't  have  to  stay  in  the 
private-public  system.  They  can  opt  out  and  buy  the  Cadillac  care 
that  they  want,  if  they  can  afford  it,  completely  opt  out.  So  you  can 
accommodate  that  desire,  and  if  everybody  wants  to  spend  more  of 
GNP  on  health  care,  they  could  do  that. 

I  think  the  argument  for  setting  the  boundary  is  that  govern- 
ment should  do  for  people  what  they  can't  do  for  themselves.  And 
my  fear  is  that  if  we  don't  do  this,  we  are  going  to  have  an  awful 
lot  of  people,  a  growing  number  of  people,  who  are  not  going  to 
have  adequate  health  care.  They  are  going  to  be  like  that  father 
that  I  met  sitting  outside  the  chemotherapy  treatment  for  our  kids, 
saying  that  he  lived  in  mortal  fear  every  night,  couldn't  go  to  sleep 
because  he  didn't  know  if  he  could  collect  enough  money  from  rela- 
tives for  the  next  chemotherapy  treatment  for  his  son. 

And  I  don't  think  we  want  a  society  that  allows  that,  and  there- 
fore I  think  government  has  an  obligation,  and  I  come  to  this  reluc- 
tantly, to  put  a  boundary  on  the  system  so  that  no  one  winds  up  in 
that  position. 

Mr.  McDermott.  When  you  talk  about  the  government  involve- 
ment, the  term  always  in  the  United  States,  or  back  in  the  sixties 
when  we  put  in  Medicare,  was  that  this  was  going  to  create  '  'social- 
ized medicine,"  like  that  was  some  terrible  thing  that  was  going  to 
happen  to  the  world  if  we  had  a  system  that  provided  for  all  senior 
citizens.  When  you  look  at  the  German  system,  how  do  you  see  the 
government's  involvement?  What  do  they  actually  do?  Do  they  tell 
the  doctor  what  he  or  she  has  to  do  with  the  patient? 

Mr.  Gephardt.  No,  no.  As  you  know,  in  the  German  system  the 
government's  role  is  to  guide  it,  to  show  it  a  goal,  to  try  to  push  it 
toward  a  certain  goal.  But  the  provision  of  health  care  is,  as  it  is 
here,  between  the  doctor  and  the  patient,  between  the  hospital  and 
the  patient,  but  they  all  live  with  a  discipline,  an  overall  discipline 
that  they  conform  to  because  the  government  has  provided  that 
outer  limit  discipline. 

It  will  be  hard  for  us.  We  do  not  have  the  tradition,  the  long  tra- 
dition of  negotiation  and  working  out  serious  problems,  societal 
problems,  as  they  do,  but  you  have  got  to  start  somewhere.  I  have 
seen  greater  change  among  the  doctors  with  regard  to  Medicare  re- 
imbursement than  I  ever  thought  I  would  see  in  my  lifetime,  and  it 
has  happened  in  a  pretty  short  period  of  time,  and  I  just  think  we 
can  do  that  more  generally. 

Mr.  McDermott.  When  I  think  about  when  I  got  into  medicine, 
coming  out  of  medical  school,  the  thought  that  we  would  ever  be 
doing  what  we  are  doing  today  was  absolutely  unbelievable  to  any- 
body in  medical  school  in  the  late  fifties  or  sixties.  I  think  that  you 
are  correct  in  your  assessment  that  if  we  don't  put  some  kind  of 
boundary  around  the  total  cost,  we  will  always  have  people  finding 
ways  to  push  out  the  limits  and  spend  more  money,  and  it  is  going 
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to  be  the  end  of  the  system  that  we  know  if  we  don't  find  some  way 
to  control  what  is  happening. 

Mr.  Gephardt.  I  have  a  lot  of  doctors  today,  especially  younger 
but  some  older  doctors  as  well,  who  tell  me,  "I  would  take  a  bound- 
ary. I  would  take  a  compensation  system,  with  points,  for  every- 
body, if  you  could  tell  me  I  could  get  rid  of  the  infernal  paperwork 
that  I  have  to  deal  with."  They  are  being  driven  crazy  by  the  way 
this  system  works. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Levin. 

Mr.  Levin.  Thank  you,  Mr.  Chairman. 

Welcome.  Just  a  couple  of  comments  on  our  visit  to  Germany. 
You  have  touched  on  it,  and  a  couple  of  things  came  across,  it 
seems  to  me:  first  of  all,  that  those  in  this  country  who  character- 
ize pay-or-play  or  some  version  thereof  as  coercive,  as  intruding  on 
quality,  as  necessarily  leading  to  something  else,  really  are  making 
a  mistake.  I  think  we  learned  in  Germany  that  they  have  a  differ- 
ent system  than  the  Canadian  system  but  far  away  from  our 
system,  in  that  there  are  important  shadings  here. 

Second,  and  I  would  like  very  much  your  comment,  I  think  we 
learned  that  if  you  just  pay  lip  service  to  cost  control,  you  won't 
achieve  it.  They  are  wrestling  with  it,  as  I  remember,  and  there  is 
no  easy  answer,  but  you  have  to  do  something  very  substantial.  If 
you  simply  rely  on  persuasion,  on  trying  to  encourage  cost  control, 
you  are  not  going  to  really  obtain  it.  Any  thoughts  based  on  that? 

Mr.  Gephardt.  Well,  in  my  testimony  I  said  I  led  or  helped  lead 
the  fight  on  the  floor  against  Carter's  hospital  cost  containment  in 
1979.  We  have  had  a  13-year  experiment  with  trying  to  do  this  vol- 
untarily, trying  to  do  it  by  jawboning,  trying  to  do  it  in  any 
number  of  ways.  And  while  there  was  some  early  success,  we  now 
are  on  a  track  that  will  lead  us  to  20  percent  of  GNP  by  the  year 
2000  if  we  don't  do  something. 

I  come  to  the  reluctant  conclusion  that  we  have  got  to  define  a 
boundary,  and  we  have  got  to  then  force  hopefully  smart  changes 
in  the  system  that  will  allow  us  to  reach  that  goal,  whatever  we 
decide  that  goal  is.  Now  in  Germany,  as  you  remember,  we  talked 
to  the  doctors  and  they  said,  "We  have  lost  the  negotiation  for  3 
years  and  we  are  mad.  We  are  going  to  win  next  year."  We  talked 
to  the  hospital  people  and  they  said,  "Yes,  we  beat  the  doctors 
three  times.  Now  they  are  going  to  win  this  year  and  we  are  going 
to  lose." 

Now  you  are  not  going  to  get  that  kind  of  an  outcome  if  there  is 
no  boundary.  Nobody  is  going  to  lose.  Why  should  you  lose?  They 
are  not  losing.  You  know,  I  am  sure  there  are  physicians  that  say, 
"You  know,  I  have  got  to  have  another  hit  on  my  income  to  reach 
my  expectation  of  where  I  ought  to  be."  I  don't  begrudge  them 
that.  I  understand  that.  Everybody  wants  to  do  that.  But  if  there  is 
no  discipline  in  the  system,  then  everybody  kind  of  does  what  they 
want  to  do. 

And  what  happens,  as  I  understand  in  Germany,  is  because  the 
government  has  said,  "This  is  it  and  no  more,"  they  are  forced  to 
be  at  that  table.  It  is  very  important  that  they  are  at  that  table.  I 
think  that  is  critical,  because  they  are  then  in  on  the  takeoff;  they 
will  be  there  for  the  crash  landing.  They  had  their  say,  they  win  or 
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lose,  but  at  least  they  were  there,  and  I  think  that  is  darned  impor- 
tant. And  they  live  with  it.  They  have  a  culture  of  doing  this,  a 
tradition.  They  do  this  in  wage  negotiations.  They  are  good  at  this. 
They  get  along. 

But  until  we  try,  we  are  never  going  to  get  those  decisions  made, 
and  I  just  think  we  need  to  learn  from  that. 

Mr.  Levin.  You  describe  it  so  well,  as  usual,  and  I  hope  everyone 
will  listen  and  not  let  the  slogans  in  their  heads  turn  them  off. 

Mr.  Gephardt.  I  thank  the  gentleman. 

Chairman  Rostenkowski.  Mr.  Dorgan. 

Mr.  Dorgan.  Thank  you  very  much,  Mr.  Leader. 

Mr.  Gephardt.  Thank  you. 

Mr.  Guarini.  Mr.  Chairman,  may  I  have  just  one  last  question  of 
the  Leader? 

Oregon  has  an  experiment  that  is  going  on  right  now  about  how 
they  have  quantified  and  enumerated  priorities.  And  your  story 
about  your  father  touched  me  because  I  had  the  same  exact  experi- 
ence. I  had  one  doctor  who  said,  "Take  him  home  and  let  him  die." 
He  had  lung  cancer;  no  operation  would  help.  Another  doctor  said, 
"Well,  you  never  know  when  you  open  him  up.  Maybe  there  would 
be  a  long-shot  chance."  And  I  had  to  make  a  decision,  and  I  made  a 
decision  not  to  cut  my  father  off.  To  this  very  day  I  wonder  wheth- 
er or  not  I  made  the  right  decision.  Do  you  take  it  really  to  the 
end? 

So  there  is  something  to  say  about  a  sense  of  consciousness  that 
you  have  as  to  where  you  cut  off,  where  you — if  a  person  has  5- 
percent  chance,  a  3  percent  chance,  do  you  cut  it  off?  Oregon  is 
saying  you  do  cut  it  off  somewhere.  Are  you  familiar  and  can  you 
comment  on  the  Oregon  experiment? 

Mr.  Gephardt.  I  know  a  little  about  it,  and  I  guess  my  thought  is 
that  if  we  do  these  things  just  piecemeal,  State-by-State,  and  we 
don't  have  a  Federal  or  a  national  blueprint  that  we  are  trying  to 
follow,  I  am  not  sure  we  are  going  to  like  all  the  outcomes.  I  don't 
have  any  particular  criticism. 

And  I  don't  think  we  should  get  carried  away,  that  we  are  going 
to  save  this  system  by  pulling  the  plug  on  our  parents  earlier.  I 
don't  want  to  be  misunderstood  here.  This  is  one  little  part,  one 
little  part  of  an  overall  problem  that  we  face,  and  it  is  going  to 
take  a  lot  of  things.  I  just  used  that  as  an  example  of  where  you 
might  begin  making  some  different  decisions. 

Look,  all  of  us  want  to  be  immortal.  All  of  us  want  to  live  for- 
ever. There  are  some  unfortunate  facts  we  have  to  confront.  You 
know,  my  dad  could  have  probably  used  a  heart  transplant  at  age 
80  when  he  was  on  the  respirator.  Was  that  smart?  I  mean,  you 
know,  there  has  got  to  be  a  boundary  to  this  thing.  There  has  got 
to  be  some  sense  brought  to  it. 

Mr.  Dorgan.  Would  you  yield? 

Mr.  Guarini.  Yes,  I  yield. 

Mr.  Gephardt.  I  mean,  we  aren't  inoculating  kids  today.  We 
have  lots  of  kids  that  don't  have  basic  immunizations.  Does  that 
make  any  sense?  You  will  never  get  us  to  make  these  tough  deci- 
sions on  what  we  are  going  to  do  unless  there  is  some  limit. 

Chairman  Rostenkowski.  It  is  tough. 

Mr.  Dorgan. 
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Mr.  Dorgan.  You  raised  the  question:  when  is  too  much  spend- 
ing too  much?  All  of  us  have  heard  anecdotal  evidences.  For  exam- 
ple, the  94-year-old  woman  in  a  nursing  home  for  whom  a  mammo- 
gram was  ordered  by  the  attending  physician;  the  question  is,  why? 
What  would  they  have  done  if  they  had  found  something  in  the 
mammogram? 

A  fellow  at  a  town  meeting  stood  up,  at  a  health  care  meeting 
that  I  had  and  said,  "I  know  of  an  instance  in  which  there  was  a 
double  transplant  of  heart  and  lungs.  If  we  as  a  society  don't  un- 
derstand that  when  your  heart  is  gone  and  you  have  lost  your 
lungs,  that  you  are  dead,  then  we  are  going  to  have  a  lot  of  trouble 
controlling  costs."  And  the  point  he  was  raising  is  that  we  don't 
have  the  capability  of  understanding  when  it  is  over,  when  enough 
is  enough. 

All  of  us,  I  think,  including  me,  have  had  the  same  experiences 
you  have  had  in  a  nursing  home  for  a  month  and  two  months, 
asking  the  questions,  "When  is  it  over?"  and  "How  much  addition- 
al money  should  be  spent  in  the  nursing  home  and  the  hospital?" 
Those  are  agonizing  questions.  I  am  not  even  sure  the  public  sector 
is  equipped  to  answer  them,  but  someone  must  answer  them  at 
some  point  if  we  are  going  to  truly  control  costs. 

I  did  want  to  say  this.  I  was  not  present  for  all  of  your  testimony, 
but  you  are  absolutely  correct  that  this  issue  is  summarized  by  the 
notion  that  most  Americans  feel  health  care  costs  too  much.  The 
double  and  triple  the  rate  of  inflation  escalation  of  prices  each  year 
is  taking  health  care  out  of  the  reach  of  far  too  many  American 
families,  and  it  is  driving  them  wild  because  they  don't  know  what 
to  do  about  it.  They  want  someone  to  intervene  to  try  to  solve  this 
problem.  That  is  the  issue.  Cost,  price  control,  that  is  the  issue  we 
have  to  deal  with. 

Mr.  Gephardt.  Exactly. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Thank  you,  Mr.  Leader. 

Mr.  Gradison.  Welcome  to  the  committee,  Bill.  It  is  certainly  nice 
to  have  you  in  the  witness  chair.  We  are  looking  forward  to  your 
testimony. 

STATEMENT  OF  HON.  BILL  GRADISON,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  OHIO  ON  BEHALF  OF  HON. 
ROBERT  H.  MICHEL,  REPUBLICAN  LEADER  OF  THE  U.S.  HOUSE 
OF  REPRESENTATIVES,  THE  REPUBLICAN  LEADERSHIP,  AND 
THE  REPUBLICAN  LEADERS  TASK  FORCE  ON  HEALTH 

Mr.  Gradison.  Thank  you,  Mr.  Chairman.  I  do  appreciate  this 
opportunity  to  appear  before  our  committee,  and  I  will  focus  my 
comments  on  the  President's  health  care  agenda.  I  appear  at  the 
request  of  the  House  Republican  leader,  Bob  Michel,  and  on  behalf 
of  the  Republican  leadership  and  the  Leader's  Task  Force  on 
Health. 

Mr.  Chairman,  I  would  appreciate  it  if  you  would  agree  to  put  in 
the  record  my  prepared  statement. 

Chairman  Rostenkowski.  Without  objection,  your  entire  state- 
ment will  appear  in  the  record. 
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Mr.  Gradison.  Also  I  would  like  to  offer  for  the  record  the  initial 
report  and  recommendations  of  the  Republican  Leader's  Task 
Force  on  Health,  dated  December  10  of  last  year. 

Chairman  Rostenkowski.  If  there  is  no  objection. 

Mr.  Gradison.  And  the  President's  Comprehensive  Health  Care 
Reform  Program  dated  February  6  of  this  year. 

Chairman  Rostenkowski.  If  there  is  no  objection. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

It  is  a  special  honor,  of  course,  to  follow  our  former  Ways  and 
Means  colleague,  Majority  Leader  Gephardt.  We  worked  closely  to- 
gether on  health  legislation  when  he  was  on  this  committee.  Just 
as  he  led  the  fight  on  the  Democratic  side  against  President 
Carter's  hospital  cost  containment  program,  so  did  I  on  the  Repub- 
lican side. 

Only  now,  with  the  major  push  towards  managed  care,  has  a  pro- 
competitive  policy  which  we  jointly  supported  14  years  ago  been 
put  to  the  test,  and  from  all  accounts  it  holds  great  promise  for 
slowing  health  care  inflation  without  undermining  quality  of  care. 
The  President's  plan  would  move  Federal  health  care  programs 
into  the  mainstream  of  managed  care  rather  than  stultifying  medi- 
cal progress  through  Federal  price  controls. 

All  of  us  thank  God  for  the  recovery  of  Matt  Gephardt.  We  all 
want  the  miracles  of  modern  medicine  to  be  available  to  all  our 
citizens,  to  all  our  families.  The  goal  is  agreed  to.  The  question  is 
how  to  reach  that  goal. 

It  may  be  good  theater  and  even  good  politics  to  criticize  the 
President's  plan,  but  frankly  the  President's  plan  sees  the  world 
differently  than  some  of  my  Democratic  colleagues  do.  The  Presi- 
dent's plan  wants  to  prevent  those  who  need  medical  treatment 
from  having  to  wait  in  line  sometimes  for  months,  as  in  Canada,  or 
from  being  denied  care  completely,  as  is  true  with  some  conditions 
in  Great  Britain. 

Mr.  Chairman,  the  American  people  believe  their  health  care 
system  is  broken,  and  they  are  right  about  that,  and  they  want  it 
fixed,  and  they  are  right  about  that,  too.  The  question  of  reforming 
health  care  isn't  whether  improvements  are  needed  but  what  form 
those  changes  will  take  and  when  they  will  occur. 

The  President  has  responded  to  this  public  concern  with  a  com- 
prehensive health  reform  proposal.  His  plan  addresses  in  dramatic 
fashion  the  two  primary  issues  facing  this  Nation's  health  care 
system:  access  to  affordable  health  insurance  and  escalating  costs. 

The  President's  plan  is  designed  to  maintain  the  basic  strengths 
of  the  American  health  care  system.  It  recognizes  that  Americans 
want  to  continue  to  have  immediate  access  to  the  highest  quality 
care  in  the  world,  and  they  want  to  choose  their  health  care  pro- 
viders. 

The  President's  proposals  adhere  to  the  framework  of  the  recom- 
mendations which  the  Republican  Leader's  Task  Force  on  Health 
has  developed.  My  Republican  colleagues  and  I  are  agreed  that  the 
President's  plan  provides  the  right  path  for  reform. 

The  Congress  is  now  at  a  crossroads.  Does  it  follow  the  Presi- 
dent's lead  and  work  within  the  current  health  care  system  to  fix 
the  problems  which  admittedly  exist,  or  do  we  take  a  more  radical 
path  and  turn  the  system  upside  down?  In  my  view  the  President's 
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plan  will  move  us  in  the  right  direction,  toward  consumer  choice, 
not  Government  coercion;  toward  timely  treatment,  not  waiting 
lists  for  needed  care;  toward  ever  better  quality  of  care,  not  arbi- 
trary limits  on  the  use  of  new  technologies. 

How  would  the  President's  plan  accomplish  these  ends?  Well, 
first  his  plan  offers  tax  reforms  which  will  make  insurance  cover- 
age available  to  those  who  can  afford  it  least  right  now. 

Second,  it  assures  all  Americans  that  current  and  future  employ- 
ers will  not  cancel  their  insurance  if  they  or  their  dependents 
become  ill. 

Third,  it  mandates  insurance  reforms  which  will  enable  small 
employers  to  purchase  more  affordable  coverage  for  their  employ- 
ees, as  well  as  tax  policy  changes  which  give  the  self-employed  a 
deduction  for  their  premium  costs. 

Fourth,  it  promotes  managed  care  and  requires  malpractice 
reform  which  will  help  restrain  health  care  costs. 

Fifth,  it  expands  the  development  of  consumer  information  and 
sets  in  place  a  process  to  reduce  unnecessary  administrative  over- 
head, reforms  which  should  reduce  costs  and  make  the  purchase  of 
health  care  more  consumer  friendly. 

Finally,  the  President's  plan  provides  options  for  reducing  the 
costs  of  Federal  medical  entitlement  programs.  I  know  this  is  a 
controversial  issue,  Mr.  Chairman,  but  if  the  Congress  fails  to  get 
Federal  health  spending  under  control,  how  can  we  expect  all  of 
the  non-Federal  programs  to  do  likewise?  Also,  as  we  expand  access 
to  health  coverage,  it  should  be  less  necessary  to  subsidize  so-called 
disproportionate  share  hospitals  through  Federal  entitlement  pro- 
grams, because  more  of  the  people  showing  up  at  the  emergency 
rooms  will  have  health  insurance  than  have  it  today. 

In  contrast  to  the  President's  plan,  Mr.  Chairman,  as  you  know, 
Democrats  in  the  Congress  have  come  forth  with  several  versions 
of  health  reform.  I  want  to  comment  briefly  on  aspects  of  these 
plans,  but  before  doing  so  I  want  to  observe — and  I  mean  this  in  all 
frankness  and  all  sincerity,  Mr.  Chairman — I  think  the  health 
policy  debate  would  be  moved  along  for  the  benefit  of  the  public, 
and  in  order  to  move  us  toward  a  conclusion,  if  the  Democratic 
Party  could  coalesce  around  a  single  plan. 

We  have  at  least  three  major  plans  represented  by  leading  Demo- 
cratic sponsors  in  our  own  committee,  and  you  know  these  are  in- 
consistent plans.  If  you  have  one,  if  you  take  plan  A,  plan  B  is  not 
accepted.  They  are  inconsistent  with  each  other.  Whether  you  like 
our  plan  or  not,  we  are  tending  to  coalesce  around  it.  It  would  be 
useful  if  you  all  had  a  plan  you  coalesced  around.  Then  we  could 
have  a  debate  about  the  pros  and  cons  of  those  plans. 

Some  Democrats  have  proposed  Canada-like  national  health  in- 
surance. This  alternative  would  offer  cradle-to-grave  coverage  for 
all  Americans,  but  at  what  price?  The  price  is  seldom  discussed.  To 
make  first-dollar  coverage  available  for  everyone,  prices  must  be 
arbitrarily  controlled  and  taxes  substantially  raised. 

Price  controls,  in  my  judgment,  will  result  in  waiting  lines  for 
needed  services.  Such  controls  would  remove  both  the  incentives  to 
develop  and  the  resources  to  assure  Americans  access  to  the  latest 
medical  advancements.  Under  national  health  insurance  Ameri- 
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cans  are  simply  unlikely  to  receive  the  kind  of  service  they  have 
come  to  expect  for  themselves  and  their  families. 

At  the  same  time,  the  price  tag  for  universal  coverage  will  cost 
the  average  American  family  over  $4,000  a  year  in  new  taxes,  and 
that  is  just  at  the  beginning;  that  is  just  for  starters.  As  time  goes 
on,  who  knows  how  high  these  taxes  will  go?  If  the  Democratic 
Party  favors  a  large  tax  increase  to  pay  for  health  care,  let  it  say 
so  and  let  the  voters  decide  this  fall  if  that  is  the  direction  in 
which  they  want  us  to  move. 

Another  Democratic  plan  which  we  hear  so  much  about  is  called 
play-or-pay.  Now  in  my  view  pay-or-play  is  wrong  for  America. 
This  plan  would  place  a  real  burden  on  workers.  It  will  cost  hun- 
dreds of  thousands  of  jobs  and  it  will  harm  most  those  Americans, 
low-paid  workers,  who  can  least  afford  to  take  the  pay  cuts  or,  even 
worse,  lose  their  jobs. 

Such  unfortunate  results  are  in  stark  contrast  to  the  outcome  of 
the  President's  tax  credit  proposal,  which  increases  access  for 
health  insurance  rather  than  the  unemployment  rolls.  Clearly  for 
the  working  poor,  Mr.  Chairman,  the  President's  plan  is  superior' 
to  pay-or-play  because  his  plan  does  not  force  low-income  employ- 
ees to  pay  a  substantial  part  of  the  premium  in  order  to  receive 
coverage. 

It  is  a  misnomer  to  describe  play-or-pay  as  an  employer  mandate. 
Yes,  it  is  an  employer  mandate,  but  it  is  also  a  mandate  on  employ- 
ees to  pay  up  to  20  percent  of  the  cost.  That  was  true  of  the  Pepper 
Commission  recommendation.  It  is  true  of  the  Mitchell  bill,  as  well. 
Further,  under  pay-or-play  many  employers  would  have  an  incen- 
tive to  choose  the  pay  option.  The  employer  will  pay  higher  taxes, 
but  for  the  worker  it  means  a  transfer  to  what  we  now  call  the 
State  Medicaid  Program. 

I  have  heard  a  lot  of  discussion  about  this  among  my  constitu- 
ents, Mr.  Chairman,  and  from  what  I  hear  the  last  thing  that 
workers  want  is  to  be  under  Medicaid.  If  they  have  employer  cover- 
age, they  want  to  keep  it,  and  the  President's  plan  will  help  them 
to  pay  for  it.  Pay-or-play  cannot  assure  those  who  have  employer- 
paid  health  insurance  that  they  will  be  allowed  to  keep  it.  Indeed, 
it  will  encourage  many  employers  to  transfer  that  responsibility  to 
what  is  now  called  the  State  Medicaid  Program. 

No  choice  was  ever  clearer,  nor,  I  might  add,  the  need  for  action 
more  urgent.  However,  the  stalemate  on  health  reform  should  not 
stand  in  the  way  of  this  committee  and  the  Congress  doing  its  job. 
There  are  reforms  which  could  be  legislated  now. 

Both  you,  Mr.  Chairman,  as  well  as  the  chairman  of  the  Finance 
Committee,  have  proposed  health  insurance  reform.  Senator  Bent- 
sen  is  moving  forward  with  his  approach  in  the  Finance  Committee 
this  very  day.  His  plan  is  consistent  with  the  President's  proposal 
and  many  bills  introduced  by  Members  from  my  side  of  the  aisle, 
and  I  hope  you  will  consider  having  this  committee  take  up  insur- 
ance reform  sooner  rather  than  later. 

I  might  add  that  it  is  our  understanding,  Mr.  Chairman,  that  the 
bill  which  the  chairman  of  the  Finance  Committee  intends  to  lay 
before  the  Finance  Committee  today  would  include  a  100  percent 
deduction  for  health  insurance  premiums  for  the  self-employed, 
that  is,  25  percent  this  year  and  100  percent  in  1993  and  1994; 
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small  employer  health  insurance  reform;  elimination  of  the  loss  of 
health  insurance  resulting  from  preexisting  condition  exclusions; 
and  penalty-free  IRA  withdrawals  for  serious  medical  expenses, 
among  other  provisions. 

Frankly,  I  think  we  have  broad  consensus  for  those  plans,  and  it 
was  disappointing  to  me  to  hear  the  earlier  colloquy  about  how 
that  was  a  bad  idea  to  tack  onto  the  tax  bill.  If  it  is  a  good  idea, 
let's  get  on  with  it,  or  if  it  is  to  be  separated,  let's  not  use  that  as 
an  excuse  for  delay. 

Mr.  Chairman,  to  be  frank,  the  Congress — and  this  is  true  of 
both  parties,  let  me  make  this  clear — the  Congress  can  choose  to 
play  politics  with  health  reform  or  act  now  on  the  areas  of  general 
agreement  between  the  two  parties  and  the  branches  of  govern- 
ment. To  wrangle  over  this  issue  for  political  purposes  not  only 
would  be  a  shame,  it  would  be  a  gross  irresponsibility  in  light  of 
the  real  problems  faced  by  more  and  more  Americans. 

Mr.  Chairman,  all  of  our  constituents  are  looking  to  the  Commit- 
tee on  which  we  both  serve  for  leadership  on  this  subject.  I  hope 
they  won't  have  to  wait  much  longer. 

I  thank  my  colleagues  for  this  chance  to  appear,  and  that  con- 
cludes my  prepared  statement,  Mr.  Chairman. 

[The  prepared  statement  and  additional  material  follow.  Oral 
testimony  continues  on  p.  205.] 
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Statement  by  The  Hon.  Bill  Gradison 
Before  the  House  Ways  and  Means  Committee 
March  3, 1992 


Mr.  Chairman,  I  appreciate  the  opportunity  to  come  before  the  Ways 
and  Means  Committee  to  comment  on  the  President's  health  care  agenda. 
Today,  I  appear  before  the  Committee  at  the  request  of  the  House 
Republican  leader,  BotrMrchel,  on  behalf  of  the  Republican  leadership  and 
the  Leader's  Task  Force  on  Health. 

Mr.  Chairman,  the  American  people  believe  their  health  care  system 
is  broken  and  they  want  it  fixed.  The  question  of  reforming  health  care  is 
no  longer  whether  improvements  are  needed,  but  what  form  those 
changes  will  take,  and  when  they  will  occur. 

The  President  has  responded  to  this  public  concern  with  a 
comprehensive  health  reform  proposal.  His  plan  addresses  in  dramatic 
fashion  the  two  primary  issues  facing  this  nation's  health  care  system  - 
access  to  affordable  health  insurance  and  escalating  costs. 

The  President's  plan  is  designed  to  maintain  the  basic  strengths  of 
American  health  care.  It  recognizes  that  Americans  want  to  continue  to 
have  immediate  access  to  the  highest  quality  care  in  the  world  and  they 
want  to  choose  their  health  care  providers. 

The  President's  proposals  adhere  to  the  framework  of 
recommendations  which  the  Republican  Leader's  Task  Force  on  Health 
have  developed.  My  House  Republican  colleagues  and  I  agree  that  the 
President's  plan  provides  the  right  path  for  reform. 

The  Congress  is  now  at  a  crossroads.  Does  it  take  the  President's 
lead  and  work  within  the  current  health  care  system  to  fix  the  problems 
which  exist?  Or,  does  the  Congress  take  one  of  the  more  radical  paths  and 
turn  the  system  upside  down? 

In  my  view,  the  President's  plan  will  move  us  in  the  right  direction  - 
towards  consumer  choice,  not  government  coercion:  towards  timely 
treatment,  not  waiting  lists  for  needed  care;  towards  ever  better  quality 
care,  not  arbitrary  limits  on  the  use  of  new  technologies. 

How  would  the  President's  plan  accomplish  these  ends? 

First,  his  plan  offers  tax  reforms  which  will  make  insurance  coverage 
available  to  those  who  can  least  afford  it  now. 

Second,  it  assures  all  Americans  that  current  and  future  employers 
will  not  cancel  their  insurance  if  they  or  their  dependents  become  ill. 

Third,  it  mandates  insurance  reforms  which  will  enable  small 
employers  to  purchase  more  affordable  coverage  for  their  employees  as 
well  as  tax  policy  changes  which  give  the  self-employed  a  deduction  for 
their  premium  costs. 

Fourth,  it  promotes  managed  care  and  requires  malpractice  reform 
which  will  help  restrain  health  care  costs. 

Fifth,  it  expands  the  development  of  consumer  information  and  sets 
in  place  a  process  to  reduce  unnecessary  administrative  overhead,  reforms 
which  should  reduce  costs  and  make  the  purchase  of  health  care  more 
consumer  friendly. 
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Finally,  the  President's  plan  provides  options  for  reducing  the  costs 
of  federal  medical  entitlement  programs.  If  the  Congress  fails  to  get  federal 
health  spending  under  control,  how  can  we  expect  Americans  or  their 
employers  to  do  likewise?  Also,  as  we  expand  access  to  health  coverage,  it 
should  be  less  necessary  to  subsidize  so-called  "disproportionate  share' 
hospitals  through  federal  entitlement  programs. 

In  contrast  to  the  President's  plan,  the  Democrats  have  come  forth 
with  several  versions  of  health  reform.  I  want  to  comment  briefly  on 
aspects  of  these  plans,  but  before  I  do  I  want  to  observe  that  the  health 
policy  debate  would  be  moved  along,  for  the  benefit  of  the  American 
people,  if  the  Democrats  could  coalesce  around  a  single  plan. 

Some  Democrats  have  proposed  Canada-like  national  health 
insurance.  This  alternative  would  offer  'cradle  to  grave"  coverage  for  all 
Americans,  but  at  what  price?  To  make  first-dollar  coverage  available  for 
everyone,  prices  must  be  arbitrarily  controlled  and  taxes  substantially 
raised. 

Price  controls  will  result  in  waiting  lines  for  needed  services  just  as 
they  did  with  gasoline  not  many  years  ago.  Such  controls  would  remove 
both  the  incentives  to  develop  and  the  resources  to  assure  Americans 
access  to  the  latest  medical  advancements.  Under  national  health 
insurance,  Americans  are  simply  unlikely  to  receive  the  kind  of  service  they 
have  come  to  expect  for  themselves  and  their  families.  At  the  same  time, 
the  price  tag  for  universal  coverage  will  cost  the  average  American  family 
over  $4.000  in  new  taxes  and  that  is  just  for  starters.  As  time  goes  on,  who 
knows  how  high  these  taxes  will  go? 

Another  Democratic  plan  which  we  hear  so  much  about  is  "pay  or 
play."  In  my  view  "pay  or  play,"  is  wrong  for  America.  This  plan  would 
place  a  real  burden  on  workers.  It  will  cost  hundreds  of  thousands  of  jobs 
and  it  will  harm  most  those  Americans  who  can  least  afford  to  take  the  pay 
cut  or,  even  worse,  lose  their  jobs.  Such  unfortunate  results  are  in  stark 
contrast  to  the  outcome  of  the  President's  tax  credit  proposal,  which 
increases  access  to  health  insurance  rather  than  the  unemployment  rolls. 

Clearly,  for  the  working  poor,  the  President's  plan  is  superior  to  "pay 
or  play'  because  his  plan  does  not  force  low  income  employees  to  pay  a 
substantial  part  of  the  premium  in  order  to  receive  coverage. 

Further,  under  "pay  or  play"  many  employers  would  have  an 
incentive  to  choose  the  "pay"  option.  The  employer  will  pay  higher  taxes, 
but  for  the  worker,  it  means  a  transfer  to  what  we  now  call  the  state 
Medicaid  program. 

From  what  I  hear,  this  is  the  last  thing  workers  want.  Instead, 
workers  want  to  keep  their  employer's  coverage.  The  President's  plan  will 
help  them  pay  for  it.  "Pay  or  play"  can  not  assure  they  will  be  allowed  to 
keep  what  they  now  have. 

No  choice  was  ever  clearer.  Nor  the  need  for  action  more  urgent. 
However,  the  stalemate  on  health  reform  should  not  stand  in  the  way  of 
this  Committee  and  the  Congress  doing  its  job.  There  are  reforms  which 
could  be  legislated  now. 

Both  you,  Mr.  Chairman,  as  well  as  the  Chairman  of  the  Finance 
Committee,  have  proposed  health  insurance  reform.  Senator  Bentsen  is 
moving  forward  with  his  approach  in  the  Finance  Committee  today.  His 
plan  is  consistent  with  the  President's  proposal  and  many  bills  introduced 
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by  members  from  my  side  of  the  aisle.  I  hope  you  will  consider  having  this 
Committee  take  up  insurance  reform  -  sooner,  rather  than  later. 

Mr.  Chairman,  to  be  frank,  the  Congress  can  choose  to  play  politics 
with  health  reform  or  act  now  on  the  areas  of  general  agreement  between 
the  two  parties  and  the  branches  of  government.  To  wrangle  over  the  issue 
for  political  purposes  would  be  a  shame  and,  worse,  gross  irresponsibility 
in  light  of  the  real  problems  faced  by  more  and  more  Americans. 

Mr.  Chairman,  we  look  to  you  for  leadership. 
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INITIAL  REPORT 

REPUBLICAN  LEADER'S  TASK  FORCE 
ON  HEALTH 

DECEMBER  10,  1991 

The  health  care  system  in  the  United  States  should  provide  affordable, 
high  quality  care  and  reflect  the  following  basic  American  values:  choice, 
quality,  security,  availability,  affordability,  and  fairness.  Those  aspects  of  the 
current  system  that  reflect  those  values  should  be  preserved;  those  aspects 
that  do  not  should  be  changed. 

We  propose  to  restructure  our  health  care  system  in  a  way  that 
ensures  enhancement  of  these  values  under  a  competitive  system  refereed 
by  the  government.  Our  purpose  is  to  expand  health  care  for  those  who  do 
not  have  it  and  protect  health  care  for  those  who  do. 


CHOICE 


Under  our  health  care  system,  Americans  have  had  the  basic  right  to 
choose  their  doctors,  hospitals,  and  the  type  of  care  most  suited  to  their 
needs.  This  personal  control  over  their  own  health  care  must  be 
maintained. 
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Government-run  national  health  insurance  proposals  would  restrict 
choice  by  limiting  the  options  and  alternatives  available.  In  Germany  for 
instance,  your  personal  physician  cannot  care  for  you  while  you  are  in  the 
hospital. 

Our  proposals  would  guarantee  choice  by  increasing  the  availability  of 
health  insurance  for  those  who  presently  do  not  have  access  to  such 
insurance. 


QUALITY 

The  quality  of  health  care  in  the  United  States  is  the  best  in  the  world. 
The  high  level  of  technology  and  doctor/patient  relationships  we  have  is  in 
no  small  part  due  to  our  free  enterprise  system  in  the  health  care  field. 

Countries  with  national  health  insurance  systems  tall  short  of  our  level 
of  quality,  because  the  system  does  not  encourage  technological 
advancement  just  as  government-run  economies  ultimately  tail  to  generate 
economic  progress. 

The  knowledge  that  the  best  possible  care  is  available  in  the  event  of 
serious  illness  is  highly  valued  by  the  American  people.  We  must  continue  to 
encourage  technological  advancement  and  good  doctor/patient 
relationships. 
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SECURITY 

All  Americans  should  feel  secure  about  their  health  care.  People 
should  not  be  afraid  to  change  jobs  for  fear  of  losing  health  insurance.  We 
propose  reforms  that  will  make  it  easier  to  retain  health  care  coverage  when 
changing  jobs. 

Families  should  not  have  to  worry  about  losing  health  insurance,  or 
being  denied  health  insurance,  or  having  to  incur  sharp  increases  in  the  cost 
of  health  insurance,  because  of  serious  illness  over  which  they  have  no 
control.  We  propose  reforms  which  would  help  to  alleviate  that  worry. 

Older  Americans  should  not  have  to  worry  about  what  will  happen  to 
them  if  they  become  incapacitated.  We  propose  long-term  care  programs 
designed  to  ease  that  concern. 

AV ATT  Attn  TTY 

Health  care  should  be  available  to  all  Americans,  regardless  of 
economic  circumstances.  This  should  include  both  timely  access  to 
necessary  care  and  the  availability  of  affordable  insurance  coverage. 

One  of  the  positive  aspects  of  our  current  health  care  system  is  the 
readily  available  treatment  for  most  illnesses.  This  is  not  the  case  under 
national  health  insurance  systems,  where  care  is  often  either  rationed  or 
frequently  unavailable  for  a  significant  period  of  time.  Elderly  folks  in 
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particular  under  these  systems  are  often  denied  access  to  medical 
procedures  simply  because  of  their  age.  We  must  not  allow  such  restrictions 
on  care  in  the  United  States. 

Lack  of  insurance  coverage,  however,  is  a  problem  that  must  be 
resolved.  We  propose  to  do  so  by  making  it  easier  for  small  employers  to 
purchase  group  coverage  for  their  employees  and  prohibiting  the  exclusion 
from  coverage  due  to  health  status.  We  also  propose  expanded  community 
health  centers  and  rural  health  care  facilities  to  provide  care  in  those 
instances  where  it  is  otherwise  unavailable. 

AFFORD  ABILITY 

If  health  care  is  to  be  effectively  available,  it  also  must  be  affordable. 
The  key  to  affordability  is  cost  control. 

Proposals  for  nationalized  health  care  and  other  centrally-run  systems 
would  control  costs  through  price  controls  on  providers.  Price  controls, 
however,  are  seldom  effective,  and  more  often  than  not  have  the  negative 
result  of  limiting  the  availability  of  service  and  products  and  reducing 
incentives  for  innovation.  In  Canada,  for  instance,  not  only  do  they  lack  the 
level  of  advanced  technology  that  we  have,  but  Canadians  often  come  to  the 
United  States  for  care  that  is  unavailable  under  the  price-controlled 
Canadian  system. 
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We  propose  to  control  costs  through  reforms  that  emphasize 
increased  competition  and  the  elimination  of  artificial  cost  stimulants  in  the 
marketplace.  These  reforms  include  the  elimination  of  state  laws  that 
restrict  competitive  development  of  health  care  plans  and  mandate  certain 
types  of  coverage  which  add  to  the  cost  of  health  insurance  plans. 

We  would  also  reform  medical  malpractice  laws  which  serve  to 
increase  provider  costs  and  encourage  excessive  testing  and  other  forms  of 
defensive  medicine.  Such  reforms  would  among  other  things  limit  the 
excessive  attorney  fees  which  are  at  the  root  of  much  of  what  is  wrong  with 
our  present  malpractice  system. 

Cooperation  among  hospitals,  doctors,  and  other  providers  for  the 
purpose  of  reducing  costs  is  often  discouraged  by  our  antitrust  laws.  Such 
laws  should  be  reexamined. 

Excessive  paperwork  not  only  adds  to  the  cost  of  health  care,  but  also 
increases  its  complexity.  We  propose  paperwork  simplification  through  the 
use  of  uniform  claim  forms  and  electronic  billing  systems. 

FAIRNESS 

Our  health  care  system  must  treat  people  in  a  fair  and  equitable 
manner.  Nationalized  health  care  systems  which  ration  care,  force  people  to 
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wait  months  for  surgery,  deny  certain  types  of  care  to  elderly  citizens,  and 
often  condition  care  on  the  basis  of  political  influence,  are  inherently  unfair. 

We  propose  to  enhance  fairness  by  equalizing  tax  deductions  for  health 
insurance  premiums,  by  expanding  insurance  coverage  and  making  it  more 
equitable,  and  by  eliminating  excesses,  such  as  in  the  malpractice  field, 
which  often  result  In  unfair  advantages  for  some  as  against  others. 


PROPOSED  REFORMS 

Congress  can  and  should  address  the  problem  areas  that  prevent 
Americans  from  fully  realizing  the  values  they  expect  from  their  health  care 
system.  Steps  can  be  taken  early  next  year  to  begin  accomplishing  this 
objective. 

We  propose  the  following  steps  as  initial  reforms  and  improvements. 
We  recognize  that  these  proposals,  like  those  of  others  who  seek  to  improve 
the  health  care  system,  require  financing.  We  intend  to  work  cooperatively 
with  our  colleagues  in  the  Congress  and  with  the  Executive  Branch  to 
identify  appropriate  sources  of  revenues  or  reductions  in  other  spending 
programs  so  that  these  essential  health  care  reforms  can  be  implemented 
on  a  deficit  neutral  basis. 
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11  is  important  to  undertake  these  initial  steps  that  have  a  reasonable 
chance  of  enactment  rather  than  take  an  all-or-nothing  approach  that  may 
not  leave  us  with  any  reforms  for  several  years. 

Health  care  is  too  important  for  us  to  rush  ahead  with  ill-thought-out 
schemes  that  have  not  been  fully  evaluated.  Wc  believe  that  Congress  must 
move  ahead  with  generally  acceptable  changes  that  can  bring  people 
immediate  relief  while  continuing  its  evaluation  of  comprehensive  reforms. 
This  task  force  is  pledged  to  work  in  this  direction  and  will  ultimately 
recommend  overall  changes  that  will  enable  the  American  people  to  fully 
realize  their  health  care  values. 
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I.  improved  Access  to  Affordable  Health  Insurance 

1.  Health  Deduction  Fairness 

All  individuals  should  receive  equal  treatment  under  the  tax  laws 
governing  the  deductibility  of  health  insurance  expenses. 

2.  Increased  Insurance  AffordabHitv  and  Availability 

-  Laws  regulating  the  health  insurance  industry  should  be  modified  to 
increase  the  availability  of  affordable  health  insurance,  particularly 
for  employees  of  small  businesses . 

-    Health  status  should  not  prevent  individuals  or  groups  from 
obtaining  adequate  health  insurance. 

-  Individuals  should  not  have  to  remain  in  a  job  they  would  otherwise 
leave  for  fear  of  losing  health  insurance  coverage. 

-  Extreme  variations  In  premiums  for  similar  health  insurance  should 
not  be  permitted. 

-  Employees  and  employers  should  have  the  freedom  to  choose  the 
type  of  health  insurance  that  is  best  for  them,  not  what  the  state 
tells  them  they  must  have. 

3.  Improved  Small  Employer  Purchasing  Power  of  Affordable  Health 

Insurance 

Incentives  should  be  provided  to  small  employers  to  form  groups  . 
for  the  purpose  of  purchasing  more  affordable  health  insurance. 
Such  arrangements  would  reduce  administrative  costs  and  increase 
the  purchasing  power  of  small  employers. 


II.  Health  Care  Cost  Containment 

1.  Malpractice  Reform 

The  medical  liability  system  should  be  reformed  to  encourage  the 
delivery  of  medically  necessary  health  care  and  to  ensure  that  all 
parties  are  treated  equally  and  fairly  in  cases  of  alleged  malpractice. 
Reforms  include,  among  other  items,  capping  attorney  fees  and 
awards  and  exploring  alternative  methods  of  resolving  malpractice 
cases.   Effective  malpractice  reforms  would  streamline  the  current 
malpractice  system  and  help  to  eliminate  unnecessary  costs 
associated  with  the  practice  of  "defensive  medicine." 
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2.  Expansion  of  Medical  Practice  Guidelines' 

The  development  of  guidelines  for  health  care  providers  in  the 
delivery  of  medical  care  should  be  expanded.   Such  guidelines  would 
encourage  the  provision  of  quality  and  appropriate  care.  In 
particular,  these  guidelines  could  be  used  as  standards  in 
malpractice  cases,  thereby  removing  the  incentive  for  providers  to 
practice  "defensive  medicine"  by  providing  services  that  are 
medically  unnecessary. 

3.  Increased  Availability  of  Cost  Conscious  Health  Plans 

Individuals  must  be  free  to  choose  the  types  of  health  care  plans 
that  are  right  for  them.  Their  choice  of  cost-effective  managed 
care  plans  should  not  be  limited  by  state  laws  that  restrict  the 
development  of  different  types  of  managed  care  plans. 

4.  Paperwork  Simplification 

The  current  billing  and  claims  filing  systems  should  be  simplified  to 
eliminate  excessive  paperwork.   Uniform  claims  forms  and  electronic 
billing  systems  should  be  developed  and  expanded  to  reduce  both 
the  cost  of  health  care  and  the  complexity  of  obtaining  and 
providing  it. 

5.  Increased  Cooperation  Among  Health  Care  Providers 

Hospitals,  doctors,  and  other  providers  should  be  free  to  develop 
innovative  strategies  for  providing  high-quality,  cost-effective  health 
care.  Therefore,  current  anti-trust  laws  which  may  inhibit  otherwise 
appropriate  competitive  strategies  to  offer  care  in  a  more  efficient 
manner  should  be  changed. 


111.      Health  Care  Safety  Net 

1.  Community  Health  Access 

It  is  crucial  to  build  on  what  works  in  our  current  health  care 
system,  and  one  component  that  is  successful  is  the  community 
health  center  program.  The  community  health  center  program 
should  be  expanded  to  reach  those  individuals  who  would  not 
otherwise  obtain  medical  care. 

2.  Rural  Health  Care  Initiatives 

Citizens  of  rural  communities  must  have  access  to  appropriate 
medical  care.   In  particular,  improvements  should  be  made  in  the 
delivery  and  administration  of  emergency  medical  services. 
Programs  that  encourage  providers  to  practice  in  rural  areas  should 
also  be  expanded. 
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3.  Siate  Flexibility 

To  encourage  the  development  of  innovative  strategies  for 
continuously  improving  our  health  care  system,  states  should  be 
given  flexibility  to  experiment  with  new  approaches  to  delivering  and 
financing  health  care  under  both  public  and  private  programs. 


IV.  Preventive  Care 

Adequate  preventive  services  are  important  to  the  well  being  of  each 
individual.   Preventive  services  can  also  avoid  the  need  for  more  costly 
treatment  by  identifying  medical  problems  earlier.   To  facilitate  the 
provision  of  preventive  services,  Medicare  should  cover  appropriate 
preventive  services  such  as  annual  screening  for  breast  cancer,  screening 
for  colorectal  cancer,  flu  and  tetanus  immunizations,  and  outpatient 
diabetes  education. 


V.  Long-Term  Care  Initiatives 

The  issue  of  long-term  care  must  be  addressed  in  the  context  of  health 
reform,  because  the  current  system  does  not  protect  individuals  adequately 
from  the  high  costs  of  such  care.  Among  other  reforms,  incentives  should 
be  given  to  both  individuals  and  employers  to  purchase  private  long-term 
care  insurance. 


Ill 


The  President's  Comprehensive 
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Chapter  1 


Overview 


HIGHLIGHTS:  The  President's  Plan  For  Comprehensive  Health  Care 

Reform 

The  President's  Plan  is  a  comprehensive,  market-based  reform  that  builds  on  the  strengths  of  our 
current  system  to  provide  access  to  affordable  insurance  for  all  Americans. 

•  The  President's  plan  guarantees  access  to  health  insurance  for  all  poor  families 

through  a  transferable  health  insurance  tax  credit  (certificate)— available  even  to  those  too 
poor  to  file  taxes — that  is  large  enough  to  purchase  a  basic  health  package  ($3,750  for  a  fam- 
ily). 

•  The  President's  plan  provides  insurance  security  for  all  Americans.  The  fear  of  "job 

lock"— where  workers  can't  move  to  another  job  without  losing  access  to  insurance — is  elimi- 
nated. Limits  on  the  availability  of  insurance  for  those  with  "preexisting  conditions"  are 
eliminated. 

•  The  President's  plan  will  reduce  the  cost  of  health  insurance  through  major  market 

reforms.  Smaller  businesses  and  individuals  would  be  pooled  into  larger  groups — so  they  can 
receive  the  same  favorable  health  coverage  enjoyed  by  large  employers.  Millions  of  people 
who  now  can  not  find  affordable  insurance  will  be  helped. 

•  The  President's  plan  provides  new  help  to  the  middle  class  to  pay  for  health  care.  Up 

to  $3,750  in  health  insurance  costs  can  be  deducted  by  families  with  incomes  less  than 
$80,000.  Over  90  million  Americans  will  receive  new  assistance  for  health  costs. 

•  The  President's  plan  encourages  the  growth  of  coordinated  care — in  private  plans,  Med- 

icare and  Medicaid.  Laws  limiting  coordinated  care  would  be  prohibited— as  would  costly 
State  mandated  benefit  laws.  The  comprehensive  plan  encourages  individuals,  employers  and 
health  providers  to  use  coordinated  care  systems. 

•  The  President's  plan  will  use  the  power  of  an  informed  marketplace  to  help  control 

costs  by  providing  consumers  with  better  information  and  by  giving  individuals  the  resources 
to  choose  the  coverage  that  best  meets  their  needs. 

•  The  President's  plan  would  reduce  administrative  costs  through  regulatory  reforms  that 

will  streamline  the  current  paperwork  maze,  and  through  market  reforms  that  allow  small 
employers  to  share — and  thereby  substantially  reduce — administrative  costs. 

•  The  President's  plan  includes  major  malpractice  reform.  A  comprehensive  liability  re- 

form plan  is  proposed  to  reduce  the  costs  of  malpractice  and  the  resulting  defensive  medicine 
that  burdens  the  U.S.  health  system. 

•  The  President's  plan  would  expand  services  in  underserved  areas.  Many  inner  city  and 

rural  areas  have  acute  shortages  of  doctors  and  clinics.  The  President's  budget  expands  fund- 
ing for  Community  Health  Centers,  Migrant  Health  Centers  and  the  National  Health  Service 
Corps  to  increase  preventive  care  in  these  areas. 

The  President's  Plan  Does  Not: 

—  include  governmental  price  regulation  or  rationing  of  health  care; 

—  burden  small  business  with  new  and  costly  mandates  that  will  stifle  the  creation  of  new  jobs 

and  be  passed  on  in  higher  product  costs  and  higher  taxes  for  all  Americans; 

—  require  massive  tax  increases  like  "play  or  pay"  and  national  health  insurance; 

—  threaten  poor  older  Americans  with  benefit  reductions  or  premium  increases. 
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The  President's  Plan  builds  on  a  system 
that  provides  the  world's  best  health  care. 
The  plan  provides  all  Americans  access  to 
affordable  health  care  coverage  through  a 
transferrable  health  insurance  credit  (cer- 
tificate)— available  even  to  low-income  Ameri- 
cans who  do  not  file  tax  returns — that  can 
be  applied  to  the  purchase  of  a  basic  health 
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benefit  package.  To  reduce  the  rapid  growth 
of  health  spending,  the  plan  makes  radical 
reforms  in  the  health  insurance  system  and 
includes  strong  incentives  for  the  development 
and  expansion  of  coordinated  care  systems 
and  other  efficient  arrangements  for  delivering 
high  quality  health  care. 


Summary  Highlights 


Expanding  Access  to  Health  Care  (See 
Chapters  3  and  4) 

Transferrable  Health  Insurance  Credits  (cer- 
tificate) and  Deductions — Benefitting  Approxi- 
mately 95  Million  Americans — 

•  A  transferrable  health  insurance  credit 
(certificate)  or  tax  deduction  would  be 
available  to  ensure  access  to  affordable 
health  care  coverage  for  moderate  and 
low-income  families.  About  95  million 
Americans  would  receive  assistance.  When 
fully  implemented,  families  with  incomes 
below  the  tax  filing  threshold,  approxi- 
mately the  poverty  line,  would  receive  a 
credit  of  up  to  $3,750,  sufficient  to  pur- 
chase basic  health  benefits.  Similarly,  in- 
dividuals would  receive  $1,250  and  two- 
person  families  $2,500.  A  health  insurance 
credit  (certificate)  or  deduction  (also  up  to 
$3,750  per  family)  would  be  available  to 
individuals,  two-person,  and  larger  fami- 
lies with  annual  incomes  up  to  $50,000, 
$65,000  and  $80,000,  respectively. 

Market  Reform — 

•  Basic  Benefits. — States  would  be  required 
to  develop  a  basic  health  insurance  pack- 
age equal  to  the.  value  of  the  health  insur- 
ance credit.  This  would  enable  low-income 
families  to  purchase  adequate  health  care 
coverage. 

•  Insurance  Security. — Workers  changing 
jobs  would  no  longer  face  concerns  about 
"job  lock" — the  inability  to  change  jobs  for 
fear  of  losing  access  to  insurance.  Health 
insurers  would  be  required  to  provide  cov- 
erage to  all  employers  requesting  it.  Cov- 
erage would  be  guaranteed,  renewable, 
and  preexisting  condition  limits  would  be 
eliminated. 


•  Health  Insurance  Networks  (HINs) — 
Pooled- Purchasing  Power. — When  it  comes 
to  health  insurance,  small  businesses  do 
not  have  many  of  the  advantages  of  large 
businesses.  Large  companies  can  self  in- 
sure and  avoid  expensive  benefit  mandates 
and  premium  taxes.  Large  firms  are  sold 
coverage  similar  to  that  purchased  by 
small  firms,  but  at  much  lower  prices.  A 
new  way  of  purchasing  insurance,  HINs 
would  enable  small  firms  to  purchase  low 
cost,  high  quality  health  insurance.  HINs 
would  enable  small  businesses  to  buy 
lower  priced  insurance  by  reducing  admin- 
istrative costs  and  by  exempting  insurance 
purchased  from  HINs  from  excessive  State 
mandates,  anti-managed  care  laws,  and 
premium  taxes.  For  the  first  time,  groups 
like  the  National  Federation  of  Independ- 
ent Business,  National  Small  Business 
United,  and  the  U.S.  Chamber  of  Com- 
merce would  be  able  to  offer  affordable 
health  plans  to  their  members  nationwide 
or  join  with  other  groups  to  increase  pur- 
chasing power  in  State  or  local  markets. 

•  Insurance  Affordability. — In  the  near 
term,  premium  costs  for  similar  policies 
sold  to  firms  in  a  single  block  of  business 
could  vary  by  no  more  than  50  percent. 
A  health  risk  adjustment  across  insurers 
would  be  phased  in— removing  premium 
disparities  and  allowing  for  plan  flexibility 
within  a  new  insurance  market  driven  by 
competition  on  quality  and  costs. 

Containing  Health  Care  Costs  (See  Chapter 
5) 

•  Malpractice  Reform. — The  threat  of  mal- 
practice litigation  prompts  physicians  to 
order  tests  and  perform  procedures,  ena- 
bling them  to  assert  that  every  effort  has 
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been  made  to  provide  the  best  health  care. 
These  defensive  practices  are  extremely 
costly  to  the  system.  To  address  this,  the 
President's  plan  would  provide  incentives 
to  States  to:  (1)  eliminate  joint  and  several 
liability  for  non-economic  damages,  (ii)  cap 
non-economic  damages,  (iii)  eliminate 
rules  that  permit  double  recovery,  (iv)  re- 
quire structured  awards,  (v)  promote  pre- 
trial alternatives,  and  (vi)  implement  new 
procedures  to  improve  quality  of  care. 
Also,  standards  of  care,  developed  in  con- 
junction with  the  medical  community, 
would  be  explored  as  a  means  to  remove 
physician  uncertainty  over  malpractice 
litigation. 

•  Improving  Consumer  Information. — To  as- 
sist individuals  and  employers  in  evaluat- 
ing various  health  insurance  policies,  con- 
sumers would  have  access  to  information, 
that  would  provide  information  like  that 
in  "blue  books"  on  the  average  cost  of  serv- 
ices and  the  quality  of  care  provided  by 
physicians,  hospitals,  clinical  laboratories, 
and  other  health  care  providers.  This  will 
help  control  costs  by  providing  consumers 
with  comparative  value  information  that 
will  enable  them  to  make  more  informed 
choices. 

•  Reducing  Administrative  Costs. — The 
President's  plan  will  reduce  administrative 
costs,  which  now  total  $43  billion  a  year, 
by  more  than  25  percent  through  elec- 
tronic billing  for  providers,  electronic  bene- 
fit cards  for  policyholders,  simplified  utili- 
zation review,  and  insurance  market  re- 
forms. 

Insurance  law  changes  and  market  re- 
forms will  cut  back  the  paperwork  blizzard 
that  confronts  all  insured  Americans — and 
costs  billions  of  dollars.  Standardized 
claims  procedures  and  other  reforms  will 
reduce  administrative  costs.  For  small  em- 
ployers, administrative  costs  may  account 
for  as  much  as  40  percent  of  the  cost  of 
insurance  purchased.  Marketing  to  and 
servicing  small  employer  policies  is  costly. 
HIN8,  which  unite  many  purchasers, 
would  reduce  the  cost  of  insurance  admin- 
istration and  premiums.  These  costs  are 
usually  under  10  percent  for  large  busi- 
nesses. Federally  certified  HINs  would 


also  be  required  to  adhere  to  uniform 
claims  processing  procedures,  a  source  of 
additional  administrative  savings. 

•  Expanded  Use  of  Coordinated  Care — 

— In  1990,  approximately  40  million  Amer- 
icans were  enrolled  in  a  coordinated  care 
system — up  from  10  million  in  1980.  The 
President's  plan  encourages  broader  use 
coordinated  care  including  preferred  pro- 
vider organizations,  point-of-service 
choice  plans,  case  management,  HMOs, 
and  other  forms  of  coordinated  care. 

— States  would  be  encouraged  to  develop 
coordinated  care  systems  and  would  be 
prohibited  from  having  laws  that  hinder 
effective  operation  of  these  systems.  Ex- 
cessive State-mandated  benefits — that 
increase  the  cost  of  insurance — would  be 
prohibited. 

— Medicare  reforms  would  encourage  in- 
creased coordinated  care  enrollment  and 
increase  incentives  for  coordinated  care 
systems  to  contract  with  Medicare.  The 
President's  plan  also  would  make  it  easi- 
er for  beneficiaries  of  retiree  group 
health  benefit  plans  to  be  served  by  co- 
ordinated care  systems. 

•  Increased  Flexibility  for  State  Programs. — 
States  are  encouraged  to  implement  a  co- 
ordinated care-based  Medicaid  program. 
They  also  would  have  the  flexibility  to  re- 
design their  entire  health  care  systems. 

— States  could  choose  to  combine  current 
Medicaid  funding  with  the  new  benefits 
provided  through  the  health  insurance 
credit  (certificate)  to  develop  a  single 
unified  health  plan  for  their  low-income 
residents. 

— With  the  new  Federal  health  insurance 
credit  (certificate),  all  poor  residents  are 
guaranteed  basic  health  coverage — with- 
out any  further  fiscal  burden  on  the 
States.  This  will  allow  States  to  more 
effectively  allocate  their  health  re- 
sources for  Medicaid  and  for  the  nonpoor 
population. 

•  Cost-Effective  Services  are  Expanded  in 
Underserved  Areas.— -The  inner  city  and 
rural  areas  have  acute  shortages  of  doctors 
and  clinics.  The  President's  fiscal  year 
1993  Budget  expands  funding  for  Commu- 
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nity  Health  Centers,  Migrant  Health  Cen- 
ters, and  the  National  Health  Service 
Corps  to  expand  preventive  care  in  these 
areas. 

•  Prevention. — The  President's  fiscal  year 
1993  Budget  includes  $26.4  billion,  an  in- 
crease of  nearly  $4  billion  (18  percent), 
for  preventive  health  activities.  Prevention 
funding  has  increased  by  more  than  $11 
billion  (74  percent)  since  1989.  The  Presi- 
dent's fiscal  year  1993  Budget  proposes  in- 
creases of  18  percent  for  childhood  immu- 
nizations and  infant  mortality  reduction, 
a  27  percent  increase  for  Head  Start  and 
Early  Childhood  Development,  a  24  per- 
cent increase  for  breast  and  cervical  can- 
cer mortality  prevention,  and  a  90  percent 
increase  for  childhood  lead  poisoning  pre- 
vention. 

Alternative  Approaches  (See  Chapter  6) 

The  two  alternative  approaches  to  health 
care  reform  have  fundamental  structural 
weaknesses: 

•  Canadian  Model. — In  Canada  neither  pro- 
viders nor  consumers  have  incentives  for 
efficiency;  health  care  costs  are  growing 
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faster  than  in  the  U.S.;  patients  endure 
long  lines  and  wait  for  surgery  and  access 
to  advanced  technology;  and,  high  quality 
care  is  rationed.  A  Canadian-style  plan 
would  require  from  $250  billion  to  $500 
billion  a  year  in  new  taxes.  For  quality 
care,  many  Canadians  go  to  the  U.S. 

•  Play-or-Pay  Model.—  "Play-or-pay"  would 
hurt  workers  by  increasing  unemployment 
and  forcing  employers  to  cut  wages  to  off- 
set mandated  costs.  One  study  indicates 
that  under  "play-or-pay"  between  400,000 
to  700,000  jobs  would  be  lost  in  the  short- 
run,  and  up  to  2  million  jobs  could  be  lost 
in  the  long-run.  The  "play-or-pay"  system 
is  structurally  unsound  and  guaranteed  to 
degenerate  into  national  health  insurance. 
Upon  enactment,  59  million  privately- in- 
sured Americans  would  fall  into  the  public 
plan  and  the  plan's  instability  would 
quickly  force  universal  public  coverage. 
Play-or-pay  is  a  tax  on  low-wage  workers 
and  would  result  in  millions  of  lost  jobs. 
Finally,  at  least  $37  billion  per  year  in 
new  and  additional  taxpayer-financed  sub- 
sidies would  be  required  to  adequately 
fund  the  public  plan. 
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Principles  for  Reform:  Building  on  American  Strengths 


Overview 

•  The  cost  growth  of  the  U.S.  health  care 
system  is  unsustainable,  both  for  individ- 
ual Americans  and  for  the  economy  as  a 
whole. 

•  Even  with  rapidly  increasing  health 
spending,  13  percent  of  Americans  do  not 
have  access  to  health  insurance. 

•  Most  federal  health  care  support  goes  to 
the  non-poor,  the  segment  of  society  that 
least  needs  government  assistance. 

•  Despite  the  shortcomings  of  the  American 
system,  it  delivers  the  world's  best  quality 
care,  and  the  world's  most  sophisticated 
health  technology. 


•  Reform  should  preserve  the  strengths  of 
the  U.S.  system  while  addressing  its  weak- 
nesses. Reforms  should  not  destroy  its  in- 
centives for  choice,  quality,  and  innova- 
tion. 

•  The  President's  Principles  for  Reform  es- 
tablish guidelines  for  a  comprehensive  re- 
structuring of  a  market-based  health  sys- 
tem. 

Americans  need  and  deserve  adequate  access 
to  affordable  high  quality  medical  care.  Health 
care  in  the  United  States  has  evolved  into 
the  world's  most  sophisticated  and  advanced 
system. 

Our  health  care  system  has  strengths  and 
weaknesses.  A  clear  understanding  of  both 
is  essential  in  guiding  policy  development. 


Principles  for  Reform 

The  President  has  determined  that  several  principles  should  guide  the  development  of  a  com- 
prehensive approach  to  health  reform.  The  reform  should: 

•  Build  on  the  strengths  of  an  American  health  system  that  provides  the  highest  quality  health 

care  in  the  world; 

•  Assure  access  to  basic  health  insurance  for  Americans,  and  increase  the  affordability  of  such  cov- 

erage; 

•  Promote  consumer  choice  to  ensure  that  the  health  care  system  continues  to  respond  to  the 

needs  and  concerns  of  Americans; 

•  Strengthen  market  incentives  for  providers  and  health  plans  to  improve  quality  while  controlling 

costs; 

•  Emphasize  prevention  and  personal  responsibility, 

•  Reduce  abuse  and  wasteful  excess; 

•  Meet  the  requirements  of  fiscal  responsibility  and  budget  discipline. 

The  approach  should  not: 

•  Force  the  American  people  to  give  up  the  choice  and  diversity  that  makes  the  American  health 

system  unique; 

•  Lead  to  comprehensive  governmental  price  controls  and  rationing  health  care  by  government; 

•  Create  new  spending  mandates  for  States  and  employers; 

•  Require  a  net  increase  in  taxes;  or 

•  Threaten  older  Americans  with  the  prospect  of  either  benefit  cuts  or  premium  increases. 

These  tests  cannot  be  met  by  either  "Canadian-style''  or  "Play-or-Pay"  approaches  to  reform.  Such 
approaches  necessarily  involve  major  tax  increases,  comprehensive  governmental  price  controls,  or  ra- 
tioning. 
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Understanding  the  Cost  and  Access 
Problems 

Health  care  costs  are  increasing  too  fast 
and  too  many  Americans  have  inadequate 
access  to  health  care.  The  causes  of  the 
cost  and  access  problems  are  complex.  Unfortu- 
nately, simplistic  proposals,  such  as  reducing 
administrative  costs  to  fund  a  universal  access 
program,  are  unrealistic  (Doherty,  1991). 

Moreover,  the  cost  and  access  problems 
are  not  easily  solved  simultaneously.  The 
political  system  tends  to  trade  cost-control 
for  access,  and  vice-versa.  Addressing  the 
access  problem  inescapably  means  re-allocat- 
ing tens  of  billions  of  dollars  each  year. 
Addressing  the  cost  problem  requires  correct- 
ing perverse  incentives  and  market  distor- 
tions— to  encourage  more  efficient  behavior 
by  individuals,  insurers,  and  health  providers. 

Unsustainable  Coat  Growth. — Currently, 
total  health  care  expenditures  are  about  13 
percent  of  the  Gross  Domestic  Product 
(GDP)— up  from  less  than  6  percent  of  GDP 
only  three  decades  ago.  If  the  current  system 


continues  unchanged,  health  care  could 
consume  over  16  percent  of  GDP  by  the  year 
2000,  and  between  27  and  43  percent  of  GDP 
by  2030  under  mid-range  and  high-range  pro- 
jections (Sonnefeld  et  al.,  1991). 

These  costs  are  shouldered  by  everyone — 
individuals,  business  and  government.  The 
federal  government  is  spending  increasing 
proportions  of  the  federal  budget  on  mandatory 
health  outlays.  Before  the  year  2000,  health 
entitlement  programs  (Medicare  and  Medicaid) 
will  surpass  Social  Security  as  the  single 
largest  component  of  federal  spending.  Federal 
Medicaid  spending  alone  has  grown  from 
$14  billion  in  1980  to  $37  billion  in  1989 
to  a  projected  $84  billion  in  1993.  These 
figures  reflect  a  43  percent  increase  for 
last  year  alone,  an  increase  of  227  percent 
since  1989,  and  an  increase  of  600  percent 
since  1980. 

Medicare  spending  will  have  grown  from 
$34  billion  in  1980  to  about  $131  billion 
by  1993 — an  increase  of  nearly  300  percent. 
Unrestrained,  Medicare  will  grow  at  an  aver- 
age rate  of  12  percent  per  year  from  1993 
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Chart  2.   PROJECTED  SOCIAL  SECURITY  AND 
HEALTH  ENTITLEMENTS  FOR  1990-2030 
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through  1997.  By  2025,  Medicare  is  expected 
to  exceed  27  percent  of  the  federal  budget. 

Even  if  it  were  possible  to  sustain  health 
spending  at  nearly  30  cents  of  every  dollar, 
it  is  difficult  to  imagine  who  would  pay 
these  enormous  costs.  Most  individuals  already 
feel  that  they  are  overburdened  with  health 
care  costs.  Businesses  are  spending  increasing 
percentages  of  wages  and  other  compensation 
on  health  care  premiums — currently  in  excess 
of  100  percent  of  after-tax  profits. 

Clearly,  health  care  costs  must  be  contained, 
both  in  public  programs  and  in  the  private 
sector.  Neither  individuals,  business,  nor  gov- 
ernment can  afford  to  pay  for  the  currently 
projected  growth. 

Inadequate  Access  Despite  Increasing 
Spending. — Despite  this  rapid  rise  in  health 
care  spending,  13  percent  of  Americans — 34.7 
million — are  without  health  care  insurance. 

Most  of  the  uninsured  are  lower-income 
Americans — 30  percent  of  the  uninsured  have 
incomes  below  the  poverty  level,  and  32 
percent  have  incomes  between  100  and  200 


percent  of  poverty  (Needleman  et  al.,  1990). 
Despite  this,  most  of  the  massive  federal 
spending  on  health  care  goes  to  the  non- 
poor.  In  1992,  only  21  percent  of  total 
federal  health  care  spending  is  estimated 
to  be  spent  for  the  poor.  Almost  90  percent 
of  Medicare  spending  goes  to  individuals 
above  the  poverty  level. 

Uninsured  Americans  receive  some  health 
care,  either  by  paying  for  it  out-of-pocket, 
or  in  the  form  of  "uncompensated"  or  "charity" 
care  (Needleman  et  al.,  1990).  "Uncompen- 
sated" care  is  not  free,  in  the  sense  that 
insured  individuals  must  pay  higher  fees 
and  thus  higher  premiums,  and  hospitals 
receive  public  (such  as  Medicare  and  Medicaid 
"disproportionate  share"  payments  and  non- 
profit tax  treatment — now  over  $15  billion 
per  year)  and  private  (such  as  charitable 
contributions)  subsidies  to  cover  the  costs. 

The  uninsured  are  more  likely  to  receive 
health  care  in  hospital  emergency  rooms, 
rather  than  in  physicians'  offices  and  clinics 
(NMES,  1987).  This  form  of  care  can  be 
harmful  to  the  individual,  who  may  only 
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Chart  3.    BUSINESS  SPENDING  ON  HEALTH  PREMIUMS 


PERCENT  OF 
PAYROLL 
1 


PERCENT  OF 
PROFITS 
110 


r 

/  ^ 

/ 

AS  A  PERCENT  OF 
PAYROLL 

"\ 

AS  A  PERCENT  OF 
AFTER-TAX  PROFITS 

100 


80 


40 


20 


1965  1970 

SOURCE:    Haaftfa  Care  Plnadac 


1975  1980 
FISCAL  YEAR 

Of  I 


1985 


receive  care  for  serious  illnesses  instead  of 
coordinated,  preventive  care  from  a  physician 
familiar  with  the  patient.  Emergency  room 
care  is  also  a  more  expensive  and  inefficient 
vise  of  resources,  since  emergency  room  visits 
are  much  more  costly  than  physician  office 
visits. 

No  Easy  Solution. — Rising  health  care  ex- 
penditures are  a  function  of  many  interrelated 
factors.  These  include:  general  inflation,  popu- 
lation growth,  relative  aging  of  the  population, 
growth  in  volume  and  intensity  of  medical  care 
(HCFA,  1989),  and  "cost  shifts"  that  re-allocate 
the  costs  of  caring  for  the  uninsured.  The  re- 
sulting medical  inflation  is  consistently  more 
than  double  the  growth  rate  of  the  Consumer 
Price  Index. 

General  inflation,  population  growth  and 
relative  aging  necessarily  occur.  Other  factors 
can  be  addressed,  such  as  the  growth  in 
the  intensity  of  medical  services  and  of 
preventable  illnesses.  Despite  increasing  per 
capita  U.S.  costs,  utilization  as  measured 
by  hospital  admissions,  length  of  hospital 
stay,  and  medical  visits  per  capita  have 


been  level  or  increased  only  slightly.  This 
suggests  that  the  intensity  (e.g.,  more  tests 
and  procedures  per  hospital  stay  or  per 
office  visit)  is  the  primary  cause  of  spending 
growth.  International  comparisons  confirm  this 
conclusion  (Schieber  et  al.,  1991). 

In  addressing  the  growth  in  service  inten- 
sity, it  is  difficult  to  know  how  much  of 
the  increase  is  due  to  advances  in  medical 
technology,  and  how  much  is  attributable 
to  excessive  defensive  medicine,  poor  health 
care  management,  and  gaming  of  a  public 
price-regulated  system. 

For  preventable  illnesses  and  conditions, 
though,  the  issues  are  more  apparent  For 
example,  at  13.8  per  100,000,  the  male  homi- 
cide rate  is  more  than  12  times  that  of 
Germany  and  5  times  that  of  Canada.  More 
than  200,000  AIDS  cases  have  been  reported 
in  the  US.  In  1989,  the  rate  of  incidence 
of  AIDS  was  more  than  three  times  that 
of  Canada  and  six  times  that  of  then- West 
Germany.  And,  there  are  about  375,000  drug- 
exposed  babies  in  this  country.  This  problem 
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Chart  4.  MEDICARE  FISCAL  FINANCING  GAP 
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is  negligible  in  most  other  countries  (Schwartz, 
1991). 

Rising  costs  are  also  the  result  of  market 
distortions.  Because  medical  treatment  is 
largely  in  the  hands  of  doctors  and  hospitals 
(who  have  financial  and  defensive  incentives 
to  provide  more  medical  care)  and  not  the 
consumer,  consumer-based  market  discipline 
has  been  weak. 

Under  the  current  system,  Americans  with 
insurance  are  often  overinsured  and  have 
few  incentives  to  use  medical  care  prudently. 
Instead,  consumers  tend  to  be  risk-averse 
where  health  is  concerned.  Insulated  from 
the  real  cost  of  medical  treatment  by  employer 
and  government  subsidized  insurance,  Ameri- 
cans tend  to  over-consume  health  care.  More- 
over, because  insurance  itself  is  so  highly 
subsidized  for  most  Americans,  they  have 
little  reason  to  prefer  forms  of  coverage 
that  are  more  efficient  (e.g.,  coverage  with 
higher  cost  sharing  or  coordinated  care  cov- 
erage) 


The  health  care  market  is  further  distorted 
by  limited  consumer  information  about  the 
treatments  patients  receive  and  the  efficiency 
of  their  care.  Consumers  and  large  purchasers 
currently  have  few  objective  sources  of  infor- 
mation on  which  to  base  cost  and  quality 
comparisons. 

The  problems  of  access  and  cost  are  inex- 
tricably linked.  Access  ultimately  is  an  issue 
of  affordability.  Many  low-income  Americans 
need  help  to  be  able  to  afford  coverage. 
Cost  growth  needs  to  be  slowed  to  assure 
continued  affordability  for  others.  Thus,  the 
access  and  cost  problems  must  be  addressed 
together  in  a  comprehensive  series  of  reforms. 
Only  then  can  all  Americans  begin  to  enjoy 
efficient  health  care   at  affordable  prices. 

Building  on  American  Strengths 

Most  Americans  today  have  ready  access 
to  state-of-the-art  medical  care.  Breakthrough 
treatments  spread  rapidly  from  our  Nation's 
finest  hospitals  and  laboratories  and  quickly 
become  routinely  available  throughout  the 
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Chart  5.    FEDERAL  HEALTH  SPENDING 
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country.  We  must  preserve  this  excellence 
in  our  efforts  to  solve  our  problems. 

Vast  improvements  in  health  over  the  last 
few  decades  are  unmistakable.  Charts  7  and 
8,  for  example,  show  dramatic  improvements 
over  the  past  40  years  in  life  expectancy 
and  in  mortality  rates.  Overall  mortality 
rates  have  decreased  from  840.5  deaths  per 
100,000  in  1950  to  535.5  per  100,000  in 
1988.  Mortality  rates  for  heart  disease  and 
for  cerebrovascular  disease  have  declined  by 
46  percent  and  66  percent  respectively  during 
this  period. 

Advances  in  medical  treatment  are  so  fre- 
quently reported  that  they  seem  almost  rou- 
tine. Today,  Americans  from  all  walks  of 
life  have  ready  access  to  these  medical  ad- 
vances. (See  Chart  12.) 

These  trends  neither  reverse  nor  even  pla- 
teau. Prevention  and  greater  personal  respon- 
sibility could  increase  average  life  expectancy 
from  about  73.8  years  to  77.6  years  (Hahn 
et  al.,  1990).  At  the  same  time,  new  drug 
regimens  and  technologies  offer  the  promise 


of  lowering  deaths  due  to  major  killers  such 
as  heart  disease  and  cancer. 

This  success  is  based  on  several  key  features 
of  the  U.S.  health  care  system. 

Choice. — Individuals  and  families  are  free 
to  choose  their  own  physician  and  hospital  and 
an  increasing  number  of  Americans  are  able 
to  choose  among  a  variety  of  health  plans. 
This,  in  turn,  encourages  physicians,  hospitals, 
and  health  plans  to  compete  to  provide  better 
health  care  at  a  lower  cost.  As  a  result,  our 
health  care  system  reflects  the  needs  and  con- 
cerns of  ordinary  Americans  as  expressed  in 
the  choices  they  make.  This  dynamic  should 
be  nourished  and  strengthened. 

Diversity  and  Flexibility.— Choice  and  the 
open  competition  by  providers  for  patient  care 
also  assures  diversity  and  flexibility  in  the  fi- 
nancing, organization  and  delivery  of  care.  The 
last  two  decades  have  witnessed  unparalleled 
innovation  in  the  organization  and  manage- 
ment of  health  care  in  the  United  States.  The 
most  important  development  is  the  growth  of 
coordinated  care.  Health  maintenance  organi- 


Chart  7.  LIFE  EXPECTANCY  IN  THE  U.S. 
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Chart  8.  MORTALITY  RATES  FOR  SELECTED  CONDITIONS,  1950-88 
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zations  (HMOs)  and  preferred  provider  organi- 
zations (PPOs)  now  serve  over  40  million 
Americans.  These  health  plans  combine  the  fi- 
nancing and  delivery  of  health  care  and  inte- 
grate quality  management  across  the  entire 
continuum  of  care — from  prevention  to  care  for 
chronic  illnesses.  Through  competition,  coordi- 
nated care  plans  are  driven  to  respond  to 
consumer  needs  leading  to  better  quality  care 
at  lower  costs. 

Skilled  Medical  Professionals.— U.S.  phy- 
sicians and  health  professionals  are  the  best 
educated  and  most  skilled  health  care  work 
force  in  the  world.  U.S.  Hospitals  and  medical 
schools  are  world  leaders  for  particular  special- 
ties and  treatments. 

Caring  Volunteers. — Hundreds  of  thou- 
sands of  groups  and  organizations  engaging 
millions  of  volunteers  assist  in  providing  qual- 
ity health  care. 

Health  care  volunteers  improve  access  to 
health  services  and  help  to  control  health 
care  costs.  These  volunteers  provide  such 
services  as:  working  at  community  health 


clinics;  caring  for  AIDS  patients  and  their 
families;  participating  in  drug  abuse  preven- 
tion, education,  and  rehabilitation;  delivering 
meals  to  the  homebound;  providing  hospice 
care;  and  assisting  victims  of  debilitating 
diseases  and  supporting  their  families. 

Biomedical  Research.— The  U.S.  leads  the 
world  in  biomedical  research.  America's  contin- 
ued dominance  of  the  competition  for  Nobel 
prizes  reflects  that  pre-eminence.  Advances  la 
biomedical  research  over  the  past  four  decades 
have  improved  the  quality  of  health  care  while 
saving  billions  in  health  care  costs.  With  an 
increasingly  thorough  understanding  of  basic 
disease  mechanisms,  researchers  are  likely  to 
achieve  additional  breakthroughs  within  the 
next  twenty  years. 

Federal  investment  in  biomedical  and  ap- 
plied behavioral  research  has  increased  as 
a  proportion  of  GDP  from  0.12  percent  in 
1970  to  0.16  percent  in  1992.  U.S.  public 
and  private  funding  provides  the  lion's  share 
(Chart  10)  of  the  funding  for  such  research 
worldwide. 


Principles  for  Reform:  Building  on  American  Strengths 


125 


13 


The  Success  of  American  Health  Care— Examples 

Cancer. — Deaths  from  childhood  cancers  have  been  reduced  38  percent  since  1973,  with  almost  two- 
thirds  of  children  with  cancer  surviving  beyond  five  years.  There  has  been  astonishing  progress 
against  Hodgkin's  disease,  with  a  50  percent  reduction  in  deaths,  and  against  testicular  cancer  with 
a  60  percent  reduction  in  deaths. 

Heart  attacks.— In  the  early  1960s,  almost  a  million  Americans  a  year  died  from  heart  attacks. 
Today,  deaths  from  heart  attacks  have  been  dramatically  reduced  to  less  than  half  that  number  due 
to  better  prevention  and  better  treatment.  Major  advances  in  treatment  include  therapy  to  dissolve 
blood  clots  that  cause  heart  attacks  and  balloon  angioplasty  to  relieve  chest  pain  during  con- 
valescence and  beyond.  Patients  are  now  commonly  discharged  after  8-10  days,  and  return  to  full 
activity  within  4-6  weeks. 

Hypertension.— High  blood  pressure  affects  58  million  Americans  and  can  lead  to  heart  disease  and 
stroke.  Since  the  National  High  Blood  Pressure  Education  Program  was  launched  in  1972,  age-ad- 
justed stroke  mortality  in  the  U.S.  has  declined  by  more  than  50  percent.  Recommendations  from  a 
recent  study  of  hypertension  in  the  elderly  could  further  prevent  6  strokes  and  11  major  cardio- 
vascular events  a  year  per  1,000  seniors  treated.  Cost  savings  could  total  one-half  billion  dollars  a 
year. 

Diabetic  Retinopathy. — Damage  to  the  blood  vessels  of  the  retina  from  diabetes  accounts  for  ap- 
proximately 12  percent  of  the  new  cases  of  blindness  each  year.  Until  the  late  1960s  this  condition 
was  un treatable.  Within  the  last  two  decades,  laser  surgery  has  been  widely  adopted  as  an  effective 
treatment.  By  the  year  2000,  $2.8  billion  dollars  will  be  saved  and  279,000  years  of  vision  preserved 
as  a  result  of  this  advance. 

Paralysis  due  to  Spinal  Cord  Injury.— This  year  10,000  Americans — most  of  them  young— will  suf- 
fer a  spinal  cord  injury,  often  resulting  in  life-long  paralysis.  Today,  many  patients  recover  thanks 
to  a  recently  discovered  treatment  that  involves  high  dose  methylprednisolone  therapy. 


Technology. — Similarly,  new  technologies 
developed  by  the  U.S.  drug  and  medical  device 
companies  have  grown  exponentially  over  the 
last  three  decades.  This  innovation  has  im- 
proved the  quality  of  health  care  for  Americans 
and  has  strengthened  our  nation's  inter- 
national economic  competitiveness.  The  U.S. 
accounts  for  nearly  half  of  the  $65  billion  dol- 
lar global  market  for  medical  devices.  Medical 
equipment  exports  have  grown  about  20  per- 
cent per  year  since  1985.  In  1991,  exports  of 
such  products  reached  nearly  $7  billion. 

A  comparison  with  other  prosperous  Western 
nations— Canada  and  Germany — in  Chart  12 
presents  some  astonishing  implications  of  the 


unparalleled  access  that  Americans  enjoy  to 
sophisticated  diagnostic  and  therapeutic  tech- 
nology. A  difference  in  access  to  advanced 
technology  is  often  the  critical  difference 
between  health  and  disability,  life  and  death. 

Quality  Assurance.— Finally,  leadership  in 
the  development  and  implementation  of  new 
methods  for  assuring  quality  care  has  been  a 
hallmark  of  health  service  delivery  in  the 
United  States  for  over  a  decade.  Peer  review, 
practice  guidelines,  research  on  patient  out- 
comes, and  other  activities  mean  that  appro- 
priate interventions  are  applied  correctly  to 
the  individual's  clinical  condition. 
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Potential  Future  Breakthroughs  in  Medical  Treatment 

Cancer.— Despite  recent  progress,  more  than  500,000  Americans  will  die  of  cancer  in  1992.  There  is, 
however,  a  new  feeling  of  optimism  among  researchers.  Clinical  trials  using  a  new  drug,  taxol,  in 
women  with  breast  cancer  have  shown  very  high  response  rates.  Another  new  approach,  use  of 
chemotherapy  before  surgery  can  change  an  inoperable  tumor  to  one  that  can  be  removed  sur- 
gically. And  there  is  potential  for  major  advances  in  gene  therapy  and  anti-cancer  vaccines  during 
the  next  10  to  20  years 

Alzheimer's  Disease— Alzheimer's  Disease  (AD)  affects  an  estimated  four  million  people  in  the  U.S. 
at  a  cost  of  $90  billion  a  year.  Aging  of  the  population  could  result  in  a  five-fold  increase  in  the  dis- 
ease over  the  next  fifty  years.  At  present,  there  is  no  treatment.  In  the  last  12  months,  however, 
three  major  breakthroughs  have  occurred  that  give  promise  that  research  into  the  causes  of  AD  will 
soon  yield  definitive  results.  This,  in  turn,  is  likely  to  lead  to  new  concepts  for  developing  treat- 
ments. 

Cystic  Fibrosis. — Over  30,000  children  and  young  adults  suffer  from  cystic  fibrosis  (CF).  Discovery  of 
the  CF  gene  in  1989  led  to  a  new  understanding  of  the  disease.  Recently,  researchers  successfully 
used  a  cold  virus  to  implant  a  normal  human  CF  gene  into  the  lungs  of  live  nnimala  This  advance 
is  likely  to  lead  to  an  effective  gene  therapy  in  the  foreseeable  future. 

Diabetes. — Despite  insulin,  millions  of  diabetics  are  at  risk  of  disabling  complications.  Transplanting 
pancreatic  islet  cells  could  "cure"  the  disease  preventing  these  complications.  Preliminary  studies 
have  successfully  demonstrated  that  enclosing  the  transplanted  cells  in  an  artificial  covering  blocks 
rejection  of  the  transplant  by  immune  attack.  A  real  cure  for  diabetes  may  be  just  a  matter  of  time. 
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Chart  11.  PRODUCTION  OF  MEDICAL  EQUIPMENT 
UNITED  STATES  AND  THE  WORLD,  1991 
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Chart  12.  COMPARATIVE  AVAILABILITY  OF  SELECTED  MEDICAL  TECHNOLOGIES 
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Chapter  3 


Expanding  Access  and  Increasing  Affordability  Through 
Market  Reform 


Overview 

The  President's  proposal  for  reform  of  the 
health  insurance  market  will  make  coverage 
more  secure,  available,  and  affordable  for 
millions  of  Americans. 

•  Everyone — young  and  old,  healthy  and 
sick — will  benefit  from  the  assurance  of 
the  availability  of  affordable  health  insur- 
ance regardless  of  future  changes  in  their 
health. 

•  Workers  will  be  able  to  change  jobs  with- 
out fear  that  insurance  coverage  will  be 
denied  due  to  a  preexisting  illness. 

•  Premium  costs  will  be  reduced  by  as  much 
as  20  percent  for  at  least  70  million  work- 
ers and  their  dependents  affected  by  small 
group  reforms. 

•  Five  million  Americans  currently  without 
health  insurance  will  have  insurance  as 
a  result  of  these  market  reforms. 

The  market  reform  proposal  has  four  major 
components.  These  components  will: 

•  Assure  availability  and  security  of  cov- 
erage. Insurers  would  offer  coverage  with- 
out regard  to  health  status.  Coverage 
would  be  renewable,  and  preexisting  con- 
dition limits  would  be  eliminated.  Employ- 
ers would  provide  information  and  facili- 
tate access  to  group  coverage  to  all  em- 
ployees and  dependents,  but  would  not  be 
required  to  administer  or  contribute  to  the 
cost  of  coverage.  Further,  colleges  and  uni- 
versities would  provide  continued  access 
to  group  coverage  to  recent  graduates  and 
other  students  for  six  months  after  leaving 
school. 

•  Assure  affordability  of  coverage  for  indi- 
viduals and  small  businesses  through 
broad  risk  pooling.  Insurers  would  partici- 
pate in  broad  pooling  arrangements  to 


spread  health  risks  evenly  across  insurers 
and  thereby  allow  insurers  to  charge  uni- 
form premiums  for  the  sick  and  the 
healthy.  On  an  interim  basis,  pending 
phased  implementation  of  this  new  sys- 
tem, insurers  would  be  subject  to  limits 
on  their  ability  to  vary  premiums. 

•  Encourage  group  purchasing  of  health  in- 
surance by  small  businesses  to  give  them 
the  same  cost  advantage  enjoyed  by  larger 
businesses.  Small  businesses  could  pool 
their  purchasing  power  through  Health  In- 
surance Networks  (HINs).  This  will  help 
small  businesses  negotiate  discounts  and 
save  on  overhead  and  marketing  costs. 
Moreover,  the  Employee  Retirement  In- 
come Security  Act  (ERISA)  preemption 
that  allows  larger  self-insured  firms  to 
avoid  cost-increasing  State  laws  will  be  ex- 
tended to  small  businesses  purchasing  cov- 
erage through  HINs.  For  the  first  time  na- 
tional and  regional  small  business  associa- 
tions and  other  groups  will  also  be  able 
to  establish  inter-  and  intra-State  HINs 
to  better  assist  their  membership. 

•  Give  health  plans  increased,  flexibility  to 
control  costs.  Health  plans  would  be  pro- 
tected from  mandated  benefit  and 
"anticooridnated  care"  laws  that  hinder 
designing  cost-effective  benefit  packages  to 
meet  individual  and  family  needs  and 
drive  up  costs.  Health  plans  would  also 
be  protected  from  laws  and  regulations 
that  hinder  innovative  cost  control  meas- 
ures, such  as  utilization  review  and  selec- 
tive contracting. 

An  important  benefit  of  these  reforms  is 
strengthening  significantly  competition  among 
health  plans.  In  today's  environment,  health 
plans  can  gain  a  significant  premium  cost 
advantage  by  avoiding  high  risk  individuals 
and  groups.  Under  the  Administration's  reform 
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proposal,  such  "risk  avoidance"  will  be  stopped. 
As  a  result,  competition  will  focus  on  price, 
value,  and  quality,  leading  to  long-term  gains 
in  efficiency  and  improvements  in  quality. 

Strengths  and  Weaknesses  of  the  Current 
System 

153  million  working  age  Americans  and 
their  dependents — 62  percent  of  the  total 
population — are  covered  primarily  through  pri- 
vate health  insurance.  Most  of  these  are 
covered  through  employment.  This  system 
has  worked  well  because  employment  can 
be  a  stable  basis  for  risk-pooling,  particularly 
for  medium  and  large  firms  and  because 
substantial  administrative  savings  and  econo- 
mies of  scale  are  possible  through  employment- 
based  group  coverage. 

Special  Problems  for  Small  Business. — 

While  generally  successful,  there  are  signifi- 
cant problems  with  the  current  system,  espe- 
cially for  small  group  and  individual  coverage. 
Workers  at  small  firms  are  much  more  likely 
to  be  uninsured  than  workers  at  medium  and 
large  firms. 


The  President's  Comprehensive  Health  Reform  Program 

This  disparity  in  coverage  reflects  three 
main  problems.  First,  many  small  businesses 
cannot  afford  to  provide  costly  fringe  benefits. 
Second,  health  insurance  is  more  costly  for 
small  businesses  due  to  (i)  higher  overhead 
and  marketing  costs  and  (ii)  costs  resulting 
from  State  mandated  benefit  laws  and  pre- 
mium taxes  which  generally  do  not  apply 
to  self-insured  coverage  ("ERISA  exempt"  from 
State  insurance  laws)  typically  provided  by 
larger  businesses.  Finally,  the  market  for 
health  insurance  for  small  business  is  in 
turmoil  due  to  risk  selection. 

Erosion  of  Risk  Pooling. — For  people  with 
serious  illness,  the  cost  of  medical  care  can 
easily  consume  a  substantial  share  of  family 
income.  With  broad  risk  pooling,  through  in- 
surance, the  costs  of  illness  are  spread  across 
a  broad  pool  of  premium  payers,  making  costs 
more  uniform,  thus  more  affordable.  The  value 
of  risk  pooling  is  particularly  great  because 
spending  on  health  care  is  highly  skewed.  At 
any  given  time,  most  of  the  population  is 
healthy,  and  has  little  need  for  medical  care. 
However,  a  small  percent  of  the  population  is 


Chart  13.  INSURANCE  COVERAGE  OF  THE  POPULATION  UNDER  65 


UNINSURED 
(11.0%) 


SOURCE;  Agency  for  Health  Can  Policy  and  Reaearch,  NMES,  U87 
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Table  3-1.  Number  of  Uninsured  Workers  and  Dependents  By 
Establishment  Size— 1987 

(Source:  AHCPR,  1991) 

Establishment  Size 

Number  of 
Workers  and 
Dependents 

Percent  of 
Workers  and 
Dependents 

Number 
Uninsured 

Percent 
Uninsured 

Percent  of 
All  Working 
Uninsured 

26-100   

Greater  than  100   

74.2  m 
34.6  m 
59.2  m 

44 
21 
35 

17.2  m 
4.3  m 
3.9  m 

23.1 
12.3 
6.6 

68 
17 
15 

168.0  m 

100 

25.4  m 

15.1 

100 

Note:  Interventions  affecting  groups  below  a  threshold,  such  as  a  hundred  workers,  will  generally  affect  all 
firms  below  the  threshold,  as  well  as  workers  in  establishments  below  that  threshold,  where  firms  have 
establishments  in  one  or  more  States  that  fall  below  the  threshold.  Even  limiting  to  the  strict  "firm"-based 
definition  of  size  it  is  estimated  that  about  70  million  workers  and  their  dependents  fall  below  a  size  of  100.) 

seriously  ill,  and  requires  extremely  costly 
care.  The  top  5  percent  of  the  population  in 
terms  of  health  care  use  (i.e.,  the  95th  percent- 
ile) have  per  capita  health  expenditures 
($7,100)  26  times  greater  than  costs  ($270)  for 
people  at  the  midpoint  of  the  population  in 
terms  of  health  care  use  (i.e.,  the  50th  percent- 
ile). 

Insurance  risk  pooling  is  valuable  for  every- 
one because  even  those  who  are  healthy 
today  may  develop  a  serious  illness  at  some 
point  in  their  life.  However,  risk  selection 
can  undermine  insurance  as  a  pooling  mecha- 
nism. Risk  selection  occurs  whenever  a  par- 
ticular pool  has  a  skewed  selection  of  risks. 
Such  a  pool  will  have  a  higher  or  lower 


average  per  capita  cost  when  compared  with 
other  pools. 

Risk  selection  is  extremely  difficult  to  pre- 
vent. This  is  because  healthy  and  sick  people 
have  different  needs  for  health  insurance 
and  choose  different  health  plans  to  meet 
these  needs.  Generally,  healthy  people  are 
attracted  to  leaner  benefit  packages  (higher 
cost  sharing,  fewer  covered  benefits)  because 
they  expect  that  they  will  not  have  a  need 
for  more  extensive  coverage.  In  contrast, 
sicker  people  prefer  richer  benefit  packages 
because  of  their  expected  needs.  Moreover, 
certain  features  of  coordinated  care,  such 
as  a  greater  emphasis  on  preventive  care, 
could  be  more  attractive  to  the  healthy. 
As  a  result,  sick  and  healthy  people  will 


Table  3-2.   Distribution  of  Per  Capita  Health  Spending  By  Age  and 
Within  Age  Categories,  1987 

(Source:  AHCPR,  1991) 
(In  dollars) 

A«,  M«««  25411  60th  75th  95th 

Age  Mean  Percentile        Percentile        Percentile  Percentile 


0-6  years    1,133  50  180  600  3,800 

7-18  years    643  15  120  400  2,500 

19-24  years    839  0  150  550  4,000 

25-54  years    1,238  50  260  860  5,500 

55-64  years    2,469  160  570  1600  11,424 

Greater  than  65  years    4,551  330  960  3,500  22,528 


Total   1,591  50  270  1,000  7,100 
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sort  themselves  into  different  plans,  even 
without  any  effort  at  selective  marketing 
by  insurers.  The  result  will  be  that  sick 
people  will  face  high  premiums  due  to  the 
non-random  distribution  of  health  risks. 

Risk  selection  is  especially  likely  in  the 
market  for  small  group  because  a  single 
small  business  cannot  serve  as  a  stable 
risk  pool.  One  or  two  sick  workers  can 
greatly  increase  average  per  employee  health 
benefit  costs.  Insurers  originally  combined 
many  small  businesses  into  a  single  risk 
pool  and  charged  all  members  of  the  insured 
group  a  uniform  (or  age-adjusted)  premium 
that  did  not  vary  based  on  health  risk. 
This  approach  helped  to  make  coverage  afford- 
able for  individuals  with  chronic  illnesses. 

However,  in  today's  market,  some  insurers 
have  developed  strategies  for  attracting  low 
risk  groups,  while  leaving  higher-risk  groups 
without  coverage  or  with  unacceptably  high 
premiums.  Favorable  risk  selection  provides 
an  opportunity  to  make  a  profit  by  offering 
low  premiums  to  attract  healthy  groups  while 
discontinuing  coverage  (or  increasing  pre- 
miums to  a  prohibitive  level)  once  a  group 
becomes  more  costly.  Some  insurers  are  also 
using  medical  information  Oiealth  screening) 
to  exclude  higher-risk  groups  or  individuals 
from  coverage.  Some  insurers  exclude  preexist- 
ing medical  conditions  from  coverage.  In 
some  cases,  even  individuals  with  relatively 
mild  health  problems  have  been  denied  cov- 


As  some  insurers  succeed  in  attracting 
low-risk  groups  and  avoiding  high-risk  groups, 
other  insurers  face  an  upward  premium  spiral, 
and  must  risk  select  to  keep  up  with  competi- 
tive pressures.  Similar — possibly  even  more 
severe — problems  affect  the  market  for  individ- 
ual non-group  coverage. 

These  problems  are  increasingly  common. 
Moreover,  there  appears  to  be  no  natural 
end  to  current  trends.  Thus,  if  left  unchecked, 
broad  risk  pooling  seems  likely  to  unravel 
in  the  small  group  and  individual  coverage 
markets.  If  this  were  to  happen,  health 
insurance  would  become  unaffordable  for  many 
Americans — especially  those  most  in  need 
of  coverage. 


Assuring  Availability  of  Coverage 

The  President's  reform  proposal  contains 
several  initiatives  to  assure  that  health  insur- 
ance coverage  is  readily  available.  These 
reforms  apply  broadly  to  all  private  health 
insurance  coverage  regardless  of  group  size 
and  to  coverage  provided  by  employers  who 
self-insure. 

Prohibition  on  Exclusion  from  Coverage 
Due  to  Health  Status. — All  insurers  wishing 
to  sell  group  health  insurance  in  a  State  would 
be  required  as  a  condition  of  doing  business 
to  (i)  accept  every  employer  group  in  the  State 
that  applies  for  coverage  and  (ii)  provide  cov- 
erage to  individuals  within  an  employer  group. 
In  addition,  all  employers  would  be  prohibited 
from  excluding  any  individual  from  health  in- 
surance coverage  for  reasons  of  health  status. 
Finally,  any  insurer  selling  coverage  to  indi- 
viduals receiving  health  insurance  tax  credits 
would  be  prohibited  from  excluding  any  credit 
recipient  from  coverage. 

Guaranteed  Renewability. — Insurers 
wishing  to  sell  group  coverage  in  a  State  would 
be  required  to  renew  coverage  for  a  group  ex- 
cept in  the  case  of  nonpayment  of  premiums, 
fraud,  or  misrepresentation. 

Portable  Access. — Under  the  proposal, 
workers  would  be  able  to  change  jobs  without 
loss  of  coverage  due  to  a  preexisting  coverage 
exclusion.  Currently,  some  health  insurance 
does  not  cover  costs  related  to  any  illness  or 
disease  diagnosed  prior  to  the  initial  date  of 
coverage.  As  a  result,  many  working  Ameri- 
cans with  chronic  illnesses  have  been  afraid 
to  change  jobs  for  fear  that  the  insurance  pro- 
vided at  their  new  job  would  no  longer  cover 
their  medical  expenses. 

The  use  of  preexisting  condition  exclusions 
would  be  eliminated.  This  will  assure  that 
all  workers  can  change  jobs  without  losing 


Access  to  Group  Coverage  for  Workers 
and  Dependents. — All  employers  would  be  re- 
quired to  provide  information  on  affordable 
basic  health  insurance  plans  available  in  their 
respective  States.  This  information  is  to  be 
prepared  and  provided  by  State  insurance  com- 
missioners. This  will  expand  access  to  plans 
that  provide  individual  and  family  coverage  to 
all  employees — but  employers  would  not  be  re- 
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quired  to"  administer  a  health  plan  or  make 
any  contribution  towards  the  cost  of  health 
coverage.  States  would  assist  employers  by 
making  available  information  regarding  the 
availability  and  cost  of  "basic"  coverage  from 
various  health  plans.  Employers  would  be  re- 
quired only  to  arrange  for  deduction  of  pre- 
miums from  paychecks  if  employees  so  re- 
quested, but  would  have.no  other  administra- 
tive burden.  Health  insurance  networks — 
group  purchasing  arrangements  for  small  em- 
ployers— would  facilitate  this  process  and  it  is 
anticipated  that  most  small  employers  would 
join  a  HIN  (see  below). 

Access  to  Group  Coverage  for  College 
Graduates. — To  help  fill  a  significant  unin- 
sured gap  for  new  work  force  entrants,  all  col- 
leges and  universities  that  provide  group  cov- 
erage to  students  would  be  required  to  offer 
extended  group  coverage  for  new  graduates 
and  other  students  for  six  months  after  they 
leave  undergraduate  and  graduate  programs. 
The  college  or  university  need  not  make  any 
contribution  toward  the  cost  of  coverage  under 
such  a  plan. 


Assuring  Access  to  Coverage  for  Individ- 
uals and  Families  Receiving  Health  Insur- 
ance Tax  Credits  (certificates).— Each  State 
would  define  a  "basic"  benefit  package  or  a 
series  of  packages  with  an  estimated  actuarial 
value  equal  to  the  value  of  the  health  tax  cred- 
it. A  number  of  benefits  packages  are  provided 
as  illustrative  examples  (See  Table  3-3). 

Any  health  plan  in  a  given  State  could 
offer  the  State-defined  "basic"  benefit  package 
to  credit  recipients  and  to  others.  To  ensure 
that  credit  recipients  have  a  variety  of  plans 
available,  if  no  insurers  offer  the  "basic 
plan"  the  State  insurance  commissioner  could 
require  two  or  more  health  plans  with  a 
substantial  market  share  to  offer  the  "basic" 
benefit  plan.  Health  plans  could  charge  a 
market  price  for  the  "basic"  benefit  package. 

The  State  and  Federal  Governments  would 
implement  outreach  programs  with  the  goal 
of  securing  100  percent  participation  among 
credit  eligibles.  Broader  participation  would 
help  prevent  unnecessary  and  costly  emer- 
gency care  by  encouraging  primary  and  pre- 
ventative care. 


Table  3-3.   Basic  Benefit  Plan  Examples  for  Approximate  Amount  of  the  Full 
Health  Insurance  Tax  Credit  in  1993 

(Plans  are  illustrative  only — States  will  design  benefits) 

"Coordinated"  Fee-For-Service  Plans 

Plan  A — Unlimited  inpatient  hospital,  inpatient  physician  care,  prescription  drug  coverage, 
3  ambulatory  physician  visits  and  associated  diagnostic  services  with  a  $10  co-pay  per 
visit. 

Plan  B — Unlimited  inpatient  hospital,  inpatient  physician  care,  and  5  ambulatory  physi- 
cian visits  and  associated  diagnostic  services  with  a  $10  co-pay  per  visit. 

Plan  C — Unlimited  inpatient  hospital,  inpatient  physician  care,  10  ambulatory  physician 
visits  and  associated  diagnostic  services  with  a  $10  co-pay  per  visit. 

Plan  D — Inpatient  hospital  up  to  15  days,  inpatient  physician,  lab,  emergency  room,  and 
ambulatory  physician  visits  and  associated  diagnostic  services  covered  for  $5  fee  per  visit 
for  the  first  three  physician  visits,  then  a  10  percent  co-pay  up  to  a  $500  out-of-pocket 
limit. 

Plan  E — Includes  all  services  under  Plan  D,  but  with  a  20  percent  co-pay  on  physician  vis- 
its after  3  visits. 

Plan  F—  Includes  all  services  and  co-payment  under  Plan  E,  but  would  offer  prescription 
drug  coverage. 

Model  HMO  Benefit  Plan 

Plan  G — Unlimited  inpatient  hospital  and  inpatient  physician  services,  emergency  room, 
and  unlimited  ambulatory  physician  visits  with  associated  diagnostic  services  (subject  to 
a  $10  copayment),  prenatal  care,  and  prescription  drugs  (subject  to  a  $5  copayment). 
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In  cases  where  a  hospital  emergency  room 
is  an  individual's  first  point  of  contact  with 
the  system,  rotating  assignment  would  be 
used  to  enroll  an  uninsured  credit-eligible 
individual  to  a  specific  health  plan  if  the 
individual  were  unable  to  make  a  choice. 
So  for  example,  a  homeless  person  entering 
the  hospital  and  having  no  preference  for 
any  carrier  would  be  assigned  to  an  insurer 
by  rotation  and  the  credit  would  automatically 
flow  to  the  insurer. 

Assuring  Affordability  of  Coverage 
Through  Risk-Pooling 

As  noted  above,  broad  risk  pooling  is  essen- 
tial if  health  insurance  is  to  be  affordable 
for  the  sick  as  well  as  for  the  healthy. 
The  President's  market  reform  proposal  pro- 
vides both  interim  and  longer-term  solutions. 
Transition  measures,  including  "premium 
bands"  would  be  implemented  immediately 
to  stabilize  the  small  group  market  pending 
full  implementation  of  longer-term  measures. 

In  the  near  term,  premium  bands  will 
spread  risks  within  an  insurer's  pool  by 
limiting  the  difference  in  premiums  that 
an  insurer  may  charge  to  groups  with  different 
health  risks.  This  will  make  coverage  less 
costly  in  the  near  term  for  higher  risk 
groups.  However,  premium  bands  may  be 
unstable  in  the  longer  term.  Because  an 
insurer  would  be  unable  to  vary  premiums 
to  reflect  fully  actual  differences  in  expected 
health  care  costs,  healthy  enrollees  would 
have  incentives  to  shift  to  other  insurers 
that  have  fewer  sick  people  in  their  pools. 

Health  risk  pooling  would  assure  affordable 
coverage  over  the  long  term  both  for  small 
groups  (under  100  employees)  and  for  individ- 
uals and  families  receiving  health  insurance 
tax  credits.  Under  this  approach,  health  plans 
insuring  a  sicker  than  average  population 
would  receive  a  net  transfer  from  the  risk 
pool  while  other  insurers  will  be  net  payers 
into  the  pool.  This  will  assure  stable  risk 
pooling  over  the  long-term  and  will  level 
the  competitive  playing  field  among  insurers 
to  focus  competition  on  efficiency  and  quality. 

The  health  risk  pooling  approach  would 
be  implemented  immediately  for  tax  credit 
recipients  and  would  be  phased-in  over  a 
five  year  period  for  small  group  coverage. 


Delayed  implementation  in  the  small  group 
market  is  appropriate  to  permit  an  orderly 
transition  and  to  avoid  undue  disruption 
of  existing  arrangements.  Immediate  imple- 
mentation of  health  risk  pooling  would,  how- 
ever, be  possible  for  credit  recipients  since 
this  is  a  new  market. 

Transition  Measures  for  Small  Group 
Coverage. — These  transition  measures  would 
apply  to  all  insurance  provided  to  small  busi- 
nesses employing  fewer  than  100  workers.  The 
premium  standards  (or  "bands")  limit  variation 
in  premiums  within  each  insurance  company's 
overall  set  of  offerings.  They  would  not  con- 
strain premium  variation  between  insurers. 
The  premium  standards  would  be  temporary 
and  would  be  phased-out  with  full  implementa- 
tion of  a  system  to  equalize  risk  among  insur- 
ers. 

•  Premium  Standards  Across  and  Within 
Demographic  Categories. — Insurers  could 
vary  premiums  by  age.  This  means  that 
younger  workers  would  not  be  forced  to 
subsidize  older  workers  (who  typically 
have  higher  income  and  higher  health 
risks).  But,  insurers  would  be  limited  in 
their  ability  to  vary  premiums  based  on 
health  status  or  prior  use  of  care.  Pre- 
miums could  not  differ  by  more  than  50 
percent  within  age/sex  categories  in  the 
first  year  decreasing  to  35  percent  by  the 
third  year. 

•  Rate  of  Increase  Standard  for  Renewal 
Premiums. — Insurers  could  not  increase 
premiums  excessively  for  groups  with  de- 
teriorating health  status  or  claims  experi- 
ence. The  maximum  percent  increase  in 
renewal  premiums  would  be  set  at  5  per- 
cent plus  the  percent  change  in  the  "base 
premium  rate."  The  "base  premium  rate" 
is  the  lowest  premium  the  insurer  could 
have  charged  under  the  relevant  block  of 
business  for  a  group  with  similar  demo- 
graphic characteristics,  excluding  factors 
related  to  health  status,  claims  experience, 
industry,  occupation,  or  duration  of  cov- 
erage. 

•  Premium  Standards  Across  "Blocks  of 
Business". — Premiums  could  vary  by  up  to 
20  percent  across  different  blocks  of  busi- 
ness. A  carrier  may  establish  different 
blocks  of  business:  (i)  for  business  acquired 
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from  another  carrier,  (ii)  for  business  ob- 
tained through  a  distinct  system  of  mar- 
keting (e.g.,  brokers  vs.  associations),  and 
(iii)  for  business  obtained  through  dif- 
ferent associations  (for  example,  HINS). 
Carriers  could  establish  three  different 
blocks  of  business  for  each  of  the  three 
reasons,  for  a  total  of  nine  different  blocks 
of  business. 

•  Enforcement. — An  independent  actuary 
would  certify  compliance.  Failure  to  have 
a  valid  certification  would  trigger  a  vio- 
lation. The  State  enforcement  agency 
could  conduct  an  investigation  to  verify 
certifications. 

States  could  also  implement  a  prospective 
reinsurance  or  risk  allocation  system  on  an 
interim  basis  to  pool  risks  among  insurers. 

•  Under  a  prospective  reinsurance  model,  an 
insurer  could  obtain  optional  reinsurance 
for  any  group  or  newly  eligible  group 
member.  The  primary  insurer  would  be 
liable  for  an  individual's  health  costs  up 
to  a  threshold  amount.  Above  the  thresh- 
old, the  reinsurance  program  would  be  re- 
sponsible for  most  of  the  cost.  The  pro- 
gram would  be  funded  by  reinsurance  pre- 
miums and  an  assessment  on  all  small 
group  insurers. 

•  Under  risk  allocation,  each  insurance  car- 
rier would  have  a  quota  of  assigned  risks 
based  on  the  carrier's  market  share.  Insur- 
ers could  initially  refuse  to  provide  cov- 
erage based  on  health  risk.  However,  the 
rejected  group  or  individual  would  have 
a  right  to  select  any  insurer  from  an  as- 
signed risk  list  maintained  by  the  State 
provided  that  the  insurer's  allotment  has 
not  been  filled. 

Health  Risk  Pools. — Each  State  would  im- 
plement two  broad  health  risk  pools:  one  for 
small  group  coverage  and  another  for  coverage 
provided  to  individuals  and  families  receiving 
transferrable  health  insurance  tax  credits. 
These  pools  would  spread  risk  broadly  across 
all  health  plans  providing  such  coverage  with- 
in a  State. 

Under  this  system,  health  plans  that  cover 
a  sicker  than  average  population  would  receive 
a  net  payment  from  the  pool,  while  other 
health  plans  would  be  net  payers  into  the 


pool.  Payments  from  and  to  the  pool  would 
be  based  on  the  difference  between  the  ex- 
pected health  care  costs  for  the  entire  covered 
population  and  the  expected  health  care  costs 
for  the  population  covered  by  the  insurer. 

As  a  result,  insurers  would  no  longer 
have  an  incentive  to  deny  coverage  to  individ- 
uals with  chronic  disease.  Moreover,  insurers 
would  be  able  to  provide  coverage  at  a 
near  uniform  premium  for  the  sick  and 
the  healthy.  The  health  risk  pool  would 
have  this  effect  because  a  health  plan  that 
enrolls  an  individual  with  a  high-cost  chronic 
illness  will  receive  a  transfer  of  funds  from 
the  pool  equal  to  the  difference  between 
the  expected  health  care  costs  for  the  individ- 
ual involved  and  the  average  expected  cost. 
This  moves  the  system  back  toward  a  flexible 
community  rate — where  choice  in  plans  is 
maintained,  but  risk  is  truly  pooled. 

A  number  of  methods  have  been  developed 
for  measuring  expected  health  care  costs 
based  on  the  health  characteristics  of  the 
population  involved.  These  methods  include 
the  Diagnostic  Cost  Group  system  developed 
at  Boston  University  and  the  Ambulatory 
Care  Group  system  developed  at  Johns  Hop- 
kins. Other  systems  are  available  for  use 
by  the  States.  The  Department  of  Health 
and  Human  Services  would  fund  research 
to  refine  these  systems  and  to  develop  im- 
proved systems  for  adjusting  for  health  risk. 
The  Department  would  also  provide  technical 
support  to  assist  States  in  establishing  the 
risk  pools. 

As  is  true  for  any  system  that  varies 
payment  according  to  health  status,  some 
degree  of  overreporting  is  possible,  but  such 
overre porting  would  not  have  an  adverse 
effect  on  the  pooling  system  unless  some 
insurers  were  more  successful  at  it  than 
others.  If  necessary,  to  prevent  this  outcome, 
a  random  sample  audit  of  insurance  claims 
and  other  records  could  be  used  to  verify 
the  accuracy  of  health  risk  assignments. 

The  health  risk  pools  for  small  group 
coverage  and  for  credit  recipients  would  be 
similar  in  most  respects.  Participation  would 
be  required  for  all  health  plans  providing 
coverage  to  small  groups  and  to  credit  recipi- 
ents. If  an  individual  purchases  the  basic 
benefit  package,  the  insurance  company  re- 
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ceives  the  credit  plus  or  minus  an  amount 
related  to  the  individual's  age  (and  possibly 
gender).  These  adjustments  mitigate  the  prob- 
lem of  adverse  selection  for  the  basic  benefit 
packages. 

Amounts  received  by  an  insurance  company 
would  also  be  subject  to  health  status  adjust- 
ments. On  an  annual  basis,  each  credit 
recipient  would  be  assigned  to  a  health 
status  category.  Each  health  category  would 
have  a  corresponding  weight  based  on  expected 
health  care  costs  defined  relative  to  the 
population  average.  Each  insurer  would  cal- 
culate an  average  weight  for  all  credit  recipi- 
ents covered  by  the  insurer.  Insurers  with 
an  average  weight  greater  than  the  statewide 
average  would  receive  net  transfers  from 
the  pool,  while  insurers  with  an  average 
weight  less  than  the  statewide  average  would 
be  required  to  make  contributions  to  the 
pool. 

States  would  implement  pools  for  credit 
recipients  simultaneously  with  federal  imple- 
mentation of  the  transferable  health  tax  credit 
system.  Implementation  of  health  risk  pools 
for  small  group  coverage  would  occur  over 
a  five-year  period  on  a  phased-in  basis, 
starting  in  the  third  year  after  enactment 
of  the  reform  proposal.  Transition  measures, 
including  premium  limits,  would  apply  in 
the   small   group   market   in   the  interval. 

Encouraging  Group  Purchasing  For  Small 
Employers:  Health  Insurance  Networks 

The  President's  reform  proposal  will  help 
reduce  insurance  costs  for  small  businesses 
by  encouraging  group  purchasing.  Group  pur- 
chasing can  reduce  health  insurance  costs 


by  as  much  as  16  percent  through  efficiencies 
of  scale,  lower  administrative  costs,  and 
through  pooling  of  purchasing  power  that 
helps  small  businesses  negotiate  better  rates 
with  insurers. 

Cleveland's  Council  of  Smaller  Enterprises 
(COSE)  operates  a  successful  health  insurance 
group  purchasing  program  for  small  firms. 
While  COSE  has  been  successful,  surprisingly 
little  of  this  type  of  group  purchasing  is 
going  on  nationwide.  The  reforms  described 
in  the  preceding  sections  will  spur  group 
purchasing  by  protecting  against  some  of 
the  abusive  practices  that  have  daunted  some 
local  purchasing  groups.  Additional  assistance 
is  provided  as  well  to  encourage  rapid  forma- 
tion of  group  purchasing  arrangements. 

ERISA  Reform/Incentives  for  Group  Pur- 
chasing.— The  federal  preemption  of  State 
regulation  of  self- insured  health  benefit  plans 
under  ERISA  that  benefits  virtually  all  large 
employers  would  be  extended  to  small  busi- 
nesses that  purchase  coverage  on  a  group  basis 
through  a  Health  Insurance  Network  (HIN). 
This  would  protect  against  (i)  State  mandated 
benefit  laws  that  require  firms  to  provide  cer- 
tain costly  services,  (ii)  excessive  State  health 
insurance  premium  taxes,  (iii)  and  State  anti- 
coordinated  care  laws.  These  laws  typically  in- 
crease premium  costs  by  2  to  5  percent.  HINs 
could  also  still  self-insure,  but  in  this  case, 
enhanced  insurance  State  solvency  and  in- 
creased Department  of  Labor  standards  would 
apply  to  ensure  the  economic  stability  of  the 
plans. 

Functions. — HINs  could  contract  with  in- 
surers to  provide  coverage  to  members  or  could 
self -insure  subject  to  enhanced  State  solvency 


Table  3-4.  Savings  From  Small  Market  Reforms: 
Administrative  and  Bargaining  Effects 

(Expressed  as  percent  of  total  premium,  by  firm  size) 


Firm  Size  Claima 


Total  Savings 


<4   

5-9  .... 
10-19 
20-^9 


15.9 
13.1 
10.9 
8.5 
6.0 
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regulation  (if  State  solvency  standards  are  in- 
sufficient, Department  of  Labor  solvency 
standards  would  operate  as  a  backup  oversight 
system).  All  federally  approved  HINs  would  be 
required  to  offer  at  least  one  coordinated  care 
option  and  to  use  a  standard  claims  form. 

Organization.— HINs  would  be  structured 
as  non-profit  voluntary  membership  organiza- 
tions with  a  board  of  directors  elected  by  the 
membership.  HINs  would  be  registered  and 
qualified,  as  applicable,  by  a  State  agency  or 
by  the  Department  of  Labor.  There  would  be 
no  limit  on  the  number  of  HINs  that  could 
be  established  in  a  given  area.  HINs  could  be 
established  along  the  lines  of  professional  soci- 
eties, industry,  or  trade  associations  and  would 
be  subject  to  all  of  the  market  reforms  listed 
in  the  preceding  sections.  By  buying  coverage 
through  a  HIN,  small  businesses  would  be  able 
to  achieve  more  effective  purchasing  power  in 
the  market,  thereby  helping  reduce  the  cost 
of  insurance  to  their  employees. 

HINs  will  provide  the  mechanism  for  pooling 
large  numbers  of  individuals  and  employees 
of  small  firms,  an  advantage  that  is  now 
only  available  to  large  companies.  These 
plans  have  not  grown  in  the  past  because 
of  State  laws.  To  allow  for  federal  preemption, 
plans  had  to  "self  insure".  Small  groups 
have  difficulty  raising  capital  to  self  insure 
risk.  This  system  allows  "imputed  ERISA 
exemptions" — small  firms  can  join  together 
without  self-insuring,  and  have  insurers  carry 
the  risk. 

Intrastate  and  Regional  Pooling. — The 

State  or  Federal  government  could  certify  an 
HIN.  For  example,  Pennsylvania  (or  the  Fed- 
eral government)  could  certify  an  HIN  of  1,000 
small  employers  who  pooled  market  power  to 
negotiate  with  local  providers  in  Philadelphia, 
or  the  Federal  government  could  certify  a  simi- 
lar HIN  for  the  Philadelphia  area  (PA,  NJ, 
and  DE)  that  would  pool  market  power  in  the 
entire  region. 

Multi  State  Pooling.— HINs  would  allow 
for  the  first  time,  multi  State  pooling  of  small 
firms.  Groups  like  NFIB,  National  Small  Busi- 
ness United  and  The  Chamber  of  Commerce 
(or  any  other  group)  could  offer  the  same  basic 
plans  to  members  nationwide.  In  the  past, 
State  barriers  have  prevented  such  plans.  This 


will  simplify  marketing  and  administration 
and  sharply  reduce  costs. 

Increasing  Flexibility  for  Health  Plans 

States  would  no  longer  be  allowed  to  man- 
date benefits  that  unduly  limit  flexibility 
for  health  plans,  thereby  increasing  health 
care  costs  and  restrict  coordinated  care. 

State  Mandated  Benefits.— Many  State 
laws  require  insurers  to  cover  certain  optional 
or  ancillary  services.  These  mandated  benefits 
drive  up  premium  costs  up  by  at  least  3  to 
5  percent. 

Provisions  that  Restrict  Coordinated 
Care. — Some  State  laws  impose  restrictions 
which  prevent  the  development  of  coordinated 
care — and  the  competitive  pressure  it  imposes 
on  fee-for-service  providers.  Anti-managed  care 
laws  include: 

•  Restrictions  on  reimbursement  rates  or  se- 
lective contracting:  Laws  that  restrict  the 
ability  of  a  carrier  to  negotiate  reimburse- 
ment rates  with  providers  or  contract  se- 
lectively with  a  limited  number  of  provid- 
ers. 

•  Restrictions  on  differential  financial  incen- 
tives: Laws  that  limit  the  financial  incen- 
tives that  a  health  benefit  plan  may  re- 
quire a  beneficiary  to  pay  when  a  non- 
plan  provider  is  used  on  a  non-emergency 
basis. 

•  Restrictions  on  utilization  review:  Laws 
that  (a)  prohibit  utilization  review  of  any 
or  all  treatments  and  conditions,  (b)  re- 
quire that  such  review  be  made  by  an  in- 
State  physician  or  by  a  physician  in  a  par- 
ticular specialty,  (c)  require  the  use  of 
specified  standards  of  health  care  practice 
in  such  reviews,  or  require  the  disclosure 
of  the  specific  criteria  used  in  such  re- 
views, or  (d)  require  payment  to  providers 
for  the  expense  of  responding  to  utilization 
review  requests. 

Federal/State  Relationships 

Most  of  the  reforms  described  in  the  preced- 
ing section  would  be  implemented  by  the 
States.  Thus,  the  responsibility  for  regulating 
health  insurance  would  remain  primarily  with 
the  States.  However,  federal  legislation  would 
be  amended  to  provide  States  with  clear 
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incentives  to  enact  laws  that  will  achieve 
national  goals. In  many  cases,  as  with  HIN 
certification  and  oversight,  there  would  be 
backup  federal  certification  and  oversight  pro- 
cedures. 

Under  this  approach,  after  an  initial  period 
to  allow  State  action,  if  a  State's  health 
insurance  laws  do  not  meet  prescribed  federal 
guidelines,  then  insurance  sold  in-State  would 
be  certified  through  a  federal  back-up  mecha- 
nism. 

Other  reforms  would  be  implemented  di- 
rectly by  Federal  Government  through  amend- 
ment of  the  Federal  Employee  Retirement 
Income  Security  Act  (ERISA)  or  through 
other  appropriate  legislation.  Certification  of 
HINs  would  fall  into  this  category. 
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As  stated  above,  federally  certified  HINs 
would  be  protected  from  State  mandated 
benefit  laws  and  State  premium  taxes  in 
the  same  manner  as  an  ERISA-qualified 
self-insured  plan.  Federally  certified  HINs 
would,  however,  be  subject  to  additional  State 
requirements  to  assure  solvency.  States  could 
provide  an  alternative  process  for  certification 
of  HINs.  If  State  laws  and  State  premium 
taxes  were  excessive,  a  HEN  could  apply 
to  the  Department  of  Labor  for  federal  cer- 
tification— pre-empting  State  law.  As  a  result, 
State  would  be  encouraged  to  facilitate  market 
pooling  and  access  to  coverage  for  small 
business — or  risk  losing  their  traditional  insur- 
ance oversight  and  regulatory  role  to  a  federal 
backup  system. 
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Chapter  4 

Expanding  Access  Through  Tax  Measures  to  Help  People 
Pay  for  Insurance:  Health  Insurance  Tax  Credit  and  De- 
duction 


Overview 

The  cornerstone  of  the  President's  plan 
to  increase  access  to  health  insurance  is 
a  new  transferable  tax  credit  and  deduction 
designed  to  help  most  of  the  Nation's  unin- 
sured obtain  health  insurance.  The  plan  places 
the  highest  priority  on  providing  health  insur- 
ance for  low-income  individuals,  but  also 
would  provide  substantial  benefits  to  middle- 
income  individuals  who  enjoy  little  or  no 
employer  contributions  for  health  insurance 
and  to  self-employed  individuals. 

Policy  Background 

Current  tax  law  provides  substantial  bene- 
fits to  individuals  whose  employers  contribute 
to  their  health  care  insurance  costs.  The 
entire  amount  of  the  employer's  contribution 
is  excluded  from  taxable  income  and  from 
the  FICA  wage  base. 

Self-employed  individuals  are  able  to  deduct 
25  percent  of  their  premium  payments.  And 
all  taxpayers  are  able  to  deduct  out-of-pocket 
medical  expenses  and  premium  payments  to 
the  extent  that  these  expenses  exceed  7.5 
percent  of  adjusted  gross  income;  however, 
this  deduction  is  of  limited  value  to  most 
taxpayers  because  few  have  medical  expenses 
significantly  in  excess  of  the  AGI  threshold. 


Other  federal  programs — including  Medicare 
and  Medicaid — provide  health  insurance  cov- 
erage directly  to  eligible  groups  including 
the  elderly,  disabled,  and  certain  low-income 
individuals.  However,  many  low  income  indi- 
viduals— including  many  unemployed  individ- 
uals and  the  working  uninsured — do  not 
qualify  for  any  of  these  benefits  and  do 
not  receive  any  direct  or  indirect  Federal 
contribution  to  their  health  insurance. 

Overall,  there  are  estimated  to  be  34.7 
million  Americans  without  health  insurance 
(CPS,  March  1991).  Lack  of  coverage  has 
a  number  of  adverse  consequences.  Health 
may  be  at  risk  because  of  reduced  access 
to  primary  and  preventive  care.  Moreover, 
uninsured  people  often  seek  medical  care 
in  hospital  emergency  rooms,  which  is  costly 
and  inefficient.  The  cost  of  providing  care 
to  the  uninsured  produces  large  cost-shifting 
within  the  health  care  system,  increasing 
costs  for  the  insured— by  up  to  15  percent 
for  some  services.  For  these  and  other  reasons, 
expanding  insurance  coverage  is  an  important 
goal  for  the  Nation. 

Analysts  have  suggested  a  variety  of  options 
as  means  of  expanding  insurance  coverage. 
These  options  include  national  health  insur- 
ance (see  Chapter  6,  section  A),  and  a 
"play  or  pay"  mandate  to  require  employers 


95  Million  Americans  Will  Benefit 


To  make  health  insurance  more  affordable,  the  President's  plan  includes: 

•  A  tax  credit  of  up  to  $3,750  for  low-income  families; 

•  A  tax  deduction  of  up  to  $3,750  for  middle-income  families; 

•  An  increase  to  100  percent  in  the  deduction  for  health  insurance  available  to  self-em- 

ployed individuals. 
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to  provide  coverage  or  to  pay  a  tax  (see 
Chapter  6,  section  B).  Both  of  these  alter- 
natives will  lead  to  higher  costs  for  American 
taxpayers,  rationing  of  care,  and  inefficient 
delivery  in  an  unstable  system.  The  Presi- 
dent's proposal  instead  relies  on  significant 
reforms  of  the  health  insurance  market,  a 
new  transferable  health  insurance  tax  credit 
for  low-income  families,  and  a  new  health 
insurance  tax  deduction  for  middle-income 
families. 

The  President's  plan  will  promote  individual 
choice.  With  a  system  of  health  insurance 
tax  credits  and  deductions,  low-  and  middle- 
income  families  will  be  free  to  choose  among 
a  variety  of  health  plans  with  increased 
availability  due  to  the  market  reforms.  This 
helps  ensure  that  coverage  meets  individual 
and  family  needs. 

Moreover,  providing  choice  is  a  critical 
prerequisite  of  competition  in  any  market 
system — and  competition  among  health  plans 
is  the  best  way  of  assuring  continuous  im- 
provements in  quality  of  care,  service,  and 
cost-effectiveness.  None  of  the  alternative  op- 
tions for  expanding  insurance  coverage  pro- 
mote choice  or  enhance  competition.  Indeed, 
they  generally  have  the  opposite  effect.  Other 
disadvantages  are  detailed  more  fully  in  Chap- 
ter 6. 

Tax  Credits  and  Deductions  for  Low- 
Income  and  Middle-Income  Individuals 

Low-  and  middle-income  persons  who  are 
not  covered  by  other  federally  subsidized 
health  insurance  programs  will  be  eligible 
for  a  tax  credit  or  deduction  for  the  purchase 
of  insurance. 

Eligibility. — Eligibility  for  the  credit  or  the 
deduction  is  related  to  income  and  extends  up 
to  a  modified  adjusted  gross  income  of — 

•  $50,000  for  single  persons 

•  $65,000  for  persons  filing  as  heads  of 
households,  and 

•  $80,000  for  married  persons  filing  jointly. 

These  income  levels  will  be  increased  to 
account  for  inflation. 

Individuals  who  receive  other  federal  sup- 
port (e.g.,  covered  by  Medicare,  Medicaid, 
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CHAMPUS,  and  selected  other  federal  health 
programs)  would  not  be  eligible  for  the  credit. 
The  transferable  tax  credit  would  replace 
the  supplemental  earned  income  tax  credit 
available  under  current  law  for  certain  low- 
income  taxpayers  who  contribute  toward  the 
purchase  of  health  insurance  coverage  for 
their  children. 

Amount— The  maximum  amount  of  the 
credit  is  $1,250  for  single  persons,  $2,500  for 
married  couples  and  other  two-person  families, 
and  $3,750  for  families  of  three  or  more.  These 
credit  amounts  would  be  sufficient  to  purchase 
a  basic  health  insurance  benefits  package  (See 
Table  3-3).  The  amount  of  the  credit  would 
phase  down  to  a  minimum  at  increasing  in- 
come levels. 

Individuals,  couples,  and  families  may  also 
elect  to  claim  a  deduction  instead  of  the 
credit.  The  deduction  will  be  available  to 
persons  without  regard  to  whether  they  item- 
ize or  claim  the  standard  deduction  and 
will  be  equal  to  $1,250  for  single  persons, 
$2,500  for  married  couples  and  other  two- 
person  families,  and  $3,750  for  families  of 
three  or  more. 

Both  the  credit  and  deduction  amounts 
will  be  increased  to  account  for  inflation. 
Applicable  credit  and  deduction  amounts  will 
be  reduced  by  the  amount  of  any  contribution 
made  by  the  employer  to  the  employee's 
health  plan.  Individuals  with  employer  con- 
tributions exceeding  the  applicable  credit  or 
deduction  amount  will  receive  neither  the 
credit  nor  the  deduction. 

As  noted  above,  the  amount  of  the  tax 
credit  would  vary  based  on  modified  adjusted 
gross  income  in  relation  to  the  tax  filing 
threshold.  The  tax  filing  threshold  is  the 
sum  of  the  standard  and  taxpayer  and  depend- 
ent exemptions  and  approximates  the  poverty 
level.  Modified  adjusted  gross  income  equals 
the  sum  of  adjusted  gross  income,  plus  non- 
taxable Social  Security  payments,  Railroad 
Retirement  payments,  and  tax-exempt  inter- 
est. 

The  tax  credit  would  be  implemented  over 
a  five-year  period.  When  fully  implemented — 

•  All  eligible  individuals,  married  couples, 
or  families  with  incomes  below  the  tax 
threshold  (100  percent  of  poverty)  will  re- 
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ceive  the  maximum  credit  (e.g.,  to  $1,250, 
for  mdividuals,  $2,500  for  married  couples, 
and  $3750  for  families). 

•  All  eligible  individuals,  married  couples, 
or  families  with  incomes  above  the  tax 
threshold  will  receive  a  partial  credit,  de- 
creasing to  10  percent  of  the  maximum 
credit  (e.g.,  to  $125  for  individuals,  $250 
for  married  couples,  and  $375  for  families) 
at  150  percent  of  the  tax  threshold. 

•  All  eligible  individuals,  married  couples, 
or  families  with  incomes  above  150  per- 
cent of  the  tax  threshold,  will  receive  the 
greater  of  the  minimum  credit  or  the  de- 
duction of  up  to  $3,750  as  described  above. 

As  noted  previously,  individuals,  married 
couples,  and  families  with  incomes  above 
$50,000,  $65,000,  and  $80,000,  respectively, 
would  be  ineligible  for  either  the  credit 
or  the  deduction.  Also,  as  noted  previously, 
individuals,  couples  and  families  could  take 
the  health  insurance  deduction  instead  of 
the  credit.  Moreover,  the  amount  of  the 
credit  and  the  deduction  would  be  phased 
out  over  the  range  of  $40,000  to  $50,000 
for  single  persons,  $55,000  to  $65,000  for 
married  couples  and  other  two-person  families, 
and  $70,000  to  $80,000  for  families  of  three 
or  more.  The  tax  credit  and  deduction  would 
cost  about  $35  billion  in  1997  when  fully 
phased-in. 

Administration. — For  filers,  credits  and  de- 
ductions could  be  claimed  on  the  tax  return 
at  the  end  of  the  year  in  the  usual  manner 
used  for  other  credits  and  deductions. 

Alternatively,  low-income  credit  recipients 
could  receive  a  transferable  credit  certificate 
during  the  year  by  applying  to  a  governmental 
office.  States  may  select  a  State  agency, 
such  as  the  Employment  Service  or  contract 
with  the  Social  Security  Administration  to 
certify  applicants'  eligibility  and  to  notify 
the  Internal  Revenue  Service  of  the  issuance 
of  the  advance  credit. 

This  mechanism  would  immediately  qualify 
the  individual  or  family  for  assistance  in 
purchasing  health  insurance;  people  would 
not  have  to  wait  until  they  file  their  tax 
returns  to  benefit.  Transferable  credit  holders 
would  transfer  the  credit  to  an  employer 
or  insurer  who  provides  health  insurance 


in  payment  for  coverage.  The  insurance  pro- 
vider will  then  reconcile  the  amount  of  the 
advance  credit  on  their  tax  return. 

Credits  would  be  used  to  purchase  a  "basic" 
benefit  package  (or  other  health  plans  of 
their  choice).  States  would  ensure  that  insur- 
ance companies  would  make  basic  benefit 
plans  available  (See  Chapter  3). 

Tax  Credits  and  Deductions  for  Self- 
Employed  Individuals 

The  self-employed  would  be  entitled  to 
deduct  100  percent  of  the  cost  of  their 
health  insurance  premiums  or  receive  the 
applicable  credit,  whichever  is  greater. 

Using  the  Tax  Credit/Deduction  to 
Purchase  Insurance 

The  market  reforms  described  in  Chapter 
3  would  apply  to  help  assure  that  coverage 
is  both  available  and  affordable  for  individuals 
and  families  receiving  health  insurance  tax 
credits.  Specifically,  guaranteed  issue,  guaran- 
teed renewability,  and  elimination  of  preexist- 
ing condition  exclusions  would  all  apply. 
Moreover,  broad  based  health  risk  pooling 
would  apply  to  insurance  sold  to  credit  recipi- 
ents to  ensure  affordability  of  coverage  for 
recipients  with  chronic  illnesses.  Finally,  credit 
recipients  would  be  able  to  buy  low  cost 
coverage  through  health  insurance  networks 
or  HINs. 

The  initial  credit  amounts  of  $1,250,  $2,500, 
and  $3,750  for  individuals,  couples  and  fami- 
lies were  selected  to  cover  the  cost  of  an 
efficiently-run  health  plan  that  provides 
"basic"  services.  Each  State  would  define 
a  basic  benefit  plan  or  plans  that  could 
be  purchased  for  the  approximate  amount 
of  the  credit.  Any  insurer  in  the  State 
could  offer  basic  benefits  to  credit  recipients. 
Credit  recipients  would  be  able  to  buy  coverage 
other  than  the  State-defined  basic  benefit 
package  if  such  other  coverage  would  better 
suits  their  needs. 

Achieving  the  Goal  of  Expanded  Access 

The  health  insurance  tax  credit  and  deduc- 
tion will  help  millions  of  low-  and  middle- 
income  families  afford  health  insurance.  When 
fully  implemented,  approximately  86  percent 
of  all  individuals  not  receiving  Federal  medical 
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support  have  income  in  the  range  of  eligibility 
for  a  credit  or  deduction;  the  remaining 
14  percent  are  higher-income  individuals  or 

families. 

•  Individuals  who  have  employment  based 
coverage,  but  who  pay  much  of  the  cost 
themselves,  would  receive  a  substantial 
new  deduction  or  credit. 

A  total  of  95  million  individuals  would 
benefit  from  the  health  insurance  tax  credit 
and  deduction  when  the  President's  program 
is  fully  phased  in. 

•  About  25  million  low-income  individuals 
would  receive  the  maximum  credit  (ad- 
justed for  any  employer  contributions). 

•  Approximately  13  million  individuals  with 
incomes  between  100  percent  and  150  per- 
cent of  the  tax  filing  threshold  would  re- 
ceive a  partial  credit  or  deduction. 

•  Finally,  about  57  million  middle-income 
individuals  would  receive  a  partial  credit 
or  deduction.  Of  these,  51  million  would 
receive  a  deduction. 
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Self-employed  workers  would  also  be  helped. 
In  1993,  3.1  million  self-employed  taxpayers 
currently  buying  health  insurance  would  bene- 
fit from  the  increase  in  the  deduction  available 
to  the  self-employed.  Still  more  self-employed 
individuals  will  benefit  because  they  qualify 
for  the  health  insurance  tax  credit.  And, 
the  insurance  market  reforms  discussed  in 
Chapter  3  will  reduce  the  cost  of  health 
insurance  for  self-employed  individuals  at 
all  income  levels. 

After  five  years,  29  million  Americans  will 
become  newly  covered.  The  number  of  unin- 
sured will  be  decreased  from  34.1  million 
to  4.9  million— or  less  than  1.8  percent  of 
the  total  population.  Twenty-four  million 
Americans  will  gain  coverage  primarily  as 
a  result  of  the  new  health  insurance  tax 
credits  and  deductions.  And,  by  reducing 
premium  costs  substantially,  the  health  insur- 
ance market  reforms  and  other  cost-contain- 
ment reforms  will  encourage  employers  to 
expand  coverage  voluntarily  to  an  additional 
five  million  Americans. 


Table  4-1.   Effect  of  Overall  Reform  Proposal  on  the  Number  of  Uninsured 

Americans 

(People  in  millions;  projected  to  population) 

Below  100 

Income  Level                                 Percent  of 
Poverty1 

Between 
100  and  150 
Percent  of 
Poverty1 

Totals 

As 

Percent 
of  Total 
Popula- 
tion 

Covered  Through  Tax  Credits  and  Deductions    14.9 

Total  Newly  Covered    15.3 

Remaining  Uninsured    0.1 

5.7 
5.0 
0.6 
5.6 
0.2 

34.1 
24.1 
5.0 
29.2 
24.9 

12.8% 
9.1% 
1.9% 

11.0% 
1.8% 

1  Poverty  here  is  the  income  level  at  which  individuals,  couples,  and  families  must  begii 

2  Many  of  the  4.9  million  remaining  uninsured  are  eligible  for  a  credit  or  deduction. 

i  paying  incor 

ae  taxes. 
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Chapter  5 

Making  the  System  More  Cost-Effective 
A.  Overview 


Over  the  past  several  decades,  per  capita 
health  care  costs  in  the  United  States  have 
increased  more  than  4  percent  per  year 
faster  than  general  inflation.  Since  1960, 
real  per  capita  health  spending  has  grown 
as  a  share  of  GDP  from  5.3  percent  in 
1960  to  an  estimated  13.1  percent  in  1991. 
If  current  trends  were  to  continue,  total 
health  spending  could  reach  26.1  percent 
to  43.7  percent  of  GDP  by  2030  under 
alternative  assumptions  (Waldo  et  al.,  1991). 
Clearly,  these  trends  are  unsustainable  if 
the  United  States  is  to  improve  its  economic 
base  and  standard  of  living. 

This  rapid  growth  reflects  a  number  of 
factors  that  cannot  easily  be  changed  or 
controlled:  the  demographics  of  the  U.S.  popu- 
lation, the  labor-intensive  nature  of  health 
care  services,  and  the  introduction  of  bene- 
ficial— but  highly  costly — new  technology. 
Other  causes  of  rising  health  care  costs — 
market  failures  in  health  care  and  health 
insurance — can  and  should  be  addressed 
through  enhanced  competition. 

Currently,  the  mix  of  health  services  pro- 
vided is  not  necessarily  that  which  fully 
informed  consumers  would  purchase  under 
optimal  conditions  and  services  are  not  pro- 
duced at  minimum  cost.  A  key  issue  is 
the  role  of  insurance.  While  health  insurance 
has  important  benefits — it  protects  individuals 
and  families  from  unexpected  high  health 
care  costs  and  it  reduces  financial  barriers 
to  care — traditional  fee-for-service  insurance 
with  low  cost-sharing  stimulates  over-utiliza- 
tion of  services.  The  reason  is  straightforward: 
with  insurance  paying  most  of  the  cost, 
health  care  is  perceived  to  be  a  free  good 
for  patients  and  demand  for  medical  care 
increases  above  optimal  levels.  Moreover,  insu- 
lated from  the  cost  of  care,  consumers  have 
little   reason  to   shop   for  the  best  price. 


More  efficient  forms  of  health  insurance 
coverage  are  available.  These  include  fee 
for-service  coverage  with  modest  cost  sharing 
and  coordinated  care  coverage,  where  the 
health  plan  strives  to  buy  the  best  package 
of  health  care  at  the  lowest  cost  on  behalf 
of  plan  enrollees.  Due  to  distortions  in  the 
health  insurance  market,  however,  demand 
has  been  relatively  weak  for  these  more 
efficient  forms  of  coverage. 

There  are  three  principal  distortions  in 
the  market  for  health  insurance  which  support 
inefficient  forms  of  coverage:  (i)  government 
subsidies  which  reduce  consumer  sensitivity 
to  cost,  (ii)  opportunities  for  favorable  risk 
selection — or  "cream-skimming" — which  can 
give  inefficient  health  plans  an  unfair  cost 
advantage,  and  (iii)  limited  consumer  informa- 
tion regarding  the  quality  of  care  in  competing 
health  plans  which  can  lead  consumers  to 
mistake  higher  price  (or  more  intensive  service 
delivery)  for  better  care  or  superior  outcomes. 

There  are  other  weaknesses  in  our  current 
system  as  well.  Substantial  consumer  and 
provider  uncertainty  exists  regarding  the  effec- 
tiveness of  a  broad  range  of  alternative 
diagnostic  and  therapeutic  procedures.  More- 
over, prevention  often  is  neglected  resulting 
in  needless  illness  and  greater  cost.  Finally, 
our  current  legal  system  increases  health 
care  costs  by  fostering  "defensive  medicine" 
and  excessive  litigation  costs. 

Against  this  background,  the  outlines  of 
a  comprehensive  reform  strategy  become  ap- 
parent. The  key  initiative  is  to  shift  health 
care  delivery  to  a  more  market-based,  competi- 
tive system.  Other  critical  elements  include 
reducing  administrative  costs,  coordinated  care 
initiatives,  more  prudent  purchasing  of  care 
(particularly  through  public  programs),  preven- 
tion, and  malpractice  reforms. 
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Each  of  these  elements  move  the  system 
toward  greater  efficiency.  Together,  these  ele- 
ments form  the  building  blocks  of  a  more 
fully  integrated  market-based  system. 

Strengthening  Competition 

The  President's  reform  proposal  has  three 
main  elements  which  will  strengthen  com- 
petition. These  elements  will  lead  to  greater 
efficiency  and  a  more  equitable  allocation 
of  resources.  The  nature  of  competition  will 
shift.  Providers  and  the  mix  of  services 
will  be  chosen  based  more  on  price  relative 
to  quality  and  meaningful  outcomes. 

Changes  in  Tax  Policy. — The  President's 
Plan  contains  two  changes  in  tax  policy  that 
make  health  care  moare  widely  available  and 
affordable:  (i)  a  transferable  tax  credit  for  low- 
income  individuals  and  families,  and  (ii)  a  de- 
duction for  self-paid  health  premiums  of  up 
to  $125(VS3750  for  middle  income  individuals 
and  families. 

The  transferable  tax  credit  is  a  crucial 
reform.  For  the  first  time,  government  assist- 
ance for  low-income  individuals  and  families 
will  be  provided  through  tax  credits  rather 
than  through  a  publicly  administered  health 
insurance  program.  Reliance  on  tax  credits 
will  allow  increased  consumer  choice.  Tax 
credits  to  low-income  individuals  will  permit 
them  to  shop  among  plans  and  coverage 
options.  Moreover,  because  the  credit  is  set 
as  a  fixed  dollar  amount  rather  than  as 
a  percent  of  premium  costs,  consumers  will 
be  cost-sensitive  and  purchase  additional  cov- 
erage only  when  the  benefits  of  such  coverage 
at  the  margin  outweigh  competing  goods 
and  services. 

Consumers  affected  by  the  tax  credit  and 
the  capped  deduction  can  be  expected  to 
be  more  cost-conscious.  Restoring  marginal 
cost  sensitivity  in  this  way  could  result 
in  a  5  percent  one-time  reduction  in  health 
care  costs  for  those  affected  (Chernick,  Holmer, 
and  Weinberg,  1987).  This  estimate  is  consist- 
ent with  other  studies  which  indicate  one- 
time savings  of  between  2  percent  and  13 
percent  (EBRI,  1989). 

While  these  reforms  will  directly  affect 
only  a  portion  of  the  population,  a  broader 
spillover  effect  seems  likely.  Employers  are 
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likely  to  provide  more  efficient  forms  of 
insurance  coverage  to  all  employees — not  just 
those  directly  affected  by  the  change  in 
tax  policy.  Because  coverage  does  not  correlate 
highly  with  income  (Taylor  and  Wilensky, 
1985),  this  spillover  effect  is  plausible. 

Non-medical  areas  will  experience  spillover 
benefits  as  well.  By  subsidizing  health  insur- 
ance for  low-income  workers,  the  tax  credit 
will  encourage  re-entry  into  the  work  force — 
particularly  for  Medicaid  recipients  who  may 
fear  losing  insurance  coverage  if  they  resume 
employment.  Broader  health  insurance  should 
also  lead  to  productivity  gains  from  improved 
health  status  for  the  uninsured  unemployed/ 
working  poor. 

Insurance  Market  Reforms.— The  insur- 
ance market  reforms  will  help  make  com- 
petition more  effective  as  a  means  of  encourag- 
ing greater  efficiency.  The  market  reforms  will 
effectively  block  "cream  skimming"  or  favor- 
able risk  selection.  This  will  cause  competitors 
to  focus  on  cost-containment  and  quality. 
Group  purchasing  through  Health  Insurance 
Networks  ("HINs")  will  also  give  small  busi- 
nesses greater  market  "clout."  And,  pre- 
emption of  State-mandated  benefit  and  anti- 
managed  care  laws  will  give  health  plans  new 
flexibility  to  respond  to  market  pressures  for 
greater  efficiency  and  cost  savings. 

Improved  Information. — Comparative  cost 
and  quality  information  would  be  made  avail- 
able to  purchasers  through  a  new  series  of 
State  and  local  initiatives.  Providing  this  infor- 
mation is  a  critical  element  for  a  pro-com- 
petition reform  strategy.  Comparative  informa- 
tion for  individual  and  institutional  purchasers 
will  enable  purchasers  to  shift  demand  to- 
wards high-value  health  plans  and  providers. 
This,  in  turn,  will  provide  powerful  incentives 
for  plans  and  providers  to  compete  by  control- 
ling costs  while  improving  quality.  Even  a  mi- 
nority of  well-informed  consumers  can  influ- 
ence other  consumers  and  the  direction  of  the 
market  (Pauly,  1978).  Plans  and  providers  that 
demonstrate  equivalent  or  superior  outcomes 
at  lower  cost  would  gain  a  competitive  edge. 
Service  utilization  and  costs  could  be  cut  ap- 
preciably with  no  deterioration  in  outcomes. 

Funding  will  increase  for  outcomes  research. 
This  research  will  better  define  the  safety 
and  effectiveness  of  key  medical  and  surgical 
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procedures  and  will  facilitate  more  appropriate 
use  of  costly  technologies.  Funding  also  will 
increase  for  efforts  to  develop  practice  guide- 
lines for  practitioners.  By  specifying  a  "best 
practice"  approach  for  specific  conditions, 
guidelines  can  help  prevent  unnecessary  or 
potentially  harmful  care. 

Administrative  Savings 

Some  administrative  costs  (e.g.,  spending 
on  utilization  review)  can  result  in  net  savings 
by  identifying  and  preventing  costly,  un- 
needed,  and  potentially  dangerous  care.  The 
U.S.  leads  the  world  in  health  care  quality 
assurance.  Quality  assurance  increases  admin- 
istrative costs,  but  adds  important  value 
for  consumers. 

Nonetheless,  there  are  areas  where  overhead 
costs  in  the  U.S.  are  excessive  and  savings 
are  possible.  One  area  of  concern  is  adminis- 
trative and  marketing  costs  for  health  insur- 
ance sold  to  small  businesses.  Overhead  costs 
can  be  as  high  as  40  percent  of  total 
premiums  for  small  businesses  compared  with 
less  than  6  percent  for  large  businesses. 
Another  area  of  concern  relates  to  the  high 
cost  of  paperwork  associated  with  billings 
and  claims  forms. 

Under  the  Administration's  proposal,  group 
purchasing  arrangements,  or  Health  Insurance 
Networks,  for  small  businesses  will  help  re- 
duce administrative  and  marketing  costs.  And 
market  reforms  will  reduce  overhead  costs 
by  prohibiting  insurers  from  refusing  coverage 
to  particular  individuals  in  a  group  due 
to  their  health  status  and  by  discouraging 
frequent  changes  of  insurers. 


The  Secretary  of  Health  and  Human  Serv- 
ices is  leading  a  number  of  initiatives  to 
streamline  administrative  procedures.  These 
include  accelerated  development  of  data  stand- 
ards for  electronic  claims  processing,  and 
encouragement  of  electronic  medical  records 
for  insurance  enrollees. 

Coordinated  Care 

The  President's  reform  proposal  would  en- 
courage greater  use  of  coordinated  care  ar- 
rangements through  increased  enrollment  in 
public  programs — Medicare  and  Medicaid — 
and  eliminate  State  laws  that  hir  der  develop- 
ing these  arrangements. 

"Coordinated  care"  refers  to  a  diverse — 
and  still  evolving — set  of  alternative  delivery 
models  introduced  over  the  last  two  decades. 
Examples  include  Health  Maintenance  Organi- 
zations (HMOs)  and  Preferred  Provider  Orga- 
nizations (PPOs).  Coordinated  care  plans  offer 
the  potential  of:  lower  cost,  improved  outcomes 
through  better  quality  assurance,  and  ex- 
panded consumer  choice  among  health  service 
delivery  options.  Coordinated  care  systems 
closely  integrate  the  financing  and  delivery 
of  health  care.  Unlike  fee-for-service  medicine, 
clinical  decisions  are  coordinated  across  the 
full  continuum  of  care. 

Accumulating  evidence  presented  in  sub- 
section B  shows  direct  savings  from  coordi- 
nated care  as  high  as  30  percent.  Other 
studies  show  significant  "spillover"  savings: 
as  coordinated  care  systems  gain  market 
share  in  local  markets,  fee-for-service  costs 
are  reduced  as  providers  are  forced  to  compete 
more  vigorously.   And,   it  is   important  to 


Table  5-1.  Savings  From  Small  Market  Reforms: 
Administrative  and  Bargaining  Effects 

(Expressed  as  percent  of  total  premium,  by  firm  size) 

B.     c.    ™  .  Total  Adminis-       Total  Saving 

FmnS^e  Claims  tration  Saving.  Wlth|g^n,ng 


Fewer  than  4    12.6  15.9 

5-9   10.6  13.1 

10-19   9.1  10.9 

20-49    7.4  8.5 

50-99    5.5  6.0 
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stress  that  the  cost  containment  potential 
of  coordinated  care  is  dynamic.  Further  sav- 
ings are  likely  as  management  systems  im- 
prove and  as  better  techniques  for  delivering 
medical  care  are  developed. 

Prudent  Purchasing  in  Public  Programs 

Expenditures  for  both  Medicare  and  Medic- 
aid programs  have  continued  to  grow  at 
double  digit  rates.  Medicare  baseline  growth 
for  fiscal  year  1992  is  projected  at  11.8 
percent;  expenditures  under  Medicaid  have 
increased  at  nearly  25  percent  on  average 
over  the  last  four  years,  making  it  the 
fastest  growing  domestic  program.  Prudent 
purchasing  and  other  measures  to  improve 
efficiency  could  reduce  growth  in  Medicare 
costs.  Medicaid  cost  growth  would  be  slowed 
by  encouraging  greater  reliance  on  coordinated 
care  and  by  providing  States  with  greater 
flexibility.  These  savings  will  be  achieved 
with  no  reduction  in  benefits  for  program 
recipients. 

The  Administration  also  supports  measures 
to  stop  abuses  in  the  current  system.  For 
example,  payment  for  physician  self -referrals 
would  be  prohibited  under  the  Medicare  and 
Medicaid  programs.  Physicians  and  other  pro- 
viders increasingly  refer  patients  for  tests 
or  to  diagnostic  centers  in  which  they  hold 
some  financial  stake — a  clear  conflict  of  inter- 
est. Recent  evidence  indicates  these  "self- 
referral"  arrangements  can  increase  costs  per 
episode  by  as  much  as  400-700  percent 
(Florida  Cost  Containment  Board,  1991; 
Hillman  et  al.,  1990). 

Prevention 

Prevention  is  a  "win-win"  investment 
Health  care  costs  can  be  cut  while  improving 
well-being  and  increasing  worker  productivity. 
Healthy  behaviors  can  prevent  between  40 
and  70  percent  of  all  premature  deaths, 
a  third  of  all  cases  of  acute  disability, 
and  two-thirds  of  all  chronic  disability.  Accord- 
ingly, the  President's  plan  focuses  on  preven- 
tion efforts  which  have  maximum  return 
on  investment.  Specific  initiatives  include  in- 
creased funding  for  (i)  vaccine  research  and 
other  research  targeted  at  preventing  specific 
diseases;  (ii)  screening  programs  such  as 
blood  lead  level  testing,  pap  smears,  mammo- 
grams,  and  blood  cholesterol  testing;  and 
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(iii)  health  promotion  activities,  such  as  cam- 
paigns to  reduce  smoking,  increase  seat  belt 
use,  or  encourage  early  prenatal  care  for 
low- income  women. 

Medical  Professional  Liability  Reform 

Medical  malpractice  reform  is  a  key  element 
of  health  system  reform.  Malpractice  pre- 
miums more  than  doubled  from  approximately 
$2.7  billion  in  1984  to  $5.6  billion  in  1989. 
And,  the  threat  of  malpractice  forces  doctors 
to  practice  "defensive  medicine" — ordering  un- 
necessary tests  and  procedures  simply  as 
documentation  to  protect  against  litigation. 
Defensive  medicine  costs  are  estimated  at 
about  $21  billion  a  year.  The  current  system 
also  involves  lengthy  delays  and  excessive 
litigation  costs. 

To  address  these  problems,  the  Administra- 
tion is  proposing  comprehensive  reform.  States 
would  be  encouraged  to  reform  medical  mal- 
practice litigation  by:  (i)  capping  the  amount 
of  allowable  non-economic  damages;  (ii)  elimi- 
nating joint  and  several  liability  for  non- 
economic  damages;  (iii)  eliminating  the  collat- 
eral source  rule  that  allows  for  double  recov- 
ery; (iv)  requiring  structured  payments  for 
malpractice  awards,  as  opposed  to  lump  sum 
payments;  (v)  promoting  pretrial  alternative 
dispute  resolution  to  encourage  reasonable 
settlements;  and  (vi)  implementing  procedures 
to  enhance  quality  of  care.  These  reforms 
would  also  be  applied  to  Federal  courts, 
and  alternative  means  of  resolving  medical 
malpractice  claims  would  be  piloted  within 
the  Federal  Employees  Health  Benefits  Pro- 
gram. 

In  addition,  the  President's  reform  proposal 
supports  amending  State  and  federal  rules 
of  civil  procedure  to  provide  that  a  party 
who  refuses  to  engage  in  alternative  dispute 
resolution  and  who  loses  at  trial  must  pay 
the  other  party's  attorneys'  fees.  Finally, 
the  Department  of  Justice  will  provide  addi- 
tional guidance  concerning  the  application 
of  the  antitrust  laws  to  certain  aspects  of 
the  health  care  system. 

Practice  guidelines  and  standards  of  care 
have  assumed  growing  importance  in  providing 
quality  assurance.  Such  guidelines  and  stand- 
ards also  may  play  an  important  role  in 
reducing  defensive  medicine.  Their  implica- 
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tions  for  malpractice  litigation  will  be  the 
focus  of  scrutiny  by  the  Secretary  of  Health 
and  Human  Services. 

Overall  System  Effects 

Each  of  the  individual  elements  will  encour- 
age greater  efficiencies  and  a  more  fair 
allocation  of  resources  across  the  U.S.  health 
care  system. 

Tax  policy  changes,  health  insurance  market 
reform,  and  greater  availability  of  comparative 
value  information  will  together  generate  in- 
creased cost  sensitivity  and  increased  con- 
sumer shopping  across  all  income  and  occupa- 
tional groups.  Suppliers  can  be  expected  to 
respond  with  more  affordable  benefit  packages 
and  a  more  efficient  mix  of  services.  For 
example,  use  of  cost-sharing  and  coordinated 
care  plans  could  increase.  As  coordinated 
care  plans  achieve  greater  premium  cost 
advantages,  more  individuals  would  switch 
to  these  plans  from  fee-for-service  coverage. 
And,  coordinated  care  plans  would  have  incen- 
tives to  increase  savings  by  making  provider 
networks  more  selective  and  by  reducing 


marginally  useful  care,  including  cost-increas- 
ing technologies. 

Increased  use  of  coordinated  care  by  Medi- 
care and  Medicaid  would  reinforce  these  mar- 
ket shifts.  Public  and  private  activity  combined 
could  make  coordinated  care  plans  the  domi- 
nant system.  The  market  power  enjoyed  by 
coordinated  care  approaches  would  further 
mean  that  norms  of  care  (and  consumer 
and  physician  expectations)  would  increasingly 
be  established  by  this  sector. 

Projected  Savings  Estimates 

The  President's  health  care  reform  proposals 
can  reduce  the  rise  in  health  expenditures. 
The  individual  savings  estimates,  both  static 
and  ongoing,  are  presented  in  Chart  14. 
By  1997,  total  health  expenditures  could 
be  cut  by  6  to  14  percent  if  the  proposals 
are  adopted. 

In  dollar  terms,  projected  system-wide  sav- 
ings through  1997  would  total  $394  billion. 
Projected  estimates   of  cumulative  savings 


Chart  14.    IMPACT  OF  HEALTH  REFORMS  ON  PROJECTED  U.S.  HEALTH  SPENDING 
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through  the  end  of  the  decade  total  nearly 
a  trillion  dollars — $954  billion. 

Over  the  longer  term  running  into  the 
next  century,  many  of  the  President's  proposed 
reforms  can  be  expected  to  reduce  the  growth 
rate  of  real  per  capita  medical  expenses. 

As  shown  in  Chart  14,  the  long-term  rate 
of  growth  in  the  Nation's  health  care  costs 
can  be  cut  from  10  to  19  percent.  A  lower 
growth  rate  in  per  capita  costs,  will  eventually 
restrain  the  share  of  medical  costs  in  the 
total  economy.  By  2030,  the  share  of  GDP 
devoted  to  health  care  will  be  4  to  8  percentage 
points  lower.  Instead  of  27  percent  (the 
middle  range  projected  estimate),  it  could 
be  19  percent. 

Summary 

Health  care  savings  are  to  be  achieved 
through  implementation  of  the  following  re- 
forms: 
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•  Incentives  for  coordinated  care; 

•  Making  information  available  to  consum- 
ers; 

•  Increases  for  prevention  programs  and 
higher  levels  of  personal  responsbility; 

•  Malpractice  reforms; 

•  Reductions  in  administrative  costs; 

•  Increased  efficiency,  reduction  in  waste, 
and  increased  cost-effectiveness  of  publicly 
funded  programs. 

The  combination  of  these  reforms  will  yield 
public  sector  savings  that  would  be  sufficient 
to  offset  the  new  health  insurance  tax  credit 
and  deduction. 


B.  Encouraging  Coordinated  Care 


Overview 

Rapid  increases  in  health  care  costs  have 
focused  attention  on  the  inflationary  incentives 
inherent  in  fee-for-service  and  cost-based  reim- 
bursement, which  traditionally  have  character- 
ized American  medicine.  Under  fee-for-service 
arrangements,  physicians  and  other  providers 
have  incentives  to  perform  more,  not  fewer, 
services,  because  practitioners  receive  higher 
levels  of  income  by  providing  additional  care. 
Many  of  these  extra  services  offer  little 
or  no  additional  health  benefit.  Moreover, 
under  these  systems,  health  care  delivery 
is  often  fragmented,  with  patients  receiving 
services  from  different  providers  without  any 
means  of  coordination. 

In  the  past  decade,  health  care  delivery 
in  the  United  States  has  been  moving  away 
from  fee-for-service  medicine  toward  "coordi- 
nated care"  plans.  The  term  refers  to  a 
diverse — and  still  evolving — set  of  delivery 
models  that  integrate  the  financing  and  deliv- 
ery of  care  and  alter  the  incentives  for 
both  providers  and  consumers  of  care.  As 
Chart  15  indicates,  by  1989,  some  27  percent 
of  workers  in  medium  and  large  firms  received 


care  through  a  coordinated  care  arrangement 
as  opposed  to  less  than  2  percent  in  1980. 
The  trend  is  based  on  the  realization  that 
coordinated  care  systems  offer  better  incen- 
tives for  appropriate,  less  costly,  high-quality 
health  care. 

•  Coordinated  care  plans  redirect  incentives. 
The  organization  is  placed  at  financial  risk 
for  the  entire  continuum  of  patient  care. 

•  As  a  result,  coordinated  care  plans  have 
incentives  to  organize  their  systems  and 
deliver  care  in  the  most  efficient  manner 
possible.  Selective  contracting  to  obtain 
discounts,  exclusive  use  of  providers,  and 
provider  payment  incentives  are  ap- 
proaches utilized  to  improve  efficiency. 

•  Importantly,  there  are  also  incentives  to 
ensure  that  the  plans  deliver  high  quality 
care: 

— Unlike  fee-for-service  medicine,  the 
plans  are  responsible  for  the  entire  epi- 
sode of  any  illness  and  for  the  future 
welfare  of  the  patient.  Thus,  plans  have 
incentives  to  keep  patients  healthy  and 
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Chart  15.  COORDINATED  CARE  ENROLLMENT  IN  MEDIUM  AND  LARGE  FIRMS 
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to  ensure  the  most  rapid  and  complete 
recovery  from  illness. 
— An  important  byproduct  is  that  plans 
have  incentives  to  offer  preventive  serv- 
ices. 

— Moreover,  plans  must  maintain  high 
standards  of  quality  because  plans  com- 
pete for  patients  and  patients  can  choose 
to  enroll  elsewhere. 

Coordinated  care  plans  employ  a  variety 
of  mechanisms  to  ensure  high  quality  care 
and  coordination  of  services.  These  include 
utilization  review  to  determine  whether  serv- 
ices are  medically  necessary  and  appropriate, 
pre-admission  certification,  second  surgical 
opinions,  patient  case  management,  and  the 
use  of  primary  care  physicians  as  coordinators 
and  managers  of  care. 

•  Coordinated  care  plans  are  "win-win"  or- 
ganizations for  providers  and  consumers. 
Consumers  can  receive  high  quality  care 
with  additional  benefits  such  as  preventive 
services.  Efficiency  gains  can  mean  better 
returns  for  providers  and  lower  premiums 
for  consumers. 


Models  of  Care 

An  array  of  coordinated  care  plans  currently 
exist.  A  popular  example  is  the  preferred 
provider  organization  (PPO),  in  which  a  net- 
work or  panel  of  providers  contracts  with 
the  entity.  Many  consumers  have  favored 
PPOs  because  they  allow  greater  freedom 
of  choice  in  selecting  providers.  Typically, 
providers  are  reimbursed  for  services  based 
on  a  negotiated  fee  schedule.  Providers  gen- 
erally accept  lower  fees  in  exchange  for 
directed  access  to  increased  numbers  of  pa- 
tients. Utilization  review  programs  ensure 
that  physicians  do  not  offset  lower  fees  with 
inappropriately  increased  volume.  Consumers 
may  choose  a  provider  outside  the  PPO 
network,  but  face  additional  out-of-pocket  pay- 
ments. 

A  second  example  is  point-of-service  (POS) 
plans  that  utilize  a  network  of  participating 
practitioners.  Beneficiaries  select  a  primary 
care  physician,  who  makes  all  referrals  for 
specialty  care.  If  individuals  seek  care  from 
a  participating  provider,  they  incur  little 
or  no  additional   costs.   Individuals  opting 
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to  seek  care  outside  the  plan  face  higher 
deductibles  and  copayments. 

A  third  well-known  example  is  the  health 
maintenance  organization  (HMO),  in  which 
a  defined,  comprehensive  set  of  health  services 
is  provided  to  an  enrolled  group  of  individuals. 
The  organization  assumes  financial  risk  for 
part  or  all  of  the  group's  health  care.  In 
the  "group  model"  HMO,  a  physician  group 
contracts  with  the  entity  at  financial  risk. 
Under  the  "staff  model"  HMO,  physicians 
are  employees  of  the  HMO. 

Perhaps  not  surprisingly,  other  countries 
such  as  Canada  and  the  United  Kingdom 
are  now  emulating  the  characteristics  of  co- 
ordinated care  arrangements: 

•  The  United  Kingdom  has  recently  imple- 
mented the  most  thorough  reform  of  its 
system  since  its  founding,  by  installing 
elements  of  market  responsiveness  by  pro- 
viders, especially  by  HMO-like  private 
physician  groups; 

•  Canadians  are  experimenting  with 
"Health  Service  Organizations"  which  are 
similar  to  HMOs  in  concept  but  which  do 
not  always  have  the  prepaid,  locked-in  en- 
rollment features  that  can  increase  effi- 
ciency. 

Evidence:  Cost  and  Quality 

Evidence  indicates  that  coordinated  care 
plans  offer  health  care  to  enrollees  that 
is  as  good  as,  or  superior  to  that  of  fee- 
for-service  medicine.  Studies  have  generally 
shown  comparable  quality  based  on  assess- 
ments of  medical  records  between  fee-for- 
service  medicine  and  HMOs  (Cunningham 
and  Williamson,  1980;  Luft,  1981).  In  addition, 
studies  have  shown  that  beneficiary  satisfac- 
tion is  very  high  in  Medicare  HMOs  and 
equal  to  that  found  in  Medicare  as  a  whole 
(Rossiter,  1989).  Moreover,  Medicare  HMOs 
offered  more  supplemental  benefits,  including 
preventive  services,  for  a  lower  premium 
than  that  of  traditional  Medigap  policies 
(which  pay  deductibles  and  co-payments  not 
covered  by  Medicare).  In  general,  HMOs 
have  been  able  to  reduce  hospitalization  and 
increase  the  use  of  primary  care.  A  lower 
number  of  hospital  patient  days  for  coordi- 
nated care  plans  versus  traditional  fee-for- 
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service  results  in  substantial  savings  while 
ensuring  quality  care. 

A  number  of  studies  indicate  cost  savings 
associated  with  the  use  of  coordinated  care 
(Luft,  1980;  Luft,  1981;  Manning  et  al., 
1984,  1987;  McCaffree  et  al.,  1976;  Luft, 
1978;  Roemer  and  Shonick,  1973;  Wolinsky, 
1980)— as  high  as  30  percent  (Luft,  1981). 
Other  studies  (Dowd,  1986;  Robinson,  1991; 
Rossiter,  1989;  Scheffler  et  al.,  1988;  Welch, 
1990)  have  shown  "spillover"  cost-savings  into 
the  fee-for-service  sector  as  coordinated  care 
plans  increase  their  market  share  in  an 
area  and  stimulate  competition  among  a 
variety  of  plans,  thereby  driving  down  costs. 

Evidence  regarding  cost  savings  from  coordi- 
nated care  is  ongoing,  in  part  because  of 
the  newness  of  plans  and  their  changing 
organizational  nature.  Further  savings  are 
likely  as  management  systems  improve  and 
as  better  techniques  for  delivering  medical 
care  are  developed. 

While  there  has  been  debate  about  whether 
some  of  the  savings  associated  with  HMOs 
can  be  attributed  to  favorable  selection  (i.e., 
healthier  people  enrolling  in  HMOs),  the 
Rand  Health  Insurance  Experiment  (Manning 
et  al.,  1984)  demonstrated  that  HMOs  provide 
significant  potential  savings  over  fee-for-serv- 
ice medicine.  Assessment  of  health  outcomes 
between  the  HMO  group  and  the  traditional 
fee-for-service  group  showed  no  difference. 
In  this  multi-year  demonstration  in  which 
individuals  were  randomly-selected  into  an 
HMO,  reported  savings  over  5  years  were 
as  high  as  25  percent,  compared  to  patients 
randomly  selected  into  fee-for-service  arrange- 
ments. 

Trends  in  Enrollment 

Private  Sector  Growth.— The  shift  toward 
coordinated  care  over  the  past  decade  has  been 
clear.  As  Chart  15  illustrates,  in  1989  over 
27  percent  of  all  employees  in  medium  and 
large  firms  receive  care  through  HMOs  or 
PPOs.  The  most  significant  growth  has  oc- 
curred in  those  coordinated  care  plans  that 
offer  consumers  substantial  flexibility  to 
choose  their  own  physicians. 

Public  Programs. — Enrollment  in  public 
programs  has  been  less  robust.  Medicare  began 
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to  enter  into  fixed  price  contracts  ("risk  con- 
tracts") with  HMOs  in  the  mid-1980s.  How- 
ever, HMO  enrollment  has  stalled  since  1986, 
with  risk  enrollees  only  increasing  from  1.0 
to  1.3  million  beneficiaries.  Only  3  percent  of 
Medicare  beneficiaries  currently  are  enrolled 
in  alternative  plans,  in  striking  contrast  with 
the  under  65  population. 

•  The  most  serious  problem  is  that  the  el- 
derly have  typically  not  used  HMOs  dur- 
ing their  nonelderly  years  and  have  some 
reluctance  to  become  involved  in  a  new 
delivery  system  during  a  time  when  they 
can  expect  to  become  heavy  users  of  health 
care.  As  more  individuals  with  experience 
in  coordinated  care  plans  turn  65,  this 
problem  will  diminish. 

•  A  second  problem  is  that  HMOs  have  a 
limited  ability  to  offer  seniors  a  more  at- 
tractive benefit  package  than  what  is  of- 
fered by  FFS  Medicare.  This  is  especially 
true  for  seniors  (about  40  percent)  who 
have  employer-based  supplemental  bene- 
fits. These  supplemental  benefits  can  over- 
lap with  HMO-based  benefits  under  Medi- 
care coverage.  Moreover,  HMOs  cannot 
offer  cash  rebates  to  seniors  because  they 
are  prohibited  from  doing  so  by  anti-kick- 
back provisions.  Nor  can  they  lower  Part 
B  premiums. 

•  A  third  problem  is  that  HMOs  compete 
with  a  large,  government  program  that 
has  near  monopsony  power  in  most  mar- 
ket areas.  Medicare  purchases  FFS  care 
for  most  of  its  beneficiaries  and  obtains 
deep  price  discounts  due  to  its  large  mar- 
ket share.  These  price  discounts  may  over- 
whelm potential  savings  that  HMOs  can 
obtain  from  discounts  and  better  control 
over  utilization. 

•  A  fourth  problem  has  been  that  HMOs  are 
paid  only  95  percent  of  comparable  FFS 
costs  (because  of  presumed  efficiencies). 
Nevertheless,  HMOs  face  marketing  and 
enrollment  costs  unlike  government.  They 
further  face  greater  financial  risk  on  aver- 
age due  to  full  prospectivity,  relatively 
small  numbers  of  enrollees,  and  an  Aver- 
age Annual  Per  Capita  Cost  (AAPCC)  pay- 
ment methodology  which  currently  fails  to 
predict  resource  use  and  can  fluctuate  sub- 
stantially year-to-year. 
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•  A  final  problem  is  that  until  1992,  the 
only  coordinated  care  option  available  to 
the  elderly  has  been  HMOs,  a  structure 
that  is  too  rigid  and  inflexible  for  many 
Americans.  As  more  flexible  options  be- 
come available,  this  could  dramatically 
change  their  interest  in  coordinated  care. 

For  Medicaid,  HMOs  have  had  legislative 
authority  to  enter  into  contracts  with  State 
agencies  since  1967.  However,  Congress  adopt- 
ed measures  in  the  1980s  inhibiting  HMO 
contracting  with  Medicaid. 

Current  law  authorizes  use  of  new  forms 
of  alternative  delivery  arrangements,  such 
as  primary-care  case  management  (with  an 
appointed  physician  or  other  primary  care 
provider  serving  as  a  gatekeeper  to  specialist 
and  inpatient  services)  and  health  insuring 
organizations  (a  fiscal  intermediary  that  func- 
tions much  like  the  insurance  portion  of 
an  HMO  by  providing  strong  utilization  con- 
trols). This  meant  States  had  a  variety  of 
alternatives  for  testing  the  cost-effectiveness 
of  Medicaid  recipients  into  coordinated  care 
plans. 

By  i991,  nearly  two  and  one-half  million 
Medicaid  recipients  across  28  States  received 
care  under  coordinated  care  arrangements 
(Hadley  and  Langwell,  1991;  Wilensky  and 
Rossiter,  1991).  Nevertheless,  these  gains  in 
enrollment  still  account  for  less  than  10 
percent  of  Medicaid  recipients  nationally. 

Increasing  Incentives 

The  President's  reform  proposal  emphasizes 
greater  use  of  coordinated  care  arrangements 
through  increased  enrollment  in  the  private 
sector  and  through  public  programs. 

In  the  private  sector,  millions  of  Americans 
eligible  for  the  transferable  tax  credit  (cer- 
tificate) would  have  the  choice  of  enrolling 
in  coordinated  care  plans  offered  within  their 
State.  Because  of  efficiencies  of  care  provided 
by  HMOs  and  other  alternative  delivery  ar- 
rangements, premiums  offered  by  these  plans 
would  be  expected  to  be  very  competitive 
relative  to  traditional  fee-for-service  plans. 
From  a  quality  and  continuity  of  care  perspec- 
tive, plans  could  provide  more  primary/preven- 
tive and  comprehensive  benefits  relative  to 
fee-for-service  plans. 
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Medicare  and  Medicaid.— Through  the 
public  programs,  incentives  for  coordinated 
care  will  be  pursued  more  aggressively.  As 
Chart  16  demonstrates,  the  percent  of  Medi- 
care and  Medicaid  recipients  currently  enrolled 
in  coordinated  care  programs  lags  significantly 
behind  private  sector  enrollment.  Medicaid  ini- 
tiatives will  be  encouraged  through  increased 
State  flexibility  and  federal  matching  rates 
that  are  based  on  a  per  capita  basis — discussed 
in  greater  length  in  section  G  of  this  chapter. 

Medicare  is  discussed  in  more  detail  here. 
HCFA  will  initiate  a  two-pronged  approach 
because  the  only  coordinated  care  alternative 
currently  is  the  HMO  option.  Medicare  will: 

•  create  new  options,  as  alternatives  to  the 
most  structured  form  of  coordinated  care 
(HMOs),  that  would  provide  beneficiaries 
with  greater  provider  choice  while  intro- 
ducing them  to  the  benefits  of  coordinated 
care;  and 

•  take  steps  to  strengthen  the  existing  HMO 
option. 


A  summary  of  the  individual  initiatives 
are  listed  in  the  table  below. 

Creating  New  Options.— New  options, 
such  as  Point  of  Service  (POS)  and  Employer 
POS  would  be  initiated.  Under  current  law, 
a  beneficiary  who  wants  to  receive  benefits 
through  an  HMO  must  enroll  with  that  plan. 
Beneficiaries  enrolling  in  HMOs  with  risk  con- 
tracts are  required  to  receive  all  of  the  Medi- 
care covered  services  through  the  HMO. 

In  recent  years,  employers  have  moved 
toward  health  plans  where  individuals  make 
a  choice  at  the  point  of  service  of  whether 
to  receive  care  through  the  plan's  network 
of  providers  or  outside  that  network.  These 
plans  have  been  popular  with  employees 
and  have  achieved  the  desired  results  of 
moving  a  significant  percentage  of  services 
into  the  preferred  provider  network. 

Under  POS,  HCFA  would  enter  into  multi- 
year  contracts  with  POS  contractors  to  create 
comprehensive  preferred  provider  networks 
(primary  care  physicians,  specialists,  hospitals, 
labs,  etc.)  for  beneficiaries  not  enrolled  in 
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Table  5-2. 

Summary  of  Medicare  Corodinated  Care  Initiatives 

General  Approach 

Initiative 

FeatureVCommenta 

Create  New  Options 

multi-year  contracts 

preferred  provider  networks 

negotiated  discounts 

union/employer*  sponsored  plan 

provide  medical  review/utilization  review 

coordination  of  services/benefits 

high  cost/chronic  cases 

voluntary 

plan  of  care 

medic&Vutilization  review 

Strengthen  Risk-Based 

100  Percent  AAPCC 

2  options. 

Program. 

(1)  increase  AAPCC  payment 

(2)  outlier  payments/beneficiary  rebates 

Reform  AAPCC  Methodology  ... 

(1)  use  USPCC  to  update  rates  in  high  penetration 

(2)  experiment  with  competitive  bidding  approaches 

(1)  large  group  contracts 

(2)  multi-year  contracts 

(3)  continuous  open  enrollment 

(4)  comparative  information  materials 

Refine  Current  AAPCC 

Methodology  

(1)  working  aged  adjuster 

(2)  health  status  adjuster 

Reform  Cost  Contract  Options  . 

advantage:  introduces  beneficiaries  to  plan  option 

disadvantages: 

poor  incentives  for  efficiency 

would  over  time  phase-out 

expand  sanction  authority  for 
(1)  prohibited  marketing  practices 

(2)  illegal  marketing  material 

(3)  non-compliance  with  quality  review 

risk  plans.  POS  contractors  would  negotiate 
discounts  for  combined  Part  A  and  Part 
B  payments  for  high  cosl/high  volume  surgical 
procedures.  They  would  also  negotiate  other 
discounts  from  providers  and  suppliers.  POS 
physicians  would  have  incentives  to  make 
referrals  only  within  the  POS  network. 

For  employer  POS,  HCFA  would  contract 
with  employer  or  union-sponsored  plans  to 
provide  medical  review/utilization  review  (MB/ 
UR)  for  Medicare  covered  services  for  retirees. 
This  would  enable  employers  and  joint  union/ 
management  Taft-Hartley  trusts  to  coordinate 
benefits  to  retirees  through  the  same  adminis- 
trative structure  used  to  coordinate  care  for 
active  employees  and/or  under-65  retirees. 

Strengthening  Existing  Risk-Baaed  Pro- 
gram.— For  the  longer  run,  the  more  signifi- 
cant initiative  will  be  to  strengthen  the  exist- 


ing coordinated  care  program.  The  President's 
plan  will  initiate  several  actions  that  will  in- 
crease investment  in  the  current  program. 

For  example,  one  important  approach  will 
increase  payments  to  HMOs  with  risk  con- 
tracts. This  could  either  be  done  by  (i) 
directly  increasing  payments  from  95  to  100 
percent  of  the  AAPCC  or  by  (ii)  indirectly 
increasing  payments  to  100  percent  through 
a  combination  of  payments  through  an  outlier 
pool   and  provision  of  beneficiary  rebates. 

Under  the  first  option,  the  additional  5 
percent  AAPCC  payment  could  encourage 
entry  into  the  Medicare  market  of  HMOs 
that  currently  are  not  participating.  Existing 
plans  could  use  the  additional  5  percent 
to  improve  their  competitive  edge  against 
Medigap  plans  by  offering  additional  benefits 
or  providing  rebates  to  beneficiaries. 
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Under  the  second  option,  Medicare  would 
make  additional  payments  to  HMOs  through 
an  outlier  pool  for  a  portion  of  the  costs 
of  high  cost  cases  above  a  predetermined 
threshold.  For  example,  if  Medicare  paid 
for  60  percent  of  the  costs  for  cases  that 
exceeded  $61,000  in  1993,  payments  to  HMOs 
would  increase  on  average  by  2.5  percent. 

In  addition  to  outlier  payments,  Medicare 
could  provide  rebates  to  beneficiaries  enrolled 
in  HMOs  as  a  concrete  sign  of  the  support 
of  the  risk  contract  program.  The  rebate 
could  equal  30  percent  of  the  Part  B  premium. 

A  second  general  approach  to  strengthen 
the  current  program  will  be  through  reform 
of  the  current  AAPCC  payment  methodology. 
Although  the  AAPCC  methodology  is  accurate 
in  predicting  the  costs  for  an  HMO's  total 
enrollment,  its  predictive  power  in  regard 
to  individual  enrollees  is  extremely  low. 

Even  though  enrollment  in  risk  plans  as 
a  percent  of  total  Medicare  enrollment  is 
low,  in  some  counties  enrollment  is  greater 
than  25  percent.  Over  the  past  few  years 
the  increases  in  the  AAPCCs  for  these  counties 
has  lagged  behind  the  national  average  in- 
crease (USPCC).  For  example,  while  the  na- 
tional average  increase  in  rates  for  the  past 
three  years  was  22.6  percent,  in  one  county 
with  34  percent  enrollment  the  increase  was 
15.5   percent.   In   another  county   with  27 
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percent  enrollment  the  AAPCC  actually  de- 
creased over  the  past  three  years. 

Several  options  are  available  such  as  (i) 
recomputing  the  rates  for  high  penetration 
areas  based  on  the  growth  in  the  USPCC 
rather  than  changes  in  the  geographic  factor, 
and  (ii)  experimenting  with  competitive  bid- 
ding to  establish  payment  rates. 

Several  other  initiatives  to  strengthen  the 
current  risk-based  program  are  not  detailed 
here  but  are  summarized  in  the  table  above. 

Anti-Coordinated  Care  Laws 

Currently,  many  State-based  laws  and  regu- 
lations discourage  greater  use  of  coordinated 
care  arrangements.  Examples  of  these  barriers 
include  restrictions  on  reimbursement  rates, 
restrictions  on  selective  contracting  for  provid- 
ers and  services,  restrictions  against  certain 
financial  incentives  arrangements,  and  utiliza- 
tion review  activity.  The  President's  plan 
would  protect  health  plans  from  anti-coordi- 
nated care  laws  and  regulations. 

Second,  federal  waivers  are  currently  ap- 
plied to  demonstrating  and  evaluating  new 
coordinated  care  approaches,  in  effect  des- 
ignating them  as  exceptions  to  mainstream 
health  care  policies  and  practices.  Under 
the  President's  Plan,  these  waivers  of  excep- 
tion would  be  "flipped."  States  would  have 
to  apply  for  exceptions  to  coordinated  care 
policies  instead. 


C.  Providing  Comparative  Value  Information  for  Health 

Purchasing 


Background 

Providing  useful  information  for  purchasing 
health  care  is  a  critical  element  for  a  pro- 
competition  health  reform  strategy.  Informed 
consumer  choices  should  guide  the  delivery 
of  medical  care.  In  a  market  of  coordinated 
care  organizations,  consumer  choice  could  be 
exercised  through  selection  of  a  health  plan 
in  which  to  enroll.  With  traditional  fee- 
for-service  coverage,  consumer  choice  would 
be  exercised  through  decisions  about  providers 
and  procedures. 


People  now  routinely  make  many  decisions 
about  insurance  coverage  and  medical  care. 
Strengthening  competition  through  the  tax 
credit  and  through  health  market  reforms 
will  encourage  more  direct  comparisons  with 
costs  and  outcomes — that  is,  assessing  the 
value  of  their  health  care  dollar. 

Currently,  meaningful  information  about 
comparative  costs  and  outcomes  is  not  rou- 
tinely available  to  consumers.  Consequently, 
consumers  are  unable  to  assess  the  value 
of  their  health  care  dollars  by  making  compari- 
sons of  costs  and  outcomes  across  health 
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care  providers  and  health  plans.  This  lack 
of  consumer  information  has  potentially  harm- 
ful effects  on  consumers  and  the  Nation. 
Anecdotal  information  is  unreliable. 

As  a  result,  consumers  and  purchasers 
of  care  often  do  not  know  what  they  are 
buying.  In  the  absence  of  information,  consum- 
ers are  apt  to  rely  on  higher  price  or 
more  intensive  service  delivery  as  proxies 
for  quality.  Thus,  limited  consumer  informa- 
tion can  insulate  providers  from  competition 
and  can  lead  to  excessive  prices  and  inefficient 
delivery  of  care. 

Wider  availability  of  cost  and  outcomes 
information  will  strengthen  incentives  for  effi- 
ciency, especially  when  coupled  with  changes 
in  government  subsidies  for  insurance.  Health 
plans  that  demonstrate  equivalent  (or  superior 
outcomes)  at  lower  premium  cost  would  gain 
a  competitive  edge.  Similarly,  people  want 
to  know,  for  example,  if  Hospital  A  provides 
better  care  than  Hospital  B  and  would  choose 
accordingly,  if  they  could.  Because  consumers 
tend  to  mistake  higher  cost  or  more  intensive 
service  delivery  as  proxies  for  better  quality, 
service  utilization — and  costs— could  be  cut 
appreciably  with  no  deterioration  if  consumer 
choices  were  guided  by  valid  cost  in  quality 
and  quality  information. 

Through  concerted  public/private  sector  ac- 
tion, it  should  be  possible  to  implement 
information  systems  that  would  enable  health 
care  purchasers  to  make  meaningful  compari- 
sons of  cost  and  quality  between  health 
plans  and  health  care  providers.  The  long- 
run  potential  to  control  costs  while  improving 
quality  is  substantial.  Even  a  minority  of 
well-informed  consumers  can  influence  other 
consumers  and  the  direction  of  the  market 
(Pauly,  1978).  With  better  information,  health 
plans  that  manage  cost-increasing  technologies 
could  pass  the  savings  on  to  purchasers. 
Cost-increasing  technologies  would  be  utilized 
only  if  consumers  believe  that  the  resulting 
improvement  in  health  outweighs  the  added 
cost. 

Comparative  value  information  can  change 
consumer  decision  making.  For  example, 
Washington  Consumers'  Checkbook,  a  maga- 
zine published  by  a  nonprofit  organization, 
illustrates  that  consumer's  use  of  information 
changes  market  behavior.  The  Federal  Em- 
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ployee  Health  Benefits  Plan  (FEHB)  makes 
consumer  choice  relatively  easy,  and  this 
is  something  of  a  model  for  improved  consumer 
involvement.  Since  1979,  Washington  Consum- 
ers' Checkbook  has  prepared  an  annual  guide 
to  federal  plans  in  the  Washington,  D.C. 
area.  The  guide  compares  plan  benefits,  special 
features  such  as  dental  coverage  or  customer 
service,  eligibility,  premiums,  and  out-of-pocket 
costs,  and  draws  conclusions  on  values.  The 
results  of  the  comparisons  have  influenced 
market  share  during  each  federal  employee 
open  season.  For  example,  during  the  1980 
enrollment  period,  a  plan  that  was  ranked 
highly  in  terms  of  benefits  relative  to  costs 
increased  its  Washington  D.C.  enrollment 
by  120  percent,  compared  with  less  than 
a  20  percent  increase  nationally. 

More  sophisticated  prototype  systems  for 
comparing  costs  and  quality  are  available 
as  well.  The  Pennsylvania  Health  Care  Cost 
Containment  Council  publishes  information 
about  what  hospitals  charge  and  comparisons 
of  mortality  rates  for  every  hospital  in  the 
State. 

This  information  allows  consumers  to  learn, 
for  example,  that  two  hospitals  within  40 
miles  of  each  another  charge  very  different 
prices  for  the  same  procedure.  For  coronary 
artery  bypass  surgery,  one  hospital  charged 
$17,490  while  the  other  charged  $28,059 
in  1989. 

The  Council  also  calculates  actual  mortality 
rates  and  projected  mortality  rates  following 
hospital  stays  for  hospitals  that  take  into 
account  age  and  sickness  when  admitted, 
two  of  the  many  variables  that  determine 
how  sick  a  population  a  hospital  treats. 
This  data  shows  that  for  the  same  two 
hospitals,  the  lower  cost  hospital  had  a 
lower  mortality  rate  than  expected  and  the 
higher  cost  hospital  had  a  higher  than  ex- 
pected mortality  rate. 

To  encourage  greater  employee  support  for 
selective  contracting  and  to  provide  hospitals 
with  stronger  incentives  to  improve  quality 
while  controlling  costs,  a  group  of  major 
employers  in  Cleveland,  Ohio,  is  sponsoring 
the  Cleveland  Health  Quality  Choice  (CHQC) 
project.  CHQC  is  developing  a  state-of-the- 
art  system  for  measuring  and  comparing 
the  quality  of  care  in  Cleveland-area  hospitals. 
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The  system  will  include  a  survey  to  measure 
perceptions  of  quality  from  the  patient's  stand- 
point and  a  system  for  measuring  quality 
from  a  clinical  standpoint.  Patient  outcomes 
(e.g.,  death  and  complications)  in  hospital 
intensive  care  units  and  for  selected  medical 
and  surgical  admissions  will  be  monitored 
with  detailed  clinical  adjustments  to  account 
for  differences  in  severity  of  illness. 

CHQC  hopes  to  be  producing  quality  reports 
on  a  routine  basis  starting  in  1992.  CHQC 
expects  that  participating  employers  would 
use  this  information  to  guide  their  health 
purchasing  decisions.  Employers  would  share 
this  information  with  their  employees  to 
encourage  use  of  the  selected  providers.  While 
it  will  be  several  years  before  the  full  impact 
of  the  program  can  be  assessed,  and  the 
Cleveland  group  must  overcome  many  hurdles, 
use  of  outcomes  data  to  compare  quality 
is  growing  in  its  popularity  and  its  impact. 

Other  systems  for  measuring  outcomes  have 
been  developed  as  well.  A  consortium  of 
HMOs  is  working  with  leading  researchers 
from  RAND  corporation  to  develop  indicators 
of  quality  that  could  guide  consumers  in 
selecting  between  competing  HMOs.  The 
MedisGroups  system  is  routinely  used  by 
over  500  hospitals  nationwide  to  monitor 
quality.  And,  the  Health  Care  Financing 
Aclministration  will  begin  to  implement  the 
Uniform  Clinical  Data  Set  (UCDS)  system 
to  monitor  the  quality  of  hospital  care  provided 
to  Medicare  patients  in  the  Nation's  hospitals. 

Proposal 

Under  the  Administration's  proposal,  each 
State  would  implement  programs  to  help 
make  comparative  value  information  more 
readily  available  for  health  care  purchasers. 
This  initiative  would  be  included  as  part 
of  the  health  insurance  market  reform  pro- 
posal. 

States  could  develop  information  systems 
directly,  as  Pennsylvania  has  done,  or  could 
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delegate  this  responsibility  to  private  sector 
groups.  States  could  give  preference  to  local 
health  care  purchasing  coalitions,  such  as 
the  Cleveland  Quality  Health  Choice  coalition. 

Within  one  year  of  enactment,  States  would 
develop  and  make  broadly  available  informa- 
tion regarding  average  prices  and  costs  for 
common  health  care  services.  Information 
could  include  mean  and  median  prices  and 
a  measure  of  the  variability  across  and 
within  market  areas.  This  information  could 
be  especially  useful  for  large  purchasers  of 
care  for  preferred  provider  arrangements  and 
negotiated  discounts.  Sufficiently  discrete  defi- 
nitions (e.g.,  utilizing  standardized  profes- 
sional codes  like  CPT-4  codes)  of  a  broad 
range  of  representative  services  could  be 
developed  to  permit  meaningful  comparisons. 

Within  five  years,  States  would  develop 
systems  to  provide  comparative  quality  and 
outcomes  data  for  health  care  purchasers 
and  for  consumers  choosing  health  plans 
and  hospitals. 

The  Federal  Government  would  implement 
these  information  systems  directly  in  the 
case  of  inaction  by  the  State  and  would 
charge  a  user  fee  to  defray  the  cost. 

The  Secretary  of  Health  and  Human  Serv- 
ices (HHS)  would  develop  prototype  systems, 
such  as  Medicare's  Uniform  Clinical  Data 
Set  (UCDS),  to  facilitate  data  gathering  and 
comparisons  of  outcomes.  There  would  be 
an  emphasis  on  experimentation  to  test  dif- 
ferent methods  for  gathering  and  analyzing 
outcomes  and  quality  information.  HHS  would 
fund  evaluations  to  determine  the  most  cost 
effective  methods  (e.g.,  those  methods  that 
yield  the  most  useful  information  at  lowest 
cost). 

When  appropriate,  national  standards  could 
be  established  to  facilitate  uniform  data  gath- 
ering that  would  facilitate  analysis  and  com- 
parisons across  the  Nation, 
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D.  Encouraging  Personal  Responsibility  and  Prevention 


Personal  Responsibility 

Reform  of  the  U.S.  health  care  system 
can  neither  be  fully  effective  nor  complete 
until  there  are  basic  changes  in  how  Ameri- 
cans view  responsibility  for  their  own  health. 
Individuals  must  choose,  for  example,  to  im- 
prove eating  habits  and  increase  exercise; 
to  reduce  consumption  of  alcohol  and  tobacco; 
to  end  substance  abuse;  to  avoid  the  high 
risk  behavior  that  spreads  HIV;  to  seek 
the  necessary  medical  examinations  and  vac- 
cinations; to  seek  early  prenatal  care;  to 
wear  seat  belts  and  take  other  necessary 
precautions;  and  to  learn  to  resolve  conflicts 
without  resort  to  violence.  Personal  decisions 
about  how  to  live  may  have  the  most  impor- 
tant effect  on  the  Nation's  health  and  the 
cost  of  caring. 

About  half  of  the  2.2  million  deaths  which 
occur  in  the  U.S.  every  year  are  potentially 
preventable,  as  are  many  of  the  illnesses 
that  afflict  millions  of  Americans.  Many  of 
the  "risk  factors"  for  these  diseases  involve 
freely-made  individual  choices.  Better  control 
of  fewer  than  10  factors — such  as  diet,  pre- 
natal care,  exercise,  the  use  of  tobacco,  alcohol 
and  illegal  drugs,  and  the  use  of  seat  belts — 
could  prevent  between  40  and  70  percent 
of  all  premature  deaths,  a  third  of  all  cases 
of  acute  disability,  and  two-thirds  of  all 
cases  of  chronic  disability.  Since  the  preserva- 
tion of  individual  choice  is  a  cornerstone 
of  American  democracy,  disease  and  injury 
prevention  must  become  individual  as  well 
as  national  priorities.  In  this,  the  Nation 
must  encourage  a  culture  of  character,  which 
actively  promotes  responsible  behavior  and 
the  adoption  of  lifestyles  that  are  conducive 
to  good  health. 

Benefits  of  Taking  Responsibility  for 
Health, — Personal  behavior  can  have  a  dra- 
matic effect  on  the  quality  and  length  of  life. 
Regardless  of  access  and  costs,  families  and 
individuals  are  and  will  remain  our  first  line 
of  defense  in  preventing  illness.  Indeed,  any 
strategy  for  constraining  costs  must  include  a 
plan  to  reduce  the  need  for  medical  interven- 
tion. The  average  American  could  live  almost 
four  years  longer  if  currently  available  preven- 
tive measures  were  followed  fully. 


Public  and  private  efforts  to  promote  healthy 
behavior  have  already  achieved  dramatic  re- 
sults: 

Smoking. — The  Nation  has  witnessed  a  dra- 
matic change  in  behavior  as  the  incidence 
of  one  of  the  leading  contributors  to  pre- 
ventable deaths,  smoking,  has  declined 
from  40  percent  in  adults  in  1965  to  28 
percent  in  1990.  This  change  was  brought 
about  through  a  combination  of  actions  by 
individuals,  private  industry,  health  pro- 
viders, and  all  levels  of  government. . 

Traffic  Accidents. — Increased  use  of  safety 
belts,  declines  in  drunk  driving,  and  better 
vehicle  crashworthiness  have  cut  the  traf- 
fic fatality  rate  by  50  percent  since  1973. 
If  the  traffic  fatality  rate  had  remained 
at  the  1973  level,  an  additional  40,000 
lives  would  have  been  lost  in  1991  alone. 

One  of  the  most  important  factors  in  re- 
ducing the  traffic  fatality  rate  has  been 
the  growing  use  of  seat  belts  and  child 
safety  seats.  As  shown  in  the  accompany- 
ing chart,  simply  accepting  the  personal 
responsibility  for  using  these  safety  de- 
vices has  saved  many  lives.  As  people  in- 
crease their  use  of  seat  belts,  child  safety 
seats,  and  air  bags,  the  Nation  will  see 
more  lives  saved  every  year.  Air  bags  will 
be  installed  in  an  estimated  90  percent 
of  all  new  cars  sold  in  the  United  States 
by  1995. 

Heart  Disease  and  Stroke.— During  the 
1980s,  death  rates  declined  for  two  of  the 
leading  causes  of  death  among  Americans: 
heart  disease  and  stroke.  Much  of  this 
progress  is  attributable  to  changes  in  be- 
havior. The  more  than  40  percent  decline 
in  heart  disease  mortality  since  1970  re- 
flects dramatic  increases  in  high  blood 
pressure  detection  and  control,  the  decline 
in  cigarette  smoking,  and  increasing 
awareness  of  the  role  of  blood  cholesterol 
and  dietary  fat.  Stroke  death  rates,  which 
have  dropped  by  more  than  50  percent  in 
the  same  period,  also  reflect  gains  in  hy- 
pertension control  and  reductions  in  smok- 
ing. 
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Investing  in  Prevention 

Prevention  is  an  important  element  of  an 
increased  emphasis  on  personal  responsibility. 
Preventive  practices  are,  by  and  large,  simple, 
inexpensive  and  effective.  Prevention  makes 
sense  for  a  number  of  reasons.  Many  preven- 
tive interventions  are  proven  to  be  cost 
effective.  And  prevention  is  a  good  investment 
for  the  market  place,  resulting  in  fewer 
productive  days  lost  and  in  reduced  morbidity 
and  cost  to  the  health  care  system. 

Costs  of  Preventable  Health  Problems. — 

There  is  ample  research  estimating  the  costs 
of  illness  and  disability,  in  terms  of  diminished 
longevity,  productivity  foregone,  and  money 
spent  treating  illness  and  disability.  These 
costs  are  particularly  sobering  when  the  illness 
or  condition  could  have  been  prevented. 

Prevention  is  Cost  Effective.— In  1987, 
primary  prevention  and  health  promotion  ac- 
counted for  less  than  5  percent  of  overall 


health  care  spending,  yet  there  is  mounting 
evidence  that  prevention  is  cost-effective. 

Investing  in  Our  Economic  Future.— Dis- 
ease prevention  presents  the  opportunity  to 
dramatically  cut  health  care  costs,  prevent  the 
premature  onset  of  disease  and  disability,  and 
help  all  Americans  achieve  healthier,  more 
productive  lives.  Although  the  emphasis  on 
prevention  has  led  to  overall  health  improve- 
ments, the  U.S.  is  still  burdened  by  prevent- 
able illness,  injury,  and  disability.  Injury  now 
costs  the  U.S.  well  over  $100  billion  annually; 
cancer,  over  $70  billion;  and  cardiovascular 
disease,  $135  billion. 

Directions  for  Prevention.— In  recognition 
of  the  clear  advantages  of  aggressive  preven- 
tion activities,  the  government  is  supporting 
and  enhancing  prevention  programs  with 
known  benefit,  and,  through  demonstrations, 
testing  interventions  for  their  efficacy  and  effi- 
ciency. The  Federal  Government  spent  over  $8 


Table  5-3.   Preventable  Health  Costs 


Health  Problem 


Years  of  Life     Costs  (in  millions  of 
Lost  dollars) 


Cardiovascular  Disease   15,000,000  135,000  (1985  $) 

Alcohol  Abuse    3,140,178  7,672  (1980  $) 

Smoking    534,870  4,509(1980$) 

High  Blood  Pressure    319,499  6,289  (1980  $) 

Cholesterol    159,333  7,655  (1980  $) 

Glucose  Intolerance  (Diabetes  Mellitus)   133,627  5,239  (1980  $) 

Cancer    18,000,000  72,000  (1985  $) 

Injury   2,300,000  180,000  (1988  $) 


Table  5-4.   Return  on  Investments  in  Prevention 


Preventive  Activity 


Savings  per 
Dollar  Spent 


Total  Savings  per 
Year  (in  millions  of 
dollars) 


Immunization: 

Measles,  Mumps,  Rubella  

Polio  

Hib  

Prenatal  Care   

Universal  Breast  Cancer  Screening  (30  percent  women  age  65-74) 

Hypertension  Screening  and  Effective  Followup   

Note:  " — "  means  not  available. 


14.40 
10.00 


400  (1990  $) 


3.40  — 

—  3,538  (2020  $) 

—  80,000  (1986  $) 
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Table  5-5.   Social  Costs  of  Preventable  Risks 


Disease  or  Condition 


Preventable  Risk  Factors 


Lives  Lost 


Heart  Disease                           Tobacco  use,  obesity,  elevated  blood  pressure,  elevated  765,156 

cholesterol,  sedentary  lifestyle. 

Cancer                                    Tobacco  use,  improper  diet,  alcohol  abuse,  environmental  485,048 

exposures. 

Cerebrovascular  Disease               Tobacco  use,  elevated  blood  pressure,  elevated  choles-  150,517 

terol,  sedentary  lifestyle. 

Unintentional  Injuries                Safety  belt  nonuse,  alcohol  abuse,  home  hazards   97,100 

Chronic  Lung  Disease                  Tobacco  use,  environmental  exposures    82,853 


billion  for  prevention  in  fiscal  year  1992.  This 
will  rise  to  nearly  $9  billion  in  fiscal  year  1993. 
These  programs  fall  into  three  basic  categories: 
(i)  measures  to  help  vulnerable  populations  at 
high  risk  of  preventable  disease,  (ii)  measures 
to  make  primary  care  more  readily  available 
to  disadvantaged  or  geographically  isolated 
Americans,  and  (iii)  measures  to  encourage 
healthier  lifestyles. 


Helping  Vulnerable  Populations 

Table  5-6  describes  the  substantial  funding 
increases  proposed  in  the  President's  fiscal 
year  1993  budget  for  prevention  programs. 

•  Childhood  Immunizations. — Childhood  im- 
munizations are  among  the  most  cost-ef- 
fective prevention  activities.  A  $1  invest- 
ment in  Measles-Mumps-Rubella  (MMR) 
vaccine  may  return  $14  in  averted  medical 
care  costs.  Other  routinely  administered 


Table  5-6.   The  Budget  Provides  Substantial  Increases  for  Programs 
Focused  on  Prevention  and  the  Next  Generation 

(Obligations  in  millions  of  dollars) 


CDC  Childhood  Immunization   

Infant  Mortality  Reduction   

(Healthy  Start)   

Women,  Infants,  and  Children  Nutrition  Assist- 
ance (WIC)   

Head  Start  

Access  to  Primary  Health  Care  Services   

(Community/Migrant  Health  Centers)   

(National  Health  Service  Corps)  

Nutrition  Education   

Breast  and  Cervical  Cancer  Mortality  Prevention 

Smoking  Cessation   

Physical  Fitness  and  Diet   

Injury  Prevention  

Family  Planning   

CDC  Lead  Poisoning  Prevention   

Tuberculosis  Control  


1989 
Actual 

1992 
Enacted 

1993 
Proposed 

Percent 
Change: 
1992  to 
1993 

Percent 
Change: 
1989  to 
1993 

141 

297 

349 

+18% 

+148% 

5,681 

7,950 

9,365 

+18% 

+65% 

64 

143 

+123% 

N/A 

1,929 

2,600 

2,840 

+9% 

+47% 

1,235 

2,202 

2,802 

+27% 

+127% 

4,184 

6,334 

7,643 

+21% 

+83% 

482 

594 

684 

+15% 

+42% 

48 

100 

120 

+19% 

+150% 

138 

152 

178 

+17% 

+23% 

416 

515 

+24% 

N/A 

78 

106 

111 

+5% 

+42% 

68 

100 

102 

+2% 

+50% 

1,482 

1,862 

2,026 

+9% 

+37% 

333 

461 

498 

+8% 

+50% 

21 

40 

+90% 

N/A 

21 

32 

66 

+106% 

+214% 
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vaccines  such  as  Diphtheria-Tetanus-Per- 
tussis (DTP)  and  Oral  Polio  are  reported 
to  have  similarly  high  rates  of  return. 
Through  coordinated  efforts  at  all  levels 
of  government  and  the  private  sector,  the 
Nation  has  achieved  a  98  percent  immuni- 
zation rate  for  children  entering  school. 

The  President's  initiative  will  increase  fed- 
eral support  to  target  efforts  toward  rais- 
ing immunization  levels  in  inner  cities  and 
other  areas  where  health  returns  on  these 
activities  are  certain  to  be  high. 

Healthy  Start/Infant  Mortality  Preven- 
tion.— The  Nation's  infant  mortality  rate 
continues  to  decline,  having  reached  its 
lowest  level  ever  (9.1  deaths  per  1,000  live 
births)  in  1990.  But  while  the  overall  in- 
fant mortality  rate  continues  to  decline, 
mortality  for  African-American  infants  re- 
mains twice  that  for  white  infants — dem- 
onstrating the  need  for  more  intensely  tar- 
geted assistance. 

Additional  investment  in  prenatal  care 
and  nutritional  assistance  targeted  to  low- 
income  women  also  continues  to  yield  high 
returns.  Overall,  nearly  25  percent  of  all 
women  and  nearly  40  percent  of  African- 
American  and  Hispanic  women  do  not 
begin  prenatal  care  during  their  first  tri- 
mester of  pregnancy,  the  most  crucial  time 
for  prenatal  care.  Investment  in  prenatal 
care  can  yield  significant  returns:  each 
dollar  invested  in  prenatal  care  for  high- 
risk  women  might  save  $3  in  treatment 
costs. 

The  President's  initiative  proposes  over 
$9.3  billion  for  all  federal  activities  to  re- 
duce infant  mortality,  including  $143  mil- 
lion for  Healthy  Start,  an  important  pro- 
gram that  targets  federal  resources  to  15 
areas  with  exceptionally  high  rates  of  in- 
fant mortality. 

Women,  Infants,  and  Children  Nutrition 
Assistance  (WIC). — The  proposal  continues 
the  President's  strong  commitment  to  WIC 
with  the  largest  one-year  increase  ever 
proposed  for  the  program,  $240  million  (9 
percent),  for  a  total  of  $2.84  billion — suffi- 
cient funds  for  full  participation  by  eligible 
pregnant  women  and  infants.  A  recent 
evaluation  of  the  Special  Supplemental 


Food  Program  for  Women,  Infants,  and 
Children  (WIC)  found  that  for  each  dollar 
spent  on  nutritionally  at-risk  pregnant 
women  and  infants,  Medicaid  spending  fell 
by  between  $1.92  and  $4.21  during  the 
first  60  days  after  birth. 

Head  Start/Early  Childhood  Develop- 
ment.— Head  Start  provides  a  range  of 
comprehensive  early  childhood  develop- 
ment services,  including  education,  nutri- 
tion, health  and  other  social  services.  Chil- 
dren who  enroll  in  Head  Start  experience 
immediate  gains  in  cognitive  growth,  so- 
cial development,  and  health  status.  For 
every  dollar  invested,  Head  Start  may 
eventually  save  $6  in  averted  costs  associ- 
ated with  special  education,  crime,  and  in- 
come support. 

The  President's  initiative  contains  the 
largest  single-year  funding  increase  in  the 
history  of  Head  Start,  proposing  an  addi- 
tional $600  million  for  a  total  of  $2.8  bil- 
lion. With  the  Administration's  proposal, 
Head  Start  will  serve  an  estimated 
157,206  more  children  in  1993.  This  un- 
precedented increase  in  Head  Start  sup- 
ports participation  of  all  eligible  and  inter- 
ested disadvantaged  children  for  one  year, 
complementing  the  36  States  (plus  the 
District  of  Columbia)  which  also  support 
pre-school  programs. 

The  President's  initiative  also  proposes 
$850  million  for  the  child  care  and  devel- 
opment block  grant,  which  was  part  of  the 
child  care  legislation  that  the  President 
proposed  and  subsequently  signed  in  1990. 
Low-income  families  receive  vouchers  they 
can  use  with  the  child  care  provider  of 
their  choice;  block  grant  funds  provide  ad- 
ditional early  childhood  development  serv- 
ices for  pre-school  age  children. 

The  proposal  further  includes  $6  million 
for  a  new  initiative  in  HHS  to  use  local 
schools  as  a  way  to  bring  primary  health 
care  services  to  children  from  low-income 
families  who  might  not  already  have  ac- 
cess to  these  services.  These  "Ready  to 
Learn"  grants  will  enable  community 
health  centers  and  local  schools  in  selected 
low-income  communities  to  provide  health 
outreach  services  through  local  schools. 
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•  Lead  Poisoning  Prevention. — Lead  poison- 
ing is  the  most  common  environmental 
disease  of  young  children,  disproportion- 
ately affecting  poor,  minority  children  in 
the  inner  cities.  Yet  childhood  lead  poison- 
ing is  preventable  through  detection  and 
abatement.  This  initiative  includes  $40 
million  to  support  about  30  Statewide  lead 
poisoning  screening  and  referral  programs. 

In  addition,  the  Department  of  Housing 
and  Urban  Development  (HUD)  will  con- 
tinue assisting  low-  and  moderate-income 
private  residential  property  owners  abate 
lead-based  paint  by  providing  grants  to 
States  and  localities.  HUD's  public  hous- 
ing modernization  program  will  continue 
lead-based  paint  testing  and  abatement 
activity  in  public  housing.  Approximately 
$50  million  will  be  spent  on  these  activi- 
ties in  1993. 

Expanding  Cost-Effective  Primary  Care 

•  Access  to  Primary  Health  Care/ Expanding 
Community  Health  Centers. — Comprehen- 
sive primary  health  care  services  include 
diagnosis  and  treatment  as  well  as  edu- 
cation designed  to  encourage  healthy  be- 
havior. Continued  investment  in  improv- 
ing access  to  primary  health  care  is  impor- 
tant to  many  communities  and  can  yield 
sizable  returns.  Increased  access  in  low- 
income  communities  can  improve  overall 
health  status  and  reduce  the  use  of  emer- 
gency services. 

To  put  primary  health  care  services  within 
the  reach  of  people  who  do  not  currently 
have  adequate  access,  the  President's  1993 
initiative  includes  an  additional  $1.3  bil- 
lion for  programs  supporting  primary  and 
preventive  health  care. 

The  initiative  also  contains  $120  million 
for  the  National  Health  Service  Corps 
(NHSC).  This  19  percent  increase  will  en- 
able the  NHSC  to  expand  the  program  and 
train  additional  physicians  to  provide 
health  services  in  low  income  and  under- 
served  areas,  increasing  the  availability  of 
primary  case — particularly  in  low-income 
under-served  areas. 

•  Breast  and  Cervical  Cancer. — Despite  in- 
creasing federal  investment  in  breast  and 
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cervical  cancer  screening,  NIH  predicts 
that  over  45,000  women  are  expected  to 
die  fro  n  these  two  diseases  in  1993.  The 
key  to  successful  treatment  of  breast  and 
cervical  cancer  remains  early  detection. 
The  sooner  treatment  can  begin,  the  great- 
er the  chance  of  survival. 

The  President's  initiative  will  invest  $515 
million  for  screening  through  the  Medicare 
program  and  through  the  Public  Health 
Service.  This  investment  will  focus  re- 
sources on  screening  low-income,  high-risk 
women  in  age  groups  for  which  screening 
is  recommended. 

•  HIV/ AIDS  Funding.— Under  the  Presi- 
dent's initiative,  total  federal  HIV/AIDS 
funding  increases  by  13  percent,  to  $4.9 
billion. 

•  Tuberculosis  Control.— The  Nation  has 
made  great  strides  toward  eliminating  tu- 
berculosis (TB).  The  disease  has  been  cur- 
able and  preventable  for  almost  four  dec- 
ades. The  long-term  decline  in  TB  morbid- 
ity enjoyed  by  the  United  States  ended, 
however,  in  1984. 

The  President's  Plan  attacks  the  recent 
growth  of  TB  levels  head  on.  The  initiative 
includes  a  106  percent  increase  over  1992 
for  CDC  Tuberculosis  Control  Grants. 

Promoting  Lifestyle  Changes 

•  Smoking  Cessation. — Smoking  during 
pregnancy  retards  fetal  growth,  reduces 
birthweight,  and  doubles  the  risk  of  hav- 
ing a  low-birthweight  baby.  Studies  have 
shown  a  25-50  percent  higher  rate  of  fetal 
and  infant  deaths  among  women  who 
smoke  during  pregnancy  compared  with 
those  who  do  not.  Each  dollar  invested  in 
smoking  cessation  for  pregnant  women 
may  yield  as  much  as  $6  in  averted  costs 
for  neonatal  intensive  care  and  extended 
care  for  low-birthweight  infants.  Beyond 
the  damage  tobacco  use  during  pregnancy 
may  cause,  smoking  is  also  a  factor  in  the 
deaths  of  over  400,000  Americans  every 
single  year. 

The  President's  initiative  expands  smoking 
cessation  education  activities  for  specific 
at-risk  populations,  including  minority  and 
low-income  pregnant  women. 
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•  Injury  Prevention. — Every  one  percent  in- 
crease in  seat  belt  use  saves  more  than 
160  lives  per  year.  If  the  U.S.  were  to 
increase  the  national  average  of  seat  belt 
use  from  the  1990  rate  of  48  percent  to 
the  Administration's  goal  of  70  percent  by 
the  end  of  1992,  3,800  lives  could  be  saved 
annually  and  100,000  injuries  could  be 
prevented — yielding  potential  economic 
benefits  of  $2.5  billion. 

The  initiative  increases  funding  for  injury 
prevention  to  almost  $2  billion,  a  9  percent 
increase  over  1992.  These  funds  will  be 
used  primarily  within  the  Department  of 
Transportation  (DOT)  for  aviation,  rail, 
highway,  marine,  and  pipeline  and  haz- 
ardous material  transportation  safety.  An 
estimated  50,000  lives  are  lost  annually 
in  incidents  in  the  transportation  sector. 
The  initiative  also  includes  increased  em- 
phasis on  reducing  drunk  driving  and  in- 
creasing occupant  protection. 

•  Family  Planning. — Evidence  attributes  re- 
ductions in  infant  mortality  achieved  over 
the  last  20  years  in  part  to  effective  family 
planning.  Recognizing  the  importance  of 
these  services,  the  President's  initiative 
contains  an  additional  $37  million  for 
HHS  family  planning  grants  and  federal 
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Medicaid  payments,  an  increase  of  8  per- 
cent. 

•  Physical  Fitness  and  Diet.— The  Presi- 
dent's initiative  for  1993  increases  funding 
for  health  education,  disease  prevention, 
and  physical  fitness  activities.  It  also  fo- 
cuses on  bringing  health  promotion  and 
disease  prevention  activities  to  older 
Americans.  The  Administration  on  Aging 
will  provide  more  health  risk  assessments, 
nutritional  counseling,  group  exercise  pro- 
grams and  other  health  promotion  activi- 
ties. These  activities  can  improve  the 
health  and  quality  of  life  of  older  Ameri- 
cans and  allow  many  older  people  to  re- 
ceive these  services  regularly. 

In  summary,  to  confront  the  problems  of 
access  to  health  care  and  the  continued 
escalation  in  health  care  costs,  efforts  are 
underway  to  address  the  problems  of  the 
uninsured  and  the  underinsured  and  to  tackle 
the  country's  growing  health  care  expendi- 
tures. No  matter  what  path  is  ultimately 
chosen,  it  is  clear  that  prevention  will  play 
a  critical  role  in  the  future  health  of  Ameri- 
cans. It  is  also  apparent  that  prevention 
can  only  be  accomplished  in  partnership 
among  individuals,  the  business  community, 
and  government. 


E.  Malpractice  and  Antitrust  Reform:  Changing  Incentives 
for  Provider  Behavior 


Our  legal  system  distorts  health  care  deliv- 
ery in  America.  These  distortions  derive  in 
part  from  perverse  incentives  that  encourage 
malpractice  litigation.  Unnecessary  and  costly 
defensive  medicine  has  increased.  Fear  of 
antitrust  liability  has  helped  produce  an 
often  inefficient  and  duplicative  distribution 
of  sophisticated  services  and  equipment.  Fi- 
nally, the  quality  of  health  care  is  diminished 
by  the  reluctance  of  professional  review  boards 
and  hospitals  to  discipline  poorly  performing 
physicians  because  of  potential  antitrust  liabil- 
ity. 


Proposal 

In  May  1991,  the  President  proposed  the 
"Health  Care  Liability  Reform  and  Quality 
of  Care  Improvement  Act"  to  address  the 
costs  of  malpractice  insurance,  the  transaction 
costs  of  malpractice  litigation,  and  the  length 
of  malpractice  dispute  resolution  proceedings, 
and  to  reduce  the  incidence  of  malpractice 
through  increasing  the  quality  of  care. 

The  Administration's  reform  package  in- 
cludes proposals  that  encourage  States  to: 

•  Cap  the  amount  of  allowable  non-economic 
damages.  In  the  26  States  that  have  lim- 
ited total  damages,  malpractice  rates  have 
declined  significantly; 
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•  Eliminate  joint  and  several  liability  for 
noneconomic  damages; 

•  Eliminate  the  collateral  source  rule  that 
allows  for  double  recovery; 

•  Require  structured  payments  for  mal- 
practice awards,  as  opposed  to  lump  sum 
payments; 

•  Promote  pretrial  alternative  dispute  reso- 
lution, including  mediation  and  pretrial 
screening  panels,  to  encourage  reasonable 
settlements; 

•  Implement  procedures  to  enhance  the 
quality  of  care. 

Additionally,  at  the  Federal  level  the  Admin- 
istration proposes  to  apply  these  tort  reforms 
to  Federal  courts  to  begin  a  pilot  program 
in  the  Federal  Employees  Health  Benefits 
Program  that  offers  alternative  dispute  resolu- 
tion; and  to  improve  the  quality  of  medical 
care  through  enhanced  effectiveness  research 
and  improved  peer  review. 

The  proposed  Act  is  based  on  three  prin- 
ciples: 

•  Medical  malpractice  reform  should  seek 
both  improved  quality  of  care  for  patients 
and  lower  litigation  costs. 

•  Legal  reforms  should  reduce  the  incentives 
for  physicians  to  practice  unnecessary  de- 
fensive medicine  or  to  abandon  practice  in 
inner  city  and  rural  areas. 

•  Incentives  for  states  to  act  are  preferable 
to  Federal  preemption  of  current  state 
law.  Federal  preemption  should  be  used 
only  selectively  and  narrowly. 

The  elements  outlined  below  supplement 
this  proposal.  They  address  three  areas:  (i) 
the  delay  associated  with  malpractice  litiga- 
tion, (ii)  the  increasingly  common  practice 
of  engaging  in  unnecessary  defensive  medicine, 
and  (iii)  the  effects  of  our  antitrust  laws 
on  costs  and  the  quality  of  care  activities. 

Medical  Malpractice  Reforms 

The  costs  associated  with  malpractice  litiga- 
tion have  contributed  to  the  rapid  growth 
of  health  care  spending.  These  costs  include 
the  direct  costs  of  insurance,  litigation,  and 
settlements.  Perhaps  most  importantly,  how- 
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ever,  our  malpractice  system  creates  incentives 
for  physicians  to  engage  in  defensive  medi- 
cine— excessive  tests,  failure  to  delegate  cer- 
tain tasks  to  other  qualified  professionals, 
and  in  general  a  more  elaborate  style  of 
care  than  is  necessary  for  the  provision 
of  sound  medical  care. 

In  1989,  defensive  medicine  accounted  for 
an  estimated  $20.7  billion,  17.6  percent  of 
total  physician  expenditures  (Moser  and 
Musacchio,  1991).  In  addition,  of  all  medical 
practice  growth  components,  professional  li- 
ability premiums  exhibited  the  fastest  annual 
percentage  growth  between  1982  and  1989 — 
increasing  15.1  percent  annually  (AMA  Socio- 
economic Monitoring  System,  1982;  1989). 
Charts  17  and  18  present  increases  in  profes- 
sional liability  premiums  relative  to  other 
physician  practice  costs  and  impact  on  total 
physician  service  expenditures  over  time. 

Often,  unnecessary  defensive  medicine  may 
result  from  a  misperception  on  the  part 
of  providers  of  the  real  potential  for  liability. 
A  recent  study  found  that  physicians  in 
New  York  State  tend  to  overestimate  the 
risk  of  being  sued  by  a  factor  of  three 
(Harvard  Medical  Practice  Study,  1990).  For 
that  reason,  efforts  should  be  made  to  commu- 
nicate the  true  level  of  liability  risk  to 
providers. 

Not  all  unnecessary  defensive  medicine  is 
attributable  to  fear  of  liability.  In  some 
cases,  as  in  fee-for-service  medicine,  health 
care  providers  may  have  a  strong  economic 
incentive  to  engage  in  such  activity.  The 
fear  of  liability,  however,  does  result  in 
an  increase  in  the  degree  and  kind  of  diag- 
nostic testing,  the  reluctance  to  delegate 
certain  basic  functions,  and  the  abandonment 
of  care  for  some  high  risk  patients  or  in 
high  risk  areas  of  treatment  such  as  obstetrics. 
Based  on  a  1984  study,  41.8  percent  of 
physicians  made  at  least  one  change  in 
their  practice  patterns  in  response  to  risk 
of  malpractice  liability.  The  average  physician 
increased  record  keeping  costs  by  2.9  percent, 
prescribed  3.2  percent  more  tests  and  treat- 
ment procedures,  increased  follow-up  visits 
by  2.6  percent,  and  spent  2.4  percent  more 
time  with  patients  (Reynolds  et  al.,  1987). 

In  addition  to  the  monetary  costs  associated 
with  medical  malpractice  litigation,  there  are 
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Chart  17.    PROFESSIONAL  LIABILITY  COSTS  AS  A  PORTION  OF 
TOTAL  PHYSICIAN  SERVICE  EXPENDITURES 
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Chart  18.  GROWTH  LN  MEDICAL  PRACTICE  COST  COMPONENTS 
(AVERAGE  ANNUAL  PERCENTAGE  CHANGE,  1982  TO  1989) 
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other  costs  that  cannot  be  quantified.  Both 
providers  and  patients  suffer  from  the  pro- 
tracted process  of  litigation.  Patients  who 
ultimately  gain  a  recovery  must  wait  years 
to  recover  the  damages  due  them.  Physicians 
are  often  as  troubled  by  the  process  of 
litigation  as  its  results. 

Collectively,  these  monetary  and  emotional 
costs  erode  one  of  the  most  important  aspects 
of  health  care,  the  doctor — patient  relation- 
ship. What  should  be  a  cooperative  relation- 
ship marked  by  trust  between  the  doctor 
and  patient  is  sometimes  wary  and  somewhat 
adversarial.  Reduced  communication  may  un- 
dercut the  patient's  confidence  in  the  physician 
and  breed  passivity  in  a  patient,  leading 
to  a  decrease  in  patient  information  about 
treatment. 

Reform  of  the  medical  malpractice  system 
offers  the  prospect  of  not  only  reducing 
monetary  costs  but,  as  importantly,  helping 
to  restore  patient  confidence  in  the  medical 
system  and  provider  confidence  in  our  legal 
system. 

Beyond  the  provisions  in  the  Health  Care 
Liability  Reform  and  Quality  of  Care  Improve- 
ment Act  the  Administration  endorses  the 
following  approaches  to  reduce  the  delay 
of  malpractice  dispute  resolution,  reduce  the 
amount  of  unnecessary  defensive  medicine, 
and  clarify  the  application  of  antitrust  laws 
in  the  provision  of  health  care: 

Alternative  Dispute  Resolution  (ADR). — 
The  desire  of  physicians  to  avoid  malpractice 
litigation  extends  beyond  the  issue  of  liability 
and  the  perception  that  outcomes  are  unpre- 
dictable. Removing  malpractice  suits  from  the 
adversarial  forum  of  the  courtroom  offers  at 
least  three  benefits.  It  will  lessen  the  sense 
of  confrontation  of  the  dispute.  In  many,  if 
not  most,  cases  it  will  speed  resolution  of  the 
dispute.  And,  it  will  vest  resolution  of  often 
complex  medical  issues  in  a  person  or  persons 
who  will  likely  have  more  experience  with 
medical  issues  than  the  typical  member  of  a 
jury. 

The  A<iministration  supports  two  approaches 
to  persuade  or  require  parties  to  use  ADR 
and  seeks  to  work  with  Congress  to  consider 
two  other  approaches  that  would  remove 


53 


the  dispute  from  a  traditional  trial  setting 
altogether. 

Encouraging  the  Use  of  ADR  Through  Party 
Choice.  The  Administration  supports  amending 
state  and  Federal  rules  of  civil  procedure 
to  permit  either  party  to  litigation  to  make 
an  offer  to  use  ADR.  If  the  party  refusing 
to  engage  in  ADR  loses  at  trial,  that  party 
must  pay  the  others  attorney's  fees.  This 
change  in  the  rules  will  provide  a  strong 
incentive  for  parties  to  consider  seriously 
the  desire  of  the  other  party  to  resolve 
the  dispute  without  the  necessity  of  a  full 
trial. 

State  Contract  Law.  The  Administration 
seeks  to  encourage  agreements  between  pa- 
tients and  providers,  made  prior  to  the  deliv- 
ery of  health  care  services,  to  use  out- 
of-court  dispute  resolution  mechanisms  if  a 
dispute  arises.  It  is  unclear,  however,  whether 
such  contracts  are  valid  in  all  states.  The 
President's  plan  proposes  to  permit  contracts 
between  patients  and  providers  that  require 
non-binding  arbitration  before  a  lawsuit  can 
be  filed  notwithstanding  conflicting  state  law. 

Promising  Areas  for  Innovation.  Although 
the  proposals  discussed  below  address  the 
issue  of  delay  and  the  merit  of  increasing 
the  expertise  of  those  who  decide  malpractice 
cases,  each  has  its  shortcomings  and  critics. 
The  Administration  believes,  however,  that 
it  is  important  that  these  issues  become 
an  integral  part  of  the  debate  on  reforming 
our  malpractice  system.  The  Administration 
will  cooperate  with  Congress,  state  legisla- 
tures, medical  associations,  and  others  to 
explore  whether  such  proposals  can  remedy 
the  problems  of  the  current  system. 

•  Mandatory  ADR  for  Federal  Beneficiaries. 
Several  malpractice  reform  proposals 
would  make  the  receipt  of  Federal  health 
care  benefits  implied  consent  to  enter  into 
ADR  if  a  dispute  arises  out  of  the  health 
care  provided.  The  added  cost  of  health 
care  resulting  from  the  shortcomings  of 
our  malpractice  litigation  system  is  di- 
rectly reflected  in  the  cost  of  these  pro- 
grams to  the  treasury.  The  Federal  gov- 
ernment thus  has  a  legitimate  interest  in 
finding  ways,  such  as  ADR,  to  reduce 
those  costs. 
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•  Mandatory  ADR  for  All  Claimants.  To 
avoid  the  judgment  of  lay  juries  and  the 
delay  inherent  in  our  current  civil  justice 
system,  some  have  called  for  taking  medi- 
cal malpractice  cases  out  of  the  courts  en- 
tirely. The  American  Medical  Association, 
for  example,  has  proposed  that  every  state 
create  an  administrative  tribunal  to  hear 
medical  malpractice  claims  with  courts 
permitted  only  appellate  review.  Although 
the  theoretical  benefits  of  such  a  system 
are  obvious,  serious  questions  of  con- 
stitutionality, practicality,  and  increasing 
bureaucracy  must  be  resolved  before  any 
large-scale  proposal  moves  forward. 

Offers  of  Settlement. — The  Administration 
also  proposes  to  permit  either  party  to  a  mal- 
practice action  to  make  a  formal  offer  of  settle- 
ment. This  provision  has  been  discussed  for 
application  in  other  areas  of  civil  justice  in 
need  of  reform,  such  as  product  liability.  In 
effect,  the  provision  makes  Rule  68  of  the 
Rules  of  Civil  Procedure  available  to  plaintiffs 
as  well  as  defendants. 

Standards  of  Care. — Medical  associations, 
authors,  and  commentators  have  attempted  to 
provide  guidance  to  physicians  on  appropriate 
standards  of  medical  care.  It  is  the  tort  sys- 
tem, however,  through  the  judgments  of  lay 
juries,  that  too  often  defines  the  standards  of 
care  physicians  must  meet.  The  precedential 
value  of  the  jury's  determination  and  the  un- 
certainty generated  in  gray  areas,  can  effect 
profoundly  provider  behavior. 

Variation  is  inherent  in  case-by-case  deter- 
minations by  different  juries.  This  translates 
into  a  perceived  lack  of  predictability  in 
our  medical  malpractice  litigation  system. 
This  uncertainty  and  the  role  of  lay  persons 
in  determining  what  is  adequate  medical 
care  has  encouraged  overly  cautious  behavior 
and  some  resentment  of  the  litigation  system 
in  the  medical  community. 

In  recent  years,  there  has  been  increased 
interest  in  the  development  of  guidelines 
or  standards  of  care  as  references  for  physi- 
cians by  medical  groups,  insurers,  and  legisla- 
tors. The  debate  has  centered  on  who  would 
develop  such  standards,  the  degree  of  specific- 
ity required  to  make  the  standards  useful, 
the  degree  of  flexibility  necessary  to  reflect 
the    individuality    of    patients    and  cir- 
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cumstances,  and  what  use  and  legal  force, 
if  any,  should  be  given  to  such  guidelines 
or  standards. 

The  Omnibus  Budget  Reconciliation  Act 
of  1989,  Public  Law  101-239,  established 
the  Agency  for  Health  Care  Policy  and  Re- 
search within  the  Public  Health  Service  to 
promulgate  guidelines  and  standards  of  quality 
and  other  "performance  measures."  No  provi- 
sion was  made  for  giving  any  legal  effect 
to  such  standards  in  litigation,  however. 

The  Secretary  of  Health  and  Human  Serv- 
ices will  intensify  his  efforts  to  develop  these 
guidelines  and  standards.  The  Secretary  will 
also  consult  with  experts  in  the  field,  including 
providers,  medical  associations,  legal  scholars 
and  others,  to  study  the  feasibility  and  desir- 
ability of  giving  some  legal  force  to  such 
guidelines.  The  Secretary's  study  should  in- 
clude a  discussion  of  the  process  for  forming 
such  guidelines  or  standards,  and  the  degree 
to  which  the  guidelines  would  have  to  be 
specific  and/or  take  into  account  variations 
in  practice  geographically,  because  of  re- 
sources, or  the  age  and  condition  of  the 
patient. 

The  Administration  believes  that  practice 
guidelines  and  standards  offer  great  promise 
in  reducing  the  level  of  unnecessary  defensive 
medicine  without  compromising  the  quality 
of  medical  care.  Physicians  knowledgeable 
about  the  practice  guidelines  and  standards 
can  look  to  them  in  determining  the  adequacy 
of  care  provided  to  their  patients. 

Guidelines  and  standards  of  care  could 
offer  the  added  benefit  of  enhancing  the 
value  of  alternative  dispute  mechanisms.  As 
alternative  dispute  resolution  is  increasingly 
used,  practice  guidelines  and  standards  of 
care  will  heighten  confidence  that  the  mediator 
or  arbitrator  will  reflect  accurately  the  behav- 
ior of  a  jury  if  the  case  proceeds  to  trial. 
Thus,  parties  will  be  better  positioned  to 
judge  the  consequences  of  rejecting  the  pro- 
posed determination. 

Antitrust  Law 

In  addition  to  the  issues  of  medical  liability 
and  dispute  resolution,  antitrust  issues  bring 
law  and  medicine  together.  For  instance, 
professional  peer  review  has  always  reflected 
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a  tension  between  the  necessity  to  weed 
out  those  who  do  not  meet  the  standards 
of  the  profession  and  the  possibility  that 
such  review  could  be  used  unfairly  and 
illegally  to  limit  competition  in  the  profession. 
With  the  emergence  of  new  methods  of  health 
care  delivery,  like  HMOs  and  PPOs,  and 
increasingly  sophisticated  and  costly  tech- 
nology, confusion  about  the  proper  application 
of  the  antitrust  laws  in  the  health  care 
field  has  grown. 

The  Administration  proposes  a  series  of 
steps  to  assure  that  the  new  emphasis  on 
quality  of  care  is  not  undermined  by  concerns 
of  unwarranted  allegations  of  collusion,  that 
concerns  of  antitrust  liability  do  not  chill 
the  evolution  of  a  more  organized  and  efficient 
health  care  delivery  system,  and  that  the 
cost  of  health  care  is  not  raised  unnecessarily 
because  of  duplication  of  costly  technology 
and  services. 

The  President's  initiative  includes  legislation 
to  address  the  issue  of  the  unnecessary 
duplication  of  technology  and  the  provision 
of  guidance  by  the  Federal  government  on 
the  issue  of  the  application  of  the  Federal 
antitrust  laws  to  peer  review  and  managed 
care  issues. 

Medical  Technology. — Much  of  the  in- 
creased cost  of  health  care  has  resulted  from 
the  high  costs  associated  with  advanced  tech- 
nology. Often  expensive  equipment  is  dupli- 
cated by  competing  health  care  organizations 
because  of  concern  over  the  application  of  the 
antitrust  laws  to  the  sharing  of  equipment  and 
services.  As  a  result,  the  acquisition  of  expen- 
sive technology  may  far  exceed  what  is  needed. 
To  reduce  the  costs  of  high  technology  equip- 
ment and  services,  the  Administration  will 
again  urge  Congress  to  pass  the  joint  produc- 
tion venture  legislation,  S.  1163,  transmitted 
by  the  Departments  of  Justice  and  Commerce 
on  April  29,  1991. 

Peer  Review  Activities. — State  disciplinary 
boards  and  hospital  medical  staffs  often  review 
physicians  qualifications  to  determine  whether 
a  license  or  hospital  privileges  for  the  physi- 
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cian  should  be  limited,  denied,  or  revoked.  Pre- 
sumably, the  goal  is  to  ensure  an  appropriate 
level  of  quality  of  care.  Often,  however,  the 
physician  whose  privileges  are  curtailed  will 
sue  the  reviewing  physicians  and  witnesses  on 
the  grounds  that  the  review  is  really  a  veiled 
attempt  to  limit  competition. 

Some  commentators  suggest  that  the  cre- 
ation of  certain  safe  harbors  for  actions 
limiting  physician  privileges  can  avoid  litiga- 
tion costs  and  the  chilling  effect  of  potential 
litigation  without  unduly  limiting  competition. 
The  Administration  does  not  believe  changes 
in  substantive  law  are  necessary.  Rather, 
the  Department  of  Justice  will  provide  en- 
hanced guidance  for  state  peer  review  boards 
and  hospitals  with  respect  to  actions  to 
deny,  revoke,  or  suspend  the  license  of  privi- 
leges of  any  physician. 

PPOs,  HMOs  and  Other  Pooling  Ar- 
rangements of  Providers. — The  emergence  of 
managed  care  is  creating  new  issues  in  health 
care.  For  instance,  if  physicians  in  an  area 
band  together  to  form  a  PPO,  thus  fostering 
price  reductions  and  managed  care,  it  may  be 
alleged  that  they  are  nonetheless  reducing  the 
number  of  competitors  for  physician  services 
in  the  marketplace.  At  the  same  time,  diligent 
enforcement  of  the  antitrust  laws  is  necessary 
to  prevent  price  fixing  and  illegal  tie-ins  in 
the  provision  of  health  care.  Reducing  the  fear 
of  liability  for  certain  beneficial  activities  while 
mamteining  the  deterrent  effect  of  the  anti- 
trust laws  for  traditional  anticompetitive  en- 
deavors is  the  challenge  for  antitrust  enforce- 
ment agencies,  particularly  the  Department  of 
Justice  and  the  Federal  Trade  Commission. 

The  Administration  will  clarify  the  antitrust 
standards  that  apply  to  provider  pooling 
arrangements  such  as  PPOs  and  HMOs. 
Additionally,  the  Department  of  Justice  will 
increase  its  enforcement  efforts  against  those 
in  the  health  care  industry  who  boycott 
such  provider  organizations.  Together  with 
the  efforts  of  the  Federal  Trade  Commission, 
the  actions  of  the  Department  should  provide 
the  guidance  that  these  evolving  entities 
need  to  prosper. 
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F.  Reducing  Administrative  and  Paperwork  Costs 


Overview 

Recent  studies  suggest  that  paperwork  sav- 
ings of  $67  to  $100  billion  a  year  would 
be  possible  if  the  United  States  shifted  to 
a  Canadian-style  national  health  insurance 
program  (GAO,  1991;  Woolhandler  and 
Himmelstein,  1991).  A  critical  review  of  avail- 
able information  by  OMB  indicates  that  poten- 
tial savings  are  much  lower,  at  most  $31 
to  $49  billion  (Director  Darman,  October 
1991,  Testimony,  House  Ways  and  Means 
Committee).  Other  analyses  have  concluded 
that  any  administrative  savings  under  a 
nationalized  health  plan  would  be  more  than 
offset  by  an  increase  in  benefit  costs.  One 
analysis  estimated  total  savings  in  administra- 
tive costs  in  the  United  States  under  a 
Canadian-style  system  would  be  $47  billion; 
however,  these  administrative  efficiencies  of 
a  common  benefit  package  would  be  less 
than  the  $78  billion  increase  in  benefit  costs 
that  would  come  with  the  common  package 
(Sheils  and  Young,  1991). 

Moreover,  simple  administrative  cost  com- 
parisons are  misleading  because  they  fail 
to  capture  the  value  added  by  effective  admin- 
istrative measures.  The  United  States  spends 
between  $2  billion  and  $4  billion  a  year 
on  various  quality  assurance  programs,  meas- 
ures that  improve  health  care  and  reduce 
costly  and  potentially  dangerous  inappropriate 
care.  And,  as  a  recent  study  points  out, 
delays  in  treatment  under  the  Canadian 
system  lead  to  "hidden"  costs  of  up  to  0.6 
percent  of  GDP — or  more  than  $34  billion 
dollars  a  year  if  translated  to  the  United 
States  (Danzon,  1991). 

Nonetheless,  significant  administrative  sav- 
ings are  possible  while  maintaining  choice 
and  diversity  for  our  citizens.  Moreover,  paper- 
work burdens,  hassles,  and  confusion  associ- 
ated with  obtaining  health  care  can  be  re- 
duced. The  reform  proposal  contains  five 
initiatives  to  accomplish  these  goals: 

•  Electronic  billing  using  standardized  for- 
mats will  dramatically  reduce  paperwork 
and  reduce  administrative  costs. 

•  Shifting  from  costly  case-by-case  medical 
review  to  pattern  of  care  review  will  re- 


duce the  "hassle"  factor  for  physicians, 
focus  review  efforts  on  problem  areas,  and 
improve  quality. 

•  Use  of  electronic  cards  for  billing  and  eligi- 
bility determinations  will  reduce  paper- 
work and  confusion  for  consumers  at  the 
point  of  service. 

•  Development  of  computerized  medical 
record  systems  will  reduce  paperwork  bur- 
dens for  providers  while  improving  qual- 
ity. 

•  Market  reforms  will  reduce  administrative 
costs  in  the  small  group  market  by  up  to 
$9  billion  a  year  by  providing  efficiencies 
of  scale  through  group  purchasing  for 
small  businesses  (HINs)  and  by  eliminat- 
ing medical  underwriting  costs. 

These  reforms  will  bring  the  administration, 
billing,  and  record-keeping  in  our  health 
care  system  into  the  twenty-first  century, 
through  a  system-wide  movement  to  automa- 
tion and  more  standardized  billing,  claims 
adjudication,  eligibility  determination,  and 
clinical  information.  The  effective  implementa- 
tion of  market  pooling  mechanisms  will  con- 
solidate consumers  into  more  streamlined, 
better  managed  groups  that  have  more  lever- 
age in  the  health  market. 

Background 

Health  care  overhead  is  a  diverse  category 
that  embraces  a  wide  range  of  activities 
including:  claims  processing  costs  for  insurers, 
billing  costs  for  providers,  utilization  review, 
quality  assurance,  maintenance  of  enrollment 
and  eligibility  records,  premium  collection, 
marketing  costs,  and  profit.  Public  and  private 
insurance  and  billing  costs  totalled  almost 
$80  billion  in  1991,  or  about  12.2  percent 
of  total  personal  health  spending.  Insurance 
administration  accounts  for  $43.6  while  pro- 
vider billing  costs  account  for  the  remaining 
$36.2  billion. 

Of  the  total  of  $43.6  billion  for  insurance 
administration  in  1991,  $32.8  billion  is  for 
private  insurance,  $5.7  in  federal  costs,  and 
$5.0  billion  in  State  and  local  costs.  The 
bulk  of  this  spending  (77.5  percent)  is  for 
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Table  5-7.  Insurance  Administration  and  Provider  Billing  Costs  in  the 

U.S.,  1991 

(Source:  HCFA,  OMB  staff  estimates) 


Cost  in 
Billions 
of 

As  Percent 
of  Total 
Adminis- 

As Percent 
of  Total 
Personal 
Health 

Dollars 

tration 

Spending 

Hospital  Billing  Costs   

  $43.6 

  $17.1 

  $10.4 

  $8.7 

54.6% 
21.5% 
13.0% 
10.9% 

6.7% 
2.6% 
1.6% 
1.3% 

  $79.8 

100.0% 

12.2% 

claims  processing,  quality  assurance,  and  gen- 
eral administration.  Marketing  costs  and  prof- 
its total  $6.0  billion  while  taxes  paid  by 
private  insurers  account  for  the  remaining 
$3.7  billion. 

Insurance  administration  costs  have  in- 
creased from  5.3  percent  of  total  personal 
health  spending  in  1965  to  6.7  percent  in 
1991.  This  change  primarily  reflects  an  in- 
crease in  insurance  coverage  during  the  inter- 
val. Out-of-pocket  spending,  as  a  percent 
of  total  personal  health  spending,  decreased 
from  55.9  percent  in  1960  to  23.3  percent 
in  1990  (Levit  et  al,  1991).  With  this  decrease, 
administrative  costs  were  bound  to 


Private  insurance  administrative  costs  vary 
substantially  with  firm  size  as  a  percentage 


of  benefit  payments,  ranging  from  up  to 
40  percent  of  benefit  costs  for  very  small 
firms  to  under  6  percent  for  very  large 
firms.  This  disparity  in  costs  reflects  the 
fact  that  large  businesses  enjoy  efficiencies 
of  scale  in  the  purchase  and  administration 
of  insurance  benefits.  Risk  premiums  are 
lower  for  large  groups  coverage  because  benefit 
costs  are  much  more  predictable.  Commissions 
for  brokers  also  are  higher  for  very  small 
firms  due  to  the  retail  nature  of  this  segment 
of  the  market. 

Proposal 

Administrative  costs  could  be  cut  by  as 
much  as  25  percent  under  five  major  reform 
initiatives.  Four  of  the  initiatives  would 
streamline  paperwork.  The  first  four  of  these 


Table  5-8.   Administrative  Costs  for  Public  and  Private  Insurance  in 
the  U.S.,  1991 

(Source:  HCFA,  HIAA,  BCBS,  OMB  staff  estimates;  excludes  billing  costs  for  providers) 


Cost  in  As  Percent 

Billions  of  Total 

of  Adminis- 

Dollara  tration 


As  Percent 
of  Total 
Personal 
Health 


Total  Public  and  Private  Insurance  Administrative  Cost  

Claims  Processing,  Quality  Assurance  and  General  Administration 

(private  and  public)   

Taxes  Paid  by  Private  Insurers   

Marketing  and  Commissions  

Profit   


43.6 

100.0% 

6.7% 

33.8 

77.5% 

5.2% 

3.8 

8.6% 

0.6% 

3.8 

8.8% 

0.6% 

2.2 

5.1% 

0.3% 
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Table  5-9.   Health  Insurance  Overhead  Cost  as  Percent  of  Benefit 
Payments 

(Source:  CRS,  1989) 


Firm  Size 

Claims 
Adminis- 
tration 

General 
Adminis- 
tration 

Interest 
Credit 

Risk 
and 
Profit 

Com- 
mis- 
sions 

Premium 
Taxes 

Total 

1  to4   

9.3 

12.5 

-1.5 

8.5 

8.4 

2.8 

40 

5  to  9   

8.6 

11.2 

-1.5 

8.0 

6.0 

2.7 

35 

10  to  19   

7.2 

9.2 

-1.5 

7.5 

5.0 

2.6 

30 

20  to  49   

6.3 

7.6 

-1.5 

6.8 

3.3 

2.5 

25 

50  to  99   

4.3 

4.8 

-1.5 

6.0 

2.0 

2.4 

18 

100  to  499   

4.1 

4.0 

-1.5 

5.5 

1.6 

2.3 

16 

500  to  2,499   

3.9 

3.2 

-1.5 

3.5 

0.7 

2.2 

12 

2,500  to  9,999   

10,000  or  more  

3.8 

  3.0 

1.4 
0.7 

-1.5 
-1.5 

1.8 
1.1 

0.3 
0.1 

2.2 
2.1 

8 

5.5 

initiatives  are  already  underway  under  the 
leadership  of  Secretary  Louis  Sullivan  of 
the  Department  of  Health  and  Human  Serv- 
ices. These  four  paperwork  reduction  ini- 
tiatives could  reduce  administrative  costs  by 
as  much  as  8  percent,  saving  up  to  $4 
billion  a  year.  These  initiatives  would  be 
complemented  by  reform  of  the  small  group 
market.  As  described  more  fully  in  Chapter 
3,  health  insurance  market  reform  could 
reduce  administrative  costs  for  small  group 
coverage  by  as  much  as  40  percent,  saving 
up  to  $9  billion  a  year. 

Reducing  Claims  Processing  and  Billing 
Costs  Through  Standardization  and  Auto- 
mation.— Paper  claims  are  expensive.  Esti- 
mates suggest  that  providers  and  insurers 
save  up  to  $2  per  claim  through  electronic  bill- 
ing, and  more  is  saved  when  claims  are  re- 
viewed electronically.  Since  over  three  billion 
claims  are  submitted  on  paper  every  year,  sub- 
stantial savings  are  possible  just  by  increasing 
electronic  submission  rates. 

Standardization  of  claims  forms  can  reduce 
billing  costs  and  reduce  provider  billing  costs 
to  levels  comparable  to  those  that  might 
be  achieved  under  single  payer  systems.  In 
December,  1990,  the  Health  Care  Financing 
Acbninistration's  HCFA-1500  claims  form  was 
finalized.  This  form — which  is  used  for  physi- 
cian and  outpatient  services — was  developed 
by  the  Uniform  Claim  Form  Task  Force, 
co-chaired  by  the  American  Medical  Associa- 


tion and  HCFA.  Task  Force  participants  in- 
cluded representatives  of  every  major  third- 
party  payer.  While  use  of  the  HCFA-1500 
is  voluntary,  wide  acceptance  is  expected. 
Similar  efforts  have  led  to  near  universal 
acceptance  of  the  UB-82,  as  the  standard 
form  for  inpatient  hospital  bills. 

At  Secretary  Sullivan's  recent  Forum  on 
Administrative  Costs,  Blue  Cross/Blue  Shield 
of  America  and  the  Travelers  Insurance  Com- 
pany agreed  to  head  up  a  public/private 
group  to  increase  electronic  claims  and  to 
standardize  data  elements  and  electronic 
transmission  rules.  The  group  is  meeting 
already.  Its  recommendations  are  expected 
soon. 

HCFA  is  actively  working  with  the  private 
sector  to  develop  technical  standards  to  pro- 
mote greater  use  of  electronic  billing.  Cur- 
rently, 75  percent  of  Medicare  Part  A  and 
42  percent  of  Part  B  claims  are  submitted 
electronically.  Electronic  billing  also  reduces 
costs  for  providers  and  helps  reduce  clerical 
errors.  Comparable  savings  can  be  achieved 
for  private  sector  claims.  HCFA  has  set 
100  percent  electronic  submission  for  hospitals 
and  75  percent  for  others  within  three  years — 
the  private  sector  must  drive  toward  similar 
efficiencies. 

The  combination  of  electronic  claims  submis- 
sion and  standardization  of  the  data  elements 
required  for  claims  will  reduce  provider  cost 
and  frustration.  Providers  submitting  claims 
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electronically  benefit  from  faster  and  clearer 
resolution  of  claims.  Moreover,  electronic  sys- 
tems will  help  avoid  technical  mistakes,  such 
as  missing  one  line  on  a  form,  that  often 
delay  payment. 

Streamlining  Medical  Review. — A  third 
area — improving  medical  review — can  reduce 
the  "hassle  factor"  for  physicians  while  reduc- 
ing costs  for  unnecessary  care.  The  goal  would 
be  to  shift  away  from  claim-by-claim  denials 
toward  monitoring  and  encouragement  of  cost- 
effective  practice  patterns.  Claim-by-claim  re- 
view is  burdensome  and  costly — sometimes  the 
cost  of  the  review  can  exceed  the  potential  sav- 
ings. 

HCFA  has  developed  and  is  now  testing 
the  Uniform  Clinical  Data  Set  (UCDS)  a 
new  system  that  would  permit  a  shift  to 
pattern  review  for  inpatient  hospital  care. 
The  UCDS  is  a  state-of-the-art  system  for 
abstracting  critical  medical  information  for 
hospital  records.  Once  this  information  is 
abstracted  and  entered  into  a  computerized 
system,  "expert"  system  programs  can  identify 
patterns  of  care  that  suggest  a  systematic 
problem  that  might  warrant  further  targeted 
review  and  corrective  action. 

If  the  UCDS  system  proves  to  be  successful 
in  practice,  it  would  serve  as  a  model  for 
use  by  private  insurers.  In  a  complementary 
effort,  the  Public  Health  Service  is  devoting 
$130  million  in  1991-1992  to  outcomes  re- 
search to  increase  information  about  what 
patterns  of  care  are  most  effective  in  improv- 
ing health  outcomes  and  at  what  cost. 

Developing  Electronic  Cards. — Secretary 
Sullivan  has  launched  an  initiative  to  acceler- 
ate development  of  electronic  cards  for  use  by 
consumers. 

Electronic  cards  would  be  used  by  patients 
at  the  point  of  service  to  provide  com- 
prehensive insurance  information  to  providers. 
This  would  eliminate  the  need  for  patients 
to  repeatedly  fill  out  confusing  forms.  Such 
cards  also  would  streamline  billing  procedures 
for  doctors  and  hospitals  by  providing  imme- 
diate information  regarding  eligibility,  cov- 
erage, benefits,  copayments  and  deductibles. 

Dollar  savings  will  accrue  directly  to  insur- 
ers and  providers  through  more  efficient 
administrative  procedures,  and  be  passed  on 
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to  consumers  through  lower  premiums  and 
out  of  pocket  costs.  Eventually,  electronic 
cards  could  be  used  for  storage  of  the  card 
holder's  medical  records.  This  would  help 
prevent  duplication  of  tests,  medication  errors, 
and  other  quality  of  care  problems. 

Developing  Computerized  Medical  Rec- 
ord Systems. — Secretary  Sullivan  also  has  ini- 
tiated a  task  force  to  accelerate  development 
of  computerized  medical  record  systems. 

Computerization  will  facilitate  rapid  access 
to  critical  information  regarding  an  individ- 
ual's past  medical  record.  Once  computerized 
patient  records  and  related  information  net- 
works are  in  widespread  use,  providers  will 
have  access  to  state-of-the-art  information 
on  the  effectiveness  of  various  care  paths 
as  well  as  more  complete,  accurate  patient 
medical  records. 

"Expert"  systems  can  be  built-in  as  part 
of  these  systems  to  alert  physicians  to  poten- 
tial problems,  such  as  the  need  to  follow- 
up  on  an  abnormal  test  result.  Computerized 
records  will  also  strengthen  quality  assurance 
by  providing  hospitals  and  health  plans  with 
reliable  statistical  information  regarding  out- 
comes and  complication  rates. 

Health  costs  could  be  reduced  as  well. 
Up  to  20  percent  of  all  medical  care  performed 
in  the  United  States  may  be  unnecessary 
or  harmful.  Computerized  patient  records  will 
capture  clinical  data  for  effectiveness  research. 
This  research  will  help  physicians  better 
understand  when  certain  costly  therapies 
should  be  used. 

Early  reports  are  encouraging.  The  General 
Accounting  Office  has  reported  that  an  auto- 
mated medical  record  system  reduced  hospital 
costs  by  $600  per  patient  in  a  Veterans 
Affairs  hospital.  Other  studies  have  dem- 
onstrated reduced  lengths  of  stay  associated 
with  computerized  patient  records.  If  broadly 
implemented,  computerized  patient  records 
could  reduce  unnecessary  care  by  about  5 
to  10  percent,  saving  $20  billion  a  year 
by  the  end  of  the  decade.  More  significant 
savings  are  likely  in  later  years. 

Reducing  Overhead  Costa  Through 
Health  Insurance  Market  Reform.— Finally, 
health  insurance  market  reform  will  reduce 
administrative  costs  for  small  group  coverage 
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by  an  average  of  40  percent.  Savings  will  be 
even  higher  for  groups  with  10  or  fewer  work- 
ers. The  bulk  of  this  savings  will  be  achieved 
through  health  insurance  networks  (HINs) — 
group  purchasing  associations  for  small  busi- 
ness and  individual  coverage.  It  is  projected 
that  67  percent  of  coverage  sold  to  firms  with 


fewer  than  100  workers  will  be  provided 
through  HINs. 

Even  outside  of  HINs,  substantial  savings 
will  be  achieved  through  elimination  of  costs 
associated  with  medical  underwriting.  More- 
over, by  refocusing  competition  on  costs,  the 
reforms  will  also  help  to  reduce  marketing 
costs. 


G.  Making  Public  Programs  More  Efficient 


Government  health  care  programs  at  all 
levels  account  for  44  percent  of  national 
spending  on  personal  health  services.  Costs 
for  these  programs  have  been  increasing 
even  more  rapidly  than  for  the  population 
as  a  whole.  Accordingly,  no  comprehensive 
health  system  reform  proposal  can  be  complete 
without  measures  to  help  make  these  pro- 
grams more  efficient.  Indeed,  thoughtful  re- 
form now  is  needed  to  prevent  future  problems 
that  could  threaten  these  programs. 

1.  Reforming  the  Medicaid  Program  By 
Enhancing  State  Flexibility 

Overview 

The  President's  reform  proposal  would  dra- 
matically modernize  the  twenty-six  year  old 
Medicaid  program  and  provide  States  with 
significant  new  flexibility  for  reform. 

•  Medicaid  recipients  will  benefit  from  en- 
hanced access  and  improved  quality 
through  coordinated  care  plans. 

•  States  will  have  new  flexibility  to  take  ad- 
vantage of  innovation,  program  efficiencies, 
and  better  methods  for  cost  control.  As 
Medicaid  costs  have  risen  by  over  23  per- 
cent a  year  since  1989  (from  $61.2  billion 
to  $92.1  billion  in  1991),  States  have 
strained  to  keep  up.  Thus,  the  federal  and 
State  governments  must  be  partners  in 
cost  containment  and  reform. 

•  Enhanced  State  flexibility  and  greater  use 
of  coordinated  care  can  reduce  Medicaid 
cost  growth  from  a  projected  16  percent 
a  year  and  result  in  significant  savings 
that  can  help  fund  expanded  insurance 
coverage  for  an  additional  24  million  low 
and  modest  income  Americans  through  the 


new  transferable  health  insurance  credit 
system  (see  Chapter  4). 

•  Coverage  of  all  non-Medicaid  poor  for 
basic  services  will  be  fully  financed  by  the 
Federal  Government.  States  would  be  able 
to  retain  their  share  of  savings  from  Med- 
icaid program  reform.  Federal  savings 
would  revert  to  State  residents  to  provide 
health  insurance  for  the  non-Medicaid 
poor,  without  any  State  match. 

Medicaid  currently  provides  health  insur- 
ance benefits  for  26  million  low-income  Ameri- 
cans. Recently,  Medicaid  also  has  become 
the  primary  vehicle  for  funding  "uncompen- 
sated care"  provided  by  disproportionate  share 
hospitals  (DSH) — hospitals  that  have  high 
charity  care  case  loads  ($12  billion  in  federal 
payments  matched  by  the  States — in  1993). 
These  DSH  payments  would  not  be  affected 
by  this  proposal. 

Medicaid  has  been  widely  criticized  as 
providing  fragmented,  episodic,  and  often  sub- 
standard care.  Moreover  the  program  is  viewed 
as  wasteful  and  inefficient.  These  problems 
stem  primarily  from  continued  reliance  on 
an  outdated  fee-for-service  delivery  system. 
In  addition,  the  program  is  overly  rigid 
and  bureaucratic. 

Under  the  proposal,  Medicaid  would  be 
restructured  to  rely  primarily  on  delivery 
of  health  care  through  coordinated  care  sys- 
tems. Moreover,  States  would  have  new  flexi- 
bility to  respond  to  local  needs  and  concerns. 
States  would  have  the  option  of  choosing 
between  two  broad  approaches. 

•  A  State  could  maintain  existing  Medicaid 
eligibility  and  benefit  levels  while  shifting 
enrollment   into   coordinated   care  pro- 
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grams.  Under  this  approach,  the  new 
transferable  tax  credit  (certificate)  system 
would  operate  separately  from  the  existing 
Medicaid  program,  though  States  would 
play  an  important  role  in  qualifying  indi- 
viduals for  the  tax  credit. 

•  Alternatively,  a  State  could  combine  its  ex- 
isting Medicaid  programs  with  the  new 
health  insurance  credit  system  to  develop 
a  new  universal  access  program  covering 
all  State  residents  with  incomes  below 
poverty.  Under  this  approach,  a  State 
could  operate  a  single  public  insurance 
program  or  could  provide  credits  for  pur- 
chase of  private  coverage. 

Coincident  with  these  reforms,  federal  fund- 
ing for  acute  care  for  the  non-elderly  (exclud- 
ing DSH  payments)  would  shift  to  a  new 
per  capita  payment  to  the  States.  This  would 
provide  States  with  new  incentives  to  maxi- 
mize program  efficiencies  through  coordinated 
care  and  other  measures.  Overall,  the  reforms 
would  improve  quality  and  access  for  program 
recipients  while  greater  efficiency  would  free 
up  funds  to  expand  access  for  other  low 
income  individuals  and  families  through  the 
new  tax  credit  system. 

Background 

Medicaid  currently  is  a  joint  federal/State 
program  designed  to  meet  the  health  insurance 
needs  of  certain  low-income  individuals.  States 
set  most  program  rules  within  broad  federal 
guidelines,  determine  beneficiary  eligibility, 
and  pay  provider  claims. 

In  general,  Medicaid  eligibility  is  linked 
to  other  cash  assistance  programs  such  as 
Aid  to  Families  with  Dependent  Children 
(AFDC)  or  Supplemental  Security  Income 
(SSI).  In  recent  years,  mandatory  eligibility 
has  been  extended  to  certain  groups  with 
incomes  above  the  cash  welfare  program 
standards  (for  example,  poor  and  near  poor 
pregnant  women  and  children).  Optional  cov- 
erage extends  to  certain  other  groups,  such 
as  the  "medically  needy,"  whose  illnesses 
force  them  to  "spend-down"  to  meet  Medicaid 
eligibility  criteria. 

Current  Medicaid  eligibility  requirements 
leave  many  poor  without  coverage.  Certain 
categories  of  persons  cannot  qualify  for  Medic- 
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aid  under  current  rules,  no  matter  how 
poor  or  how  sick  they  are  (non-disabled 
single  adults  and  childless  couples,  for  exam- 
ple). Only  about  45  percent  of  the  poor 
are  covered  by  Medicaid.  Another  26  percent 
have  other  insurance.  Twenty-nine  percent, 
therefore,  are  without  insurance. 

Problems  With  the  Current  Program. — 

Most  Medicaid  recipients  receive  health  care 
through  traditional  and  costly  fee-for-service 
arrangements.  Physicians,  hospitals,  and  other 
providers  are  paid  on  the  basis  of  itemized 
bills  for  the  services  they  render.  As  a  result, 
strong  incentives  exist  to  provide  additional 
services  regardless  of  benefit.  Providers  are  not 
paid  on  the  basis  of  outcomes:  no  one  is  paid 
to  keep  patients  in  good  health.  Nor  is  there 
anyone  responsible  for  coordinating  services  to 
avoid  duplication  and  to  improve  quality.  As 
a  result  of  this  perverse  mismatch  of  incen- 
tives and  responsibilities: 

•  The  care  many  Medicaid  patients  receive 
is  often  fragmented — too  little,  too  much, 
inappropriate,  or  too  late; 

•  Too  many  recipients  use  hospital  emer- 
gency rooms  as  their  primary  entry  point 
to  the  medical  care  system,  often  for  non- 
emergency conditions;  and 

•  Too  many  people  are  deterred  from  seek- 
ing treatment  in  the  early  stages  of  a  med- 
ical condition.  Receiving  treatment  in  the 
later  stages  often  leads  to  hospitalization 
and  other  care  that  could  have  been  avoid- 
ed. 

The  Medicaid  program  also  has  been 
strained  due  to  frequently  added  service  and 
eligibility  mandates,  increased  caseloads,  court 
mandated  payment  levels,  and  overall  health 
care  inflation.  As  a  result  of  these  forces, 
Medicaid  is  the  fastest  rising  portion  of 
both  federal  and  State  budgets. 

Program  Costa. — In  1993,  combined  fed- 
eral/State spending  on  Medicaid  will  surpass 
$158  billion,  up  from  $61.2  billion  in  1989— 
a  250  percent  increase.  The  federal  con- 
tribution, based  on  State  median  income  rang- 
ing from  50  to  83  percent  of  program  expenses, 
will  exceed  $84.5  billion  in  1993,  or  a  245  per- 
cent increase  since  1989  ($34.5  billion). 
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Chart  19.  GROWTH  IN  FEDERAL  MEDICAID  COSTS 
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As  Table  5-10  shows,  there  are  three 
main  components  to  federal  Medicaid  program 
costs:  (1)  acute  care  for  the  non-elderly, 
(2)  long-term  care  and  services  to  "dual 
eligibles"  (those  eligible  for  both  Medicare 
and  Medicaid),  and  (3)  program  administra- 
tion. 

Coordinated  Care.— While  the  current  pro- 
gram is  exploding,  causing  a  crisis  at  the  fed- 
eral and  State  level,  successful  experience  with 
coordinated  care  programs  show  that  respon- 


sible reforms  can  improve  the  health  care 
available  to  the  disadvantaged  while  mod- 
erating cost  growth.  Three  examples  under- 
score this  point: 

•  A  Detroit-based  health  maintenance  orga- 
nization (HMO),  Comprehensive  Health 
Services,  provides  care  for  the  60,000  Med- 
icaid recipients  and  has  saved  the  Medic- 
aid program  at  least  $6.9  million  in  1990. 
These  savings  are  due  to  a  reduction  in 
unnecessary    hospitalizations    and  in- 


Table  5-10.  Projected  Federal  Medicaid  Costs  Under  Current  Law 

(Dollar  amounts  in  billions,  Federal  Share) 


1992 

1993 

1994 

1996 

1996 

1997 

1993-1997 

Total  Medicaid  

72.5 

84.5 

98.3 

113.8 

131.2 

150.9 

578.7 

16.6% 

16.3% 

15.8% 

15.3% 

15.0% 

15.8% 

Acute  Care  (including  DSH)   

31.0 

36.5 

42.9 

50.2 

58.5 

67.9 

255.9 

17.7% 

17.5% 

17  0% 

16.5% 

16.1% 

17.0% 

DSH  Payments  (non-add)   

8.4 

9.8 

11.4 

13.2 

15.2 

17.2 

75.5 

Long-Term  Care  and  Dual-Eligible) 

i  ....  38.9 

45.0 

52,0 

59.8 

68.5 

78.2 

303.7 

2.6 

3.0 

3.4 

3.8 

4.2 

4.8 

19.1 
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creased  attention  to  preventive  care,  par- 
ticularly for  high  risk  pregnant  women 
and  infants. 

•  Under  Kentucky's  Primary  Care  Case 
Management  (PCCM)  program,  each  Med- 
icaid recipient  has  a  primary  care  physi- 
cian responsible  for  providing  or  authoriz- 
ing all  non-emergency  care.  By  emphasiz- 
ing primary  and  preventive  care  through 
a  single  physician,  cost  and  quality  prob- 
lems associated  with  overuse  of  emergency 
rooms  and  duplication  of  medications  or 
tests  have  been  avoided.  As  a  result,  the 
Kentucky  program  has  reduced  infant 
mortality  rates  and  has  achieved  savings 
of  $25  million  a  year,  or  approximately 
10  percent  of  program  costs. 

•  Until  1982,  Arizona  was  the  only  State 
that  did  not  participate  in  Medicaid.  Coun- 
ty governments  provided  acute  and  long- 
term  care  for  the  poor.  In  1982,  Arizona 
established  a  Medicaid  program  and  ob- 
tained a  waiver  to  operate  this  through 
the  Arizona  Health  Care  Cost  Contain- 
ment System  (AHCCCS). 

AHCCCS  is  unique  in  that  all  care  is  pro- 
vided through  coordinated  care  arrange- 
ments. There  is  no  fee-for-service  option. 
Arizona  contracts  with  participating 
health  care  organizations  (HCOs)  through 
a  bidding/negotiation  process.  Modest  sav- 
ings have  been  achieved — estimated  by 
HCFA  at  5.7  percent  in  the  fourth  year 
of  the  program  compared  to  fee-for-service 
alternatives. 

While  programs  of  this  type  hold  promise, 
less  than  3  million  Medicaid  recipients  receive 
care  through  coordinated  care  programs:  1.4 
million  receive  care  through  HMOs  and  other 
prepaid  health  plans,  while  an  additional 
1  million  receive  care  through  PCCM  pro- 
grams. The  remaining  23  million  (89  percent) 
continue  to  receive  care  through  fee-for-service 
systems.  In  contrast,  27  percent  of  workers 
and  dependents  with  employment-based  pri- 
vate insurance  are  covered  through  coordi- 
nated care  plans,  and  this  percentage  contin- 
ues to  grow  rapidly  (see  Chart  15,  Chapter 
5,  section  B). 

The  comparatively  small  share  of  Medicaid 
recipients   covered   under   coordinated  care 
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plans  reflects  a  number  of  factors.  Most 
importantly,  under  current  law,  States  must 
go  through  a  waiver  process  to  secure  federal 
approval  to  establish  coordinated  care  pro- 
grams. Complex  statutory  waiver  requirements 
are  overly  rigid  and  have  blocked  a  number 
of  initiatives  that  long  have  been  underway 
in  the  private  sector.  Moreover,  State  Medicaid 
programs  are  subject  to  political  resistance 
from  entrenched  interests,  a  factor  that  is 
not  significant  in  the  private  sector. 

It  is  important  to  note  that  Medicaid 
also  has  become  a  vehicle  for  funding  "uncom- 
pensated" or  "charity"  care  provided  by  hos- 
pitals to  individuals  without  Medicaid  or 
other  insurance  coverage.  Under  recently  en- 
acted legislation,  States  will  be  able  to  provide 
higher  Medicaid  payments  to  "disproportionate 
share  hospitals"  (DSH)  that  provide  care 
to  a  disproportionate  number  of  uninsured 
patients.  Over  the  next  five  years,  the  Federal 
Government  will  provide  $75.5  billion  in 
DSH  payments. 

While  this  is  a  reasonable  stop-gap  ap- 
proach, it  has  two  disadvantages  when  com- 
pared with  a  direct  expansion  of  insurance 
coverage.  First,  there  is  no  assurance  that 
DSH  payments  are  used  exclusively  for  patient 
care.  More  importantly,  DSH  payments  for 
inpatient  hospital  care  fails  to  provide  access 
to  ambulatory  care  and  primary  and  preven- 
tive services  that  could  avert  the  need  for 
a  disabling  illness  and  costly  hospital  care. 

Proposal 

The  President's  proposal  focuses  reform 
on  the  acute  care  portion  of  Medicaid  for 
the  non-elderly.  Long-term  care  and  acute 
care  programs  under  Medicaid  for  seniors, 
including  Medicare/Medicaid  dual  eligibles  and 
qualified  Medicare  beneficiaries,  would  remain 
unchanged.  Disproportionate  share  hospital 
(DSH)  payments  under  Medicaid  also  would 
remain  unchanged. 

Federal  financial  participation  for  acute 
care  (excluding  DSH)  would  be  shifted  from 
open-ended  cost-based  reimbursement  to  a 
prospectively  determined  per  capita  payment. 
This  change  would  provide  important  incen- 
tives for  program  efficiency.  The  resulting 
savings  reflect  the  potential  for  significant 
improvements   in  efficiency   through  either 
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of  the  two  major  reform  options  that  the 
States  would  have  under  the  proposal. 

The  per  capita  payment  would  be  State- 
specific,  based  on  total  per  capita  costs  for 
the  acute  care  portion  of  Medicaid  in  a 
State  in  1992.  Acute  care  costs  related  to 
Medicare  recipients  would  be  excluded  from 
this  calculation  as  would  DSH  payments. 
The  State's  1992  per  capita  cost  would  then 
be  indexed  for  general  inflation,  using  the 
percent  increase  in  the  consumer  price  index 
for  urban  areas  (CPI-U)  plus  an  additional 
amount  for  medical  cost  inflation. 

From  1960  to  1990,  per  capita  health 
care  costs  for  the  entire  United  States  popu- 
lation increased  by  about  4  percent  a  year 
faster  than  the  CPI-U.  Thus,  an  add-on 
of  2  to  4  percent  in  addition  to  the  CPI-U 
for  1997  and  future  years  seems  reasonable. 
Savings  of  this  magnitude  should  be  possible 
through  coordinated  care  and  increased  flexi- 
bility for  State  programs.  A  phase-in  would 
provide  time  for  States  to  take  advantage 
of  the  new  programmatic  flexibility  provided. 

Actual  federal  payments  to  a  State  would 
equal  the  product  of  the  total  number  of 
Medicaid  recipients  in  the  State  times  the 
inflation  indexed  State  per  capita  acute  care 
costs  times  the  Federal  Matching  Assistance 
Percentage  (FMAP).  The  FMAP  formula  would 
remain  unchanged  from  current  law  and 
is  intended  to  reflect  a  State's  relative  need 
for  federal  assistance.  (The  federal  matching 
assistance  percentage  (FMAP)  =  100  -  .45 
*  [(State  per  capital  incomey(U.S.  per  capita 
income)]2.)  Different  per  capita  payment 
amounts  could  be  used  for  different  age- 
sex  or  other  groupings  to  adjust  for  changes 
in  the  population  covered  by  a  State  program 
over  the  years. 

Although  the  proposal  does  not  affect  DSH 
payments,  the  need  for  DSH  payments  would 
decrease  dramatically.  With  a  projected  in- 
crease in  insurance  coverage  of  29  million 
Americans  resulting  from  tax  credits  and 
other  reforms,  fewer  uninsured  patients  would 
burden  hospitals  with  "charity"  care  costs. 
Thus,  additional  funds  could  be  available 
to  further  expand  the  credits.  At  State  request, 
the  payment  formula  could  be  revised  to 
include  DSH  payments  within  the  federal 
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per  capita  payment  while  still  yielding  the 
same  aggregate  savings  as  those  proposed. 

State  Option  1.— Separate  Medicaid  and 
Tax  Credit  Programs.— As  noted  above, 
States  would  have  two  broad  options  regarding 
reform  of  their  Medicaid  programs  for  acute 
care  services  provided  to  the  non-elderly. 
Under  the  first  option,  States  would  shift  all 
non-elderly  Medicaid  recipients  into  coordi- 
nated care  programs,  over  a  five  year  period. 
Otherwise,  program  rules  would  remain  sub- 
stantially unchanged. 

Coordinated  care  programs  would  include 
health  maintenance  organizations  (HMOs), 
preferred  provider  organizations  (PPOs),  pri- 
mary care  case  manager  (PCCM)  programs 
and  other  cost  effective  alternative  delivery 
systems.  Current  restrictions  that  impede 
access  to  coordinated  care  plans  under  Medic- 
aid would  be  relaxed.  Because  enrollment 
would  be  shifted  to  coordinated  care,  State 
waivers  to  continue  significant  fee-for-service 
enrollment  would  be  necessary. 

Eligibility  rules  would  remain  the  same 
as  under  the  current  Medicaid  program.  States 
would  be  required  to  continue  to  cover  all 
current  mandatory  eligibility  groups  under 
Medicaid,  as  well  as  any  optional  groups 
they  covered  as  of  January  1,  1992. 

States  would  continue  to  provide  mandatory 
Medicaid  benefits.  States  that  currently  pro- 
vide optional  Medicaid  benefits  would  be 
able  to  adjust  these  benefits,  but  would 
be  required  to  maintain  the  actuarial  value 
of  the  total  benefit  package  (e.g.,  an  optional 
benefit  could  be  dropped  if  another  benefit 
of  equivalent  value  is  added).  States  also 
could  modify  the  amount,  duration,  and  scope 
of  mandatory  or  optional  benefits  subject 
to  a  requirement  that  the  actuarial  value 
of  the  benefits  be  maintained.  As  under 
current  law,  providers  would  be  required 
to  accept  Medicaid  rates  as  payment-in-full 
with  no  significant  cost  sharing  or  balance 
billing. 

Under  this  option,  States  would  be  respon- 
sible for  coordinating  certain  aspects  of  the 
health  insurance  credit  program.  The  tax 
credit  would  be  used  for  the  purchase  of 
private  insurance  coverage.  States  would  cer- 
tify eligibility  for  and  the  amount  of  the 
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health  insurance  credit  for  those  who  wish 
to  obtain  their  tax  credit  prospectively. 

States  also  would  be  required  to  define 
a  "basic"  benefit  package  with  an  actuarial 
value  equal  to  the  tax  credit  amount.  And, 
if  a  sufficient  number  of  insurers  do  not 
offer  the  basic  plan,  States  would  be  required 
to  assure  that  at  least  two  private  health 
plans  offer  this  basic  plan  to  credit  recipients 
within  the  State.  Federal/State  quality  assur- 
ance programs  would  continue  to  assure  prop- 
er program  administration,  e.g,  proper  eligi- 
bility determination  for  Medicaid  and  tax 
credit  recipients  and  prevention  of  fraud 
and  abuse. 

State  Option  2— Unified  Program- 
Under  this  option,  States  could  establish  a  uni- 
fied program  that  combines  Medicaid  with  the 
new  federal  health  insurance  credit  to  provide 
health  insurance  coverage  for  all  State  resi- 
dents with  incomes  below  poverty.  Coverage 
would  be  phased-in  in  tandem  with  the  phase- 
in  for  the  health  insurance  credit. 

States  would  have  broad  flexibility  in  estab- 
lishing these  programs.  They  could  operate 
a  unified  public  insurance  program  or  estab- 
lish a  State  health  credit  program  to  supple- 
ment federal  health  insurance  credit  pay- 
ments. Any  eligible  individual  or  family  could 
opt-out  of  the  State's  public  insurance  program 
to  purchase  private  insurance.  Those  who 
opt  out  would  receive  the  full  amount  of 
the  federal  health  insurance  credit  that  they 
would  otherwise  be  eligible  to  receive.  The 
credit  could  be  higher  if  the  State  supple- 
mented the  health  credit. 

States  that  provide  insurance  directly  would 
cover  all  Medicaid  mandatory  benefits  and 
as  well  as  prescription  drugs.  States  would 
have  flexibility  to  modify  the  amount,  scope, 
and  duration  of  benefits  and  could  add  or 
drop  optional  benefits  provided  that  the  actu- 
arial value  of  the  benefit  package  is  main- 
tained when  spread  over  all  individuals  who 
are  eligible  to  participate  in  the  program. 

States  that  operate  a  unified  health  insur- 
ance credit  program  would  be  subject  to 
a  maintenance  of  effort  requirement.  The 
State's  financial  contribution  would  be  set 
to  equal  the  amount  the  State  would  have 
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paid  had  it  maintained  a  separate  Medicaid 
program,  as  under  option  1. 

To  help  finance  these  programs,  States 
would  receive  a  lump  sum  payment  from 
the  Federal  Government.  This  payment  would 
equal  the  sum  of  federal  per  capita  payments 
for  those  who  meet  Medicaid  eligibility  re- 
quirements and  health  insurance  credit  pay- 
ments for  those  who  are  eligible  for  them. 
Payments  would  be  based  on  estimates  of 
the  Medicaid  and  health  insurance  credit 
eligible  populations  within  the  State.  Esti- 
mates would  be  base  year  eligibility  rates 
updated  to  reflect  changes  in  population  and 
changes  in  unemployment  and  other  factors 
likely  to  influence  the  size  of  the  eligible 
population.  Adjustments  would  be  made  to 
reflect  actual  participation. 

To  the  extent  practical,  States  would  no 
longer  apply  complex  Medicaid  eligibility 
standards.  Eligibility  would  be  based  simply 
on  individual  or  family  income  in  relation 
to  poverty.  States  would  help  to  administer 
the  federal  health  insurance  credit  and  would 
assure  availability  of  "basic"  benefit  coverage 
from  at  least  two  private  health  plans,  as 
under  option  1. 

2.  Phasing-Out  Duplicate  Subsidies  and 
Increasing  Efficiency  in  Other  Federal 
Health  Programs 

Medicare  Program  History 

Since  enactment  in  1965,  Medicare  has 
successfully  reduced  the  financial  burden  of 
health  costs  for  the  nation's  elderly.  However, 
the  Medicare  program  also  has  experienced 
unsustainable  increases  in  costs  that  have 
far  outpaced  both  initial  projections,  and 
inflation  (far  exceeding  the  CPI),  and  even 
the  medical  component  of  the  CPI. 

Medicare  outlays  were  $3.4  billion  in  1967, 
and  at  the  time,  projected  1990  outlays 
were  $15.7  billion.  Actual  1990  Medicare 
outlays  totalled  $110  billion.  The  average 
annual  rate  of  growth  in  Medicare  expendi- 
tures between  1970  and  1990  was  over  14.7 
percent,  well  above  the  rate  of  inflation 
and  beneficiary  increases  (about  8.2  percent). 
The  following  table  compares  actual  Medicare 
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growth  rates  to  inflation  and  beneficiary 
growth. 

Medicare  has  outpaced  the  Medical-Con- 
sumer Price  Index  (MCPI)  and  the  Consumer 
Price  Index-Urban  (CPI-U)  by  an  average 
annual  rate  of  6.3  percent  and  8.4  percent, 
respectively,  over  the  1970-1990  period.  Over 
the  next  five  years,  if  not  reformed,  it 
will  continue  to  surpass  general  inflation 
rates,  as  indicated  in  the  graph  and  chart 
below. 

With  almost  12  percent  a  year  growth 
anticipated  for  each  of  the  next  five  years, 


reasonable  efficiencies  must  be  found  in  Medi- 
care growth  to  avoid  draining  American  tax- 
payer resources — regardless  of  the  beneficial 
private  sector  effects  of  the  President's  plan's 
private  market  reforms. 

Reforms  will  not  affect  benefits  for  sen- 
iors.— Because  important  efficiencies  are  pos- 
sible in  the  Medicare  program,  no  senior  will 
have  any  benefits  reduced  as  part  of  health 
care  reform.  In  fact,  senior  citizens  could  save 
money  as  a  result  of  possible  Medicare  re- 
forms— due  to  the  lower  coinsurance  payments 
and  lower  Part  B  premiums  that  automatically 
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Average  Annual  Medicare  Growth  Compared  to  CPI-U  and 
Beneficiary  Growth,  1970  through  1990 
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result  from  many  supplemental  medical  insur- 
ance (SMI)  reforms. 

Hospital  Insurance  (HI)  Reforms 

Under  current  law,  the  Medicare  Hospital 
Insurance  program  will  grow  at  10.6  percent 
per  year  from  1993  to  1997.  Numerous  policy 
changes  exist  to  reduce  this  high  annual 
rate  of  growth — without  affecting  services. 

Recapturing  UnreimbursedYUninsured 
Care  Subsidies  as  Health  Insurance  Tax 
Credits  Expand  Access. — Many  hospitals  re- 
ceive Medicare  "disproportionate  share  pay- 
ments" (DSH)  to  help  cover  the  cost  of  the 
uncompensated  care  they  provide  to  uninsured 
patients.  Medicare  DSH  payments  will  total 
over  $2.3  billion  in  1992.  A  significant  portion 
of  the  $3.2  billion  provided  to  teaching  hos- 
pitals in  fiscal  year  1992  through  the  "indirect 
medical  education"  (IME)  adjustment  also  is 
intended  to  help  defray  uncompensated  care 
costs. 

As  the  new  health  insurance  tax  credits 
and  tax  deductions  are  phased-in — to  ensure 
that  nearly  everyone  coming  into  a  hospital 
has  insurance — these  subsidies  would,  for  the 
most  part,  be  unnecessary.  With  insurance, 
low-income  families  will  be  able  afford  primary 
care  on  an  ambulatory  basis — to  maintain 
good  health  and  prevent  serious  illnesses 
that  result  in  the  need  for  costly  hospital 
admissions.  (Some  indigent  care  subsidies 
could  be  retained  as  "gap  fillers" — to  provide 
for  the  small  number  of  remaining  cases 
where  people  still  fall  through  the  cracks.) 

Adjustment  of  IME  payments  is  justified 
on  other  grounds.  Major  studies  by  the  Gen- 
eral Accounting  Office  (1991)  and  the  Congres- 
sionally-appointed  Prospective  Payment  As- 
sessment Commission  (ProPAC,  1990)  have 
consistently  shown  that  these  payments  are 
excessive  even  under  the  existing  system. 
Therefore,  a  phase-down  in  IME  payments 
to  rates  already  recommended  by  ProPAC 
(on  the  basis  of  excessive  payment  under 
current  law)  should  be  possible  without  any 
harm  to  teaching  hospitals  as  the  burden 
of  uncompensated  care  decreases  with  the 
tax  credit  phase-in. 

Reforming  Graduate  Medical  Education 
Payments. — In  addition  to  IME  payments, 
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Medicare  also  makes  graduate  medical  edu- 
cation (GME)  payments  to  help  cover  the  cost 
of  intern  and  resident  salaries  and  the  cost 
of  teaching  physicians.  GME  payments  should 
be  reshaped  to  help  ensure  that  teaching  hos- 
pitals meet  the  Nations  needs  for  primary  care 
physicians  in  the  next  century.  Teaching  hos- 
pitals should  be  encouraged  through  payment 
policy  to  shift  the  primary  care/specialist  train- 
ing mix  back  towards  more  sensible  ratios  that 
will  produce  more  primary  care  physicians. 

Other  Possible  HI  Reforms.— Other  re- 
forms could  further  reduce  the  excessive 
growth  rate  in  HI  costs.  These  reforms  would: 
ensure  that  Medicare  pays  only  once  for  cer- 
tain hospital  procedures;  phase  out  unequal 
and  special  return  on  investment  payments  to 
for-profit  skilled  nursing  facilities;  create  spe- 
cific categories  of  payment  to  recognize  more 
home  health  professions;  and  create  additional 
incentives  to  Medicare  beneficiaries  to  enroll 
in  coordinated  care  organizations. 

Preventing  Program  Abuse 

Other  policy  changes  should  be  considered 
to  address  areas  where  there  have  been 
documented  abuses  of  the  Medicare  program. 

Durable  Medical  Equipment — A  notable 
example  is  in  the  area  of  durable  medical 
equipment  (DME).  Numerous  reports  of  fraud 
and  abuse  have  prompted  calls  for  DME  pay- 
ment reform.  Attempts  to  correct  overcharges 
by  instituting  a  fee  schedule  for  DME  have 
failed. 

•  A  recent  GAO  (1991)  study  of  six  DME 
suppliers  found  that  the  suppliers'  average 
profit  margin  in  1988  was  19  percent  for 
Medicare  business,  significantly  more  than 
for  non-Medicare  business.  The  GAO  pro- 
jected that  Medicare  profits  would  be  even 
higher  in  1993—34  percent  overall.  The 
GAO  study  also  found  that  Medicare  pay- 
ments in  1989  were  24  percent  higher 
under  the  new  fee  schedules  than  they 
would  have  been  under  the  previous  sys- 
tem, which  was  based  on  reasonable 
charges. 

To  bring  these  excessive  payments  under 
control,  the  Secretary  of  the  Department 
of  Health  and  Human  Services  should  be 
authorized  to  revise   DME   payment  rates 
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to  reflect  market  considerations,  vising  such 
procedures  as  competitive  bidding  to  establish 
payment  rates  for  oxygen  and  oxygen  products. 

Growth  of  Physician  Payments  and 
Related  Services  (SMI) 

Current  projections  of  Supplementary  Medi- 
cal Insurance  (SMI)  program  costs  (primarily 
doctor's  fees)  show  it  growing  at  an  average 
annual  rate  of  14.6  percent  from  1993  to 
1997.  Over  the  past  decade,  Medicare  Part 
B  payments  have  grown  at  an  average  annual 
increase  of  15  percent — twice  as  fast  as 
the  Consumer  Price  Index  for  urban  areas 
(CPI-U),  adjusted  to  take  into  account  bene- 
ficiary growth. 

With  the  ongoing  five-year  phase-in  of 
physician  payment  reform,  many  physician 
payments  are  in  the  process  of  being  adjusted 
significantly.  While  it  is  important  to  let 
this  process  proceed,  the  payment  system 
should  be  examined  to  remove  inappropriate 
incentives. 

A  recent  study  done  by  the  State  of  Florida 
has  focused  attention  on  the  abusive  practice 
of  physician  "self -referrals."  Physicians  "self- 
refer"  when  they  order  health  care  services 
from  a  facility  in  which  they  have  an  invest- 
ment or  other  financial  interest.  The  Florida 
study  showed  that  physicians  who  self-refer 
utilize  services  at  a  far  higher  rate  than 
physicians  who  do  not  have  these  financial 
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interests  (Florida  Cost  Containment  Board, 
1991).  The  result  is  a  significant  increase 
in  public  and  private  sector  health  care 
costs. 

In  addition,  self-referrals  are  viewed  by 
many  as  involving  an  unethical  conflict  of 
interest.  The  American  Medical  Association 
(AMA)  has  recognized  self-referrals  as  an 
area  of  abuse  in  need  of  reform  and  has 
taken  the  position  that  self-referrals  should 
generally  be  discouraged  except  in  situations 
where  physician  investment  is  needed  to 
make  services  available  (AMA,  1991). 

Reform  legislation  should  consider  prohibit- 
ing Medicare  payment  in  the  case  of  "self- 
referrals"  in  areas  such  as  radiology,  radiation 
therapy,  durable  medical  equipment,  home 
health,  physical  therapy,  and  rehabilitation 
where  abuses  have  been  found.  Current  law 
already  prohibits  Medicare  payment  for  self- 
referrals  involving  clinical  lab  tests. 

A  number  of  other  policy  options  could 
be  developed  to  help  restrain  growth  of 
physician  fees  and  other  SMI  expenses  to 
a  rate  below  14.6  percent  a  year.  Controlling 
the  costs  of  physicians  payments  and  related 
services  (SMI)  is  critical.  All  seniors  and 
general  taxpayers  are  at  risk  when  SMI 
costs  grow  at  14.6  percent  a  year,  because 
75  percent  of  SMI  costs  are  borne  by  the 
general  taxpayers  and  25  percent  from  seniors' 
premiums. 
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Chapter  6 

Problems  with  Alternative  Approaches 


Many  of  the  proposals  for  health  system 
reform  are  patterned  after  one  of  two  basic 
models:  a  centralized  Canadian-style  national 
health  insurance  system  or  an  employer  "play- 
or-pay"  mandate.  Both  of  these  alternative 
approaches  deserve  careful  analysis  because, 


if  they  were  adopted,  they  would  have  enor- 
mous consequences  not  only  for  our  health 
care  system  but  for  our  way  of  life  and 
the  fabric  of  American  society.  This  chapter 
analyzes  these  approaches. 


A.  The  Canadian  Model 


Overview 

While  apparently  successful  in  many  re- 
spects and  highly  popular  with  the  Canadian 
people,  the  Canadian  system — like  all  other 
universal  public  insurance  systems — suffers 
from  two  basic  structural  flaws  that  are 
bound  to  lead  to  serious  long  term  problems 
with  cost,  access,  and  quality. 

•  First,  there  are  no  demand  side  incentives 
for  efficiency.  Because  medical  care  is  free 
to  consumers,  consumers  do  not  play  the 
same  role  they  play  in  normal  markets. 

Market  forces  that  normally  produce 
greater  economic  efficiency  simply  do  not 
exist.  Moreover,  consumers  are  unable  to 
express  their  preferences  through  market 
choices. 

•  Second,  major  resource  allocations  are 
made  centrally  through  the  political  proc- 
ess. Health  care  is  too  complex  and  too 
sensitive  to  micro-level  conditions,  for  cen- 
tralized management  to  be  effective. 

The  Canadian  system  relies  on  blunt, 
macro-level,  supply-side  constraints  such 
as  an  aggregate  level  of  expenditures,  lim- 
its on  high-tech  equipment,  and  limits  on 
physician  supply. 

But,  efficiency — high  quality  care  at  the 
lowest  possible  cost — requires  making  opti- 
mal decisions  at  the  hospital  bedside  and 
in  the  physician's  office. 


Central  planning  inevitably  wastes  re- 
sources and  places  quality  at  risk. 

These  flaws  are  now  increasingly  apparent 
in  the  experience  of  the  Canadian  system: 

•  Costs  have  not  been  controlled  effectively 
despite  the  enormous  power  that  a  single 
payer  has  under  a  universal  public  insur- 
ance program.  Indeed,  Canadian  health 
care  costs  have  risen  slightly  faster  than 
health  care  cost  in  the  U.S. 

Non-market  means  can  moderate  the 
growth  of  costs,  but  with  significant  ineffi- 
ciency. Resources  are  often  wasted  on  low- 
priority  care  while  blunt  cost  containment 
measures  limit  spending  where  added  re- 
sources could  make  a  real  difference  in 
outcomes. 

•  Supply-side  constraints  have  led  to  artifi- 
cial shortages  of  critical  personnel  and 
equipment. 

Canadians  have  significantly  less  access  to 
state-of-the-art  technologies  and  often 
must  wait  weeks  or  months  for  treatments 
that  are  readily  available  to  Americans. 
And,  certain  procedures,  such  as  coronary 
bypass  surgery,  appear  to  be  rationed,  es- 
pecially for  senior  citizens. 

Lost  productivity  and  other  costs  associ- 
ated with  delays  in  surgery  are  estimated 
at  0.6  percent  of  Canadian  GDP.  These 
losses  could  be  even  higher  if  delays  for 
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other  medical  services  are  taken  into  ac- 
count. 

•  Incentives  for  Canadian  physicians  and 
hospitals  often  reward  additional  care  re- 
gardless of  its  appropriateness.  As  a  re- 
sult, utilization  rates  have  increased  rap- 
idly wasting  resources. 

•  Reliance  on  crude  global  budgets  as  a 
means  of  controlling  costs  has  forced  Ca- 
nadian hospitals  to  cut  back  on  staffing 
in  critical  areas.  As  a  result,  post-opera- 
tive death  rates  in  Canada  are  40  percent 
higher  than  in  U.S.  hospitals  for  certain 
high-tech,  life-saving  surgical  operations. 

Even  if  the  Canadian  system  were  an 
unqualified  success,  its  successful  adoption 
in  the  United  States  could  not  be  assured. 
Each  Nation  has  its  own  unique  political, 
cultural,  and  economic  environment.  Experi- 
ence with  the  Medicare  and  Medicaid  pro- 
grams in  the  United  States  suggests  several 
difficulties  in  adopting  a  Canadian-style  uni- 
versal public  insurance  system. 

•  Over  the  past  decade  and  a  half,  effective 
management  of  Medicare  and  Medicaid 
has  been  stymied  by  increasing  politiciza- 
tion.  Virtually  all  payment  rates  are  fixed 
by  law.  Thus,  an  Act  of  Congress  is  needed 
to  change  the  amount  that  Medicare  pays 
for  a  routine  lab  test  or  X-ray. 

•  As  a  result  of  this  inflexibility,  Medicare 
and  Medicaid  per  capita  costs  continue  to 
grow  more  rapidly  than  per  capita  costs 
for  the  remainder  of  the  population. 

If  the  U.  S.  political  process  has  been  un- 
able to  control  30  percent  of  health  spend- 
ing, there  is  little  reason  for  optimism  that 
it  could  be  more  successful  in  controlling 
costs  for  the  entire  health  system. 

Indeed,  the  thought  that  as  much  as  16 
percent  of  the  GDP  by  the  year  2000  (32.7 
percent  if  non  health-related  federal  spending 
is  included)  could  be  subject  to  direct  political 
control  should  give  most  Americans  pause 
for  serious  concern. 

Basic  Features  of  the  Canadian  Model 

For  the  past  two  decades,  the  ten  Canadian 
provinces  have  operated  government-based 
health  insurance  plans  that  cover  hospital 
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and  physician  care.  The  Canadian  system 
itself,  and  American  proposals  to  implement 
a  Canadian-style  approach,  share  a  number 
of  basic  structural  features: 

•  Health  insurance  is  provided  to  all  citizens 
through  a  centralized,  publicly  adminis- 
tered  program.  Health  care  services  are 
provided  by  private-sector  hospitals,  physi- 
cians, and  other  providers.  Private  insur- 
ance is  prohibited,  except  for  services  not 
covered  by  the  public  program. 

•  Covered  benefits  include  hospital,  physi- 
cian, mental  health,  and  preventive  care. 
(Some  Canadian  provinces  also  cover  pre- 
scription drugs  and  long-term  care.)  Care 
is  free  with  no  cost-sharing  at  the  point 
of  service. 

•  Hospitals  and  other  institutional  providers 
are  paid  on  the  basis  of  global  budgets 
that  cover  all  patient  care  costs  during  a 
year.  Global  budgets  are  set  annually  by 
government  authorities,  through  a  process 
that  involves  some  element  of  negotiation. 

•  Physicians  and  other  non-institutional 
practitioners  and  providers  are  paid  on  a 
fee-for-service  basis  according  to  a  govern- 
ment-established fee  schedule.  Overall 
payments  for  physician  services  are  lim- 
ited by  a  global  budget  or  "expenditure 
target." 

•  To  control  costs,  the  supply  of  facilities, 
equipment,  and  providers  is  strictly  regu- 
lated. Hospitals  are  limited  to  govern- 
ment-set budgets  for  capital  expenses. 
Construction  projects  and  high-cost  equip- 
ment purchases  require  special  approval. 
Physician  supply  is  limited  and  the  spe- 
cialty distribution  is  regulated  to  encour- 
age general  practice. 

•  Financing  is  primarily  through  broad 
based  taxes  (including  a  payroll  tax).  Some 
Canadian  provinces  also  require  small  pre- 
mium payments.  Others  place  a  special 
tax  on  employers. 

•  The  Canadian  system  is  administered 
through  the  provinces  with  supplemental 
Federal  financing.  A  Canadian-style  sys- 
tem in  the  U.  S.  could  be  jointly  adminis- 
tered by  federal  and  State  governments 
(as  proposed  by  Senator  Kerrey)  or  pri- 
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marily  by  the  national  government  (as  pro- 
posed by  Congressman  Russo). 

Basic  Structural  Flaws  in  the  Canadian 
Model 

Lack  of  Demand-Side  Incentives. — The 

Canadian  system  lacks  effective  incentives  for 
efficiency.  Because  medical  care  is  free  to  con- 
sumers, market  forces  that  normally  drive  eco- 
nomic systems  to  greater  efficiency  simply  do 
not  exist.  This  flaw  could  be  partly  remedied 
by  requiring  some  cost-sharing  at  the  point 
of  service.  The  RAND  health  insurance  experi- 
ment has  conclusively  shown  that  modest  lev- 
els of  cost-sharing  reduce  demand  with  little 
or  no  measurable  impact  on  health  status 
(Brook  et  al.,  1983).  But,  the  flaw  in  the  Cana- 
dian system  is  much  deeper  than  a  simple  lack 
of  cost-sharing. 

Because  consumers  do  not  have  a  choice 
of  alternative  health  plans  and  do  not  pay 
any  portion  of  the  premium  cost,  there  is 
no  dynamic  that  could  lead  to  the  development 
of  more  efficient  systems  for  delivering  high 
quality  care  at  low  cost.  It  is  no  accident 
that  innovative  health  care  delivery  systems, 
such  as  Kaiser  Permanente  or  Group  Health 
of  Puget  Sound,  have  emerged  in  the  United 
States,  but  not  in  Canada. 

In  the  U.S.,  employers  and  individuals, 
concerned  about  getting  good  value  for  their 
health  care  dollars,  have  incentives  to  demand 
better  forms  of  health  care  delivery.  This, 
in  turn,  creates  a  market  for  such  systems, 
and  organized  health  plans  then  compete 
with  one  another  for  market  share,  leading 
to  progressive  improvements  in  cost-effective- 
ness and  quality.  This  consumer-driven  process 
of  progressive  improvement  simply  cannot 
occur  in  a  Canadian-style  system.  All  signifi- 
cant change  in  Canada  requires  legislation. 

As  a  result,  the  Canadian  health  care 
system  is  less  dynamic,  resembling  the  U.S. 
health  care  system  as  it  existed  in  the 
mid-1960s.  Medical  care  continues  to  be  an 
unorganized  cottage  industry.  Physicians  are 
subject  to  little  oversight  to  assure  efficiency 
and  quality  of  care.  And  physicians  continue 
to  be  paid  exclusively  on  a  fee-for-service 
basis  despite  clear  evidence  that  this  approach 
is  inflationary.  None  of  the  improvements 
in  health  systems  delivery  or  innovative  pay- 
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ment  arrangements  that  have  been  developed 
in  the  United  States  over  the  past  decades 
have  taken  root  in  Canada. 

Overall,  Canadian  citizens  as  individuals 
are  relegated  to  a  diminished  role  in  decision 
making  in  the  health  care  system.  Because 
they  cannot  make  their  own  choices  in  the 
market,  they  are  forced  to  rely  on  the 
vagaries  of  the  political  process. 

Supply-Side  Controls.— Because  incentives 
for  needed,  appropriate  care  only  are  poorly 
structured,  the  government  is  left  with  control- 
ling costs  through  overall  supply  side  controls. 
There  are  at  least  three  main  problems  with 
this  approach. 

•  Macro-level  supply  side  controls  cannot 
achieve  micro-level  efficiency.  Resources 
are  invariably  wasted.  Needed  services  are 
often  caught  in  the  squeeze  compromising 
quality  and  good  medical  care. 

Every  day,  medical  personnel  make  hun- 
dreds of  decisions  that  affect  resource  allo- 
cation. Should  a  particular  test  be  pro- 
vided? What  level  of  staffing  should  be 
provided  in  a  busy  emergency  room?  Con- 
sumers also  must  make  important  deci- 
sions regarding  their  care. 

For  efficient  decisions  to  result,  all  of  the 
participants  must  have  appropriate  incen- 
tives and  must  have  critical  information. 
Macro-level  budget  constraints  do  nothing 
to  assure  that  proper  incentives  and  accu- 
rate information  are  brought  to  bear. 

•  Supply  side  measures  are  often  arbitrary 
and  inflexible.  Regulators  must  make 
thousands  of  decisions  each  year — deci- 
sions that  involve  billions  of  dollars  to  im- 
plement global  budgets,  limits  on  high- 
tech equipment,  and  similar  measures. 
Regulators  must  decide  whether  to  in- 
crease a  hospital's  budget  or  to  approve 
the  construction  of  a  new  cardiac  surgery 
facility.  A  centralized  allocation  process 
can  be  cumbersome,  expensive  and  politi- 
cized, without  resulting  in  an  efficient  allo- 
cation of  resources.  (Deber  and  Leatt, 
1987;  Feeny  et  al.,  1986). 

•  Third,  a  centralized  allocation  process  may 
be  too  removed  or  too  politicized  to  effec- 
tively contain  costs.  Broad-based  political 
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support  for  cost-containment  is  unlikely. 
Lobbying  by  providers  and  special  interest 
groups,  partisan  disputes,  and  a  host  of 
other  complications  make  success  in  con- 
taining costs  problematic,  at  best. 

Canada:  The  Evidence  to  Date 

The  preceding  discussion  suggests  that  the 
design  inherent  in  any  centralized,  govern- 
ment-controlled health  insurance  scheme  will 
have  adverse  impacts  on  costs,  access,  appro- 
priate use  of  resources,  and  quality.  In  fact, 
a  growing  body  of  evidence  strongly  suggests 
these  are  characteristics  of  the  current  Cana- 
dian system. 

Failure  to  Control  Cost  Growth. — Even 
with  strict  global  budgeting  and  some  ration- 
ing of  care,  Canadian  health  costs  continue  to 
grow  faster  than  U.S.  costs.  Between  1970  and 
1980,  Canada's  annual  compound  rate  of 
growth  for  per  capita  health  expenditures  was 
12.4  percent,  compared  with  11.9  percent  in 
the  U.S.  Between  1970  and  1990,  Canada's  ex- 
penditures grew  annually  10.8  percent,  com- 


pared with  10.5  percent  in  the  U.S.  (OECD, 
1990;  Schieber  et  al.,  1991). 

Cost-containment  also  has  become  more 
difficult  in  Canada  in  recent  years.  Rising 
demands  on  the  system  resulting  from  free 
universal  access  have  placed  increased  finan- 
cial burdens  on  the  government. 

Declining  national  contributions  and  cost- 
containment  measures  have  initiated  a  recent 
round  of  hospital  staff  layoffs  and  bed  closings. 
Ontario,  for  example,  the  richest  and  most 
populous  province,  where  more  than  a  third 
of  the  Canadians  live,  has  lost  nearly  5,000 
hospital  jobs  and  3,500  beds  over  the  last 
two  years.  In  Toronto,  the  provincial  capital, 
2,900  of  15,000  acute-care  beds  have  been 
taken  out  of  service  (Media  Digest,  November 
25,  1991). 

To  contain  costs,  Canada  has  cut  payments 
to  providers,  making  the  yearly  price  negotia- 
tions more  and  more  difficult.  The  rising 
Canadian  costs,  kept  artificially  under  control 
by  government  price  and  spending  caps,  have 
been  described  as  "a  pressure  cooker  that 
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is  building  steam  on  a  hot  stove"  (Iglehart, 
1986). 

Treatment  Delays.—  Reliance  on  supply 
constraints  to  control  costs  inevitably  leads  to 
shortages  and  delays  in  treatment.  Canadians 
must  often  wait  to  receive  treatment.  For  ex- 
ample, Canadians  wait  on  average  4.9  months 
for  open  heart  surgery,  and  5.5  months  for 
bypass  surgery  (Globerman,  1990). 

These  waiting  times  for  medical  treatment 
can  have  potentially  adverse  effects  on  a 
patients'  health.  Patients  not  receiving  timely 
access  to  diagnostic  procedures — such  as  MRIs, 
CT  scans  and  mammograms — can  suffer  set- 
backs due  to  delayed  treatment.  Those  waiting 
for  acute  procedures — such  as  open  heart 
surgery — can   risk   death   waiting   for  care. 

Waiting  for  treatment  also  results  in  a 
direct  economic  loss.  If  unable  to  work  while 
waiting  for  care,  individuals  may  face  financial 
setbacks.  Some  may  even  lose  their  jobs. 
There  is  the  additional  social  loss  of  productiv- 
ity. The  overall  cost  of  delays  in  surgery 


has  been  estimated  at  0.6  percent  of  Canadian 
GDP  (Danzon,  1991). 

Limited  Access  to  Advanced  Tech- 
nology.— Government  control  of  hospital  cap- 
ital and  operating  budgets  limits  the  adoption 
of  medical  technology  in  Canada.  For  example, 
U.S.  citizens  have  access  to  more  open  heart 
surgery,  cardiac  catheterization,  organ  trans- 
plants, radiation  therapy,  extracorporeal  shock 
and  lithotripsy,  and  magnetic  resonance  imag- 
ing. 

Data  from  Anderson  et  al.  (1989)  also 
suggest  rationing  of  selected  expensive  proce- 
dures for  older  age  groups.  Heart,  valve 
surgery  and  bypass  surgery  for  patients  ages 
65-74  and  75+  were  consistently  performed 
less  often  in  Canada.  For  patients  age  75 
and  above,  a  full  4  times  as  many  bypass 
procedures  were  performed  in  the  U.S.  as 
in  Canada  for  the  same  age  group  of  patients. 

Limited  availability  of  medical  technology 
has  prompted  the  Canadian  government  to 
send  some  patients  to  the  U.S.  to  seek 
advanced   medical   care.   For   example,  the 
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Chart  23.  ACCESS  TO  MODERN  MEDICAL  TECHNOLOGY 
UNITED  STATES  (1987)  VS.  CANADA  (1989) 
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British  Columbia  Health  Association  has  con- 
tracted with  Seattle  hospitals  for  coronary 
bypass  surgeries  (Washington  State  Hospital 
Association,  1990),  and  Ontario  and  Alberta 
have  similarly  contracted  with  U.S.  hospitals 
for  high  technology  care  (Goodwin,  1990; 
Sherlock,  1990). 

While  these  instances  may  be  rationalized 
as  temporary  problems,  the  Canadian  system 
is  able  to  use  access  to  U.S.  technology 
as  a  "safety  valve."  Since  the  U.S.  provides 
an  available  supply  of  medical  technology 
just  across  the  boarder,  Canada  may  have 
an  incentive  not  to  invest  in  sufficient  supply. 
If  the  U.S.  were  to  adopt  a  Canadian  system, 
this  safety  valve  would  no  longer  exist  for 
Canada,  nor  would  one  exist  for  Americans 
(HIAA,  1990). 

Limited  hospital  budgets  for  capital  improve- 
ments also  have  meant  that  the  physical 
plant  and  equipment  in  many  hospitals  is 
nearing  obsolescence  (Iglehart,  1986).  This 
lessens  some  Canadian  hospitals'  ability  to 
provide  the  highest  quality  care. 


Ineffective  Use  of  Resources  Resulting 
from  Inappropriate  Incentives. — Because 
Canada  continues  to  rely  primarily  on  fee  for 
service  payment,  physicians  are  rewarded  for 
additional  care  regardless  of  need  or  quality. 
As  a  result,  utilization  per  physician  increased 
by  25.1  percent  in  Canada  between  1971  and 
1985,  compared  with  only  7.0  percent  in  the 
United  States  (Barer  et  al.,  1988).  Overall,  Ca- 
nadian physicians  provide  a  much  higher  vol- 
ume of  services  than  U.S.  physicians.  While 
data  is  not  available  on  rates  of  appropriate- 
ness, these  substantially  higher  levels  of  medi- 
cal utilization  raise  concerns  about  the  amount 
of  inappropriate  and  unnecessary  care  being 
delivered  and  paid  for  by  the  Canadian  tax- 
payer. 

Hospitals  also  face  per  -erse  incentives.  Be- 
cause hospitals  are  paid  a  fixed  aggregate 
budget,  they  have  a  financial  incentive  to 
use  available  beds  for  patients  with  the 
lowest  cost.  As  a  result,  Canadian  hospitals 
are  filled  with  chronically  ill,  but  low  cost, 
patients,  termed  "bed  blockers." 
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Table  6-1.   Relative  Use  of  Physician  Services  in  Canada 
and  the  United  States 

(Services  per  capita) 

Service  Type 

Canadian  Rate 
as  Percent  of 
U.S.  Rate 

120 
156 

139 

Source:  Fuchs,  1990. 

These  incentives  affect  quality  and  hospital 
staffing  decisions.  Canadian  hospitals  have 
lower  average  staff-to-patient  ratios  than  do 
U.S.  hospitals,  (1.87)  versus  (3.47)  (Newhouse 
et  al.,  1988).  Quality  for  high-risk  patients, 
however,  can  suffer  as  a  result  of  these 
staffing  patterns  (see  below). 

Pressures  on  Quality. — Roos  et  al.  (1989) 
recently  compared  Canadian  and  U.S.  post-op- 
erative mortality  rates.  Interestingly,  Cana- 
dian hospitals  did  as  well  as  U.S.  hospitals 
on  low  risk  surgical  procedures.  Post-operative 
mortality,  however,  is  44  percent  higher  in 
Canada  than  in  the  U.S.  for  high  risk  proce- 
dures including  heart  surgery.  This  outcome 
may  result  from  hospital  budgeting  practices 
which  encourage  lower  staff-to-bed  ratios.  This 
means  that  patient  care  resources  might  not 
be  available  when  critically  needed. 

Quality  assurance  activities  such  as  peer 
review,  second  opinion,  utilization  manage- 
ment and  outcomes  information  also  are  rel- 


atively undeveloped  in  Canada  compared  with 
the  United  States.  Similarly,  Canadian  hos- 
pitals have  few  incentives  to  compete  on 
increased  quality  of  care.  Because  of  tight 
budgets,  hospitals  in  Canada  do  not  invest 
to  any  significant  level  in  data  collection 
and  quality  review. 

Could  a  Canadian-Style  System  Be 
Successfully  Implemented  in  the  United 
States? 

Critical  Differences  Between  the  United 
States  and  Canada.— The  notion  of  simply 
adopting  the  Canadian  system  is  simplistic. 
Each  nation  has  its  own  unique  political,  cul- 
tural, and  economic  environment  and  history. 

One  major  difference  between  the  United 
States  and  Canada  is  our  form  of  government. 
We  rely  on  a  system  of  checks  and  balances, 
with  independent  executive,  legislative,  and 
judicial  branches.  Canadians,  in  contrast,  have 
a  parliamentary  form  of  government,  which 


Table  6-2.   Comparison  of  Hospital  Care  in  Canada  and  the  United 

States 

(Use  rates  for  people  aged  65  and  older) 


Unites  States 


Canada 


Canadian 
Rate  as 
Percent  of 
U.S.  Rate 


Admissions  Per  Capita   

Length  of  Hospital  Stay  (in  days) 

Hospital  Days  Per  Capita  

Hospital  Staff  Per  Occupied  Bed 

Source:  Newhouse,  1988. 


0.33  0.35  106 

7.96  13.32  167 

2.63  4.66  177 

3.47  1.87  54 
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Chart  24.  POST-OPERATIVE  MORTALITY  FOR  HIGH  RISK  SURGICAL  PROCEDURES 
FOR  PATIENTS  65  AND  OLDER 

DEATHS  PER  100 
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effectively  combines  legislative  and  executive 
functions.  There  is  less  potential  in  Canada 
for  the  political  deadlock  that  has  character- 
ized health  policy  in  the  United  States  over 
the  past  decade. 

Experience  with  the  Medicare  and  Med- 
icaid Programs. — Experience  with  the  Medi- 
care and  Medicaid  programs  suggests  that  a 
Canadian-style  universal  public  insurance  pro- 
gram could  not  be  translated  successfully  into 
the  United  States.  While  these  programs  have 
succeeded  in  expanding  access  to  the  elderly, 
the  disabled  and  many  low  income  Americans, 
these  programs  have  become  increasingly  po- 
liticized over  the  past  10  years  thwarting  effec- 
tive program  management. 

When  enacted  in  1965,  Congress  delegated 
broad  responsibility  for  management  of  Medi- 
care and  Medicaid  to  the  executive  branch 
and  to  the  States.  Congress  legislated  only 
the  broad  outlines  of  the  programs  and 
limited  its  role  to  oversight.  Today,  virtually 
every  detail  of  operation  of  Medicare  and 
Medicaid  is  dictated  in  hundred  of  pages 
of  dense  legislative  language  that  are  com- 


prehensible only  to  a  handful  of  Congressional 
staff  and  executive  branch  experts. 

With  the  increasing  complexity  of  the  legis- 
lation, few  Members  of  Congress  even  have 
an  opportunity  to  vote  on  the  issues  involved. 
Over  the  past  decade,  the  full  House  and 
Senate  have  only  had  a  handful  of  opportuni- 
ties to  debate  and  vote  on  critical  pro- 
grammatic issues. 

Micromanagement  of  program  details  by 
legislators  may  be  inevitable  because  it  ex- 
tends the  political  power  and  influence  of 
key  committee  members.  The  technical  details 
of  payment  policy  often  are  highly  arcane 
but  of  great  monetary  significance.  Many 
payment  policies  are  somewhat  arbitrary. 

Per  capita  health  care  costs  for  Medicare 
and  Medicaid  recipients  have  grown  consist- 
ently faster  than  per  capita  health  care 
costs  for  the  remaining  population. 

If  the  political  process  has  been  unable 
to  control  30  percent  of  health  spending, 
there  is  little  reason  for  optimism  that  it 
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Chart  25.  ANNUAL  GROWTH  IN  PER  CAPITA  HEALTH  CARE 
EXPENDITURES 
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could  be  more  successful  in  controlling  costs 
for  the  entire  health  system. 

Potential  for  Massive  Transition  Costs 
and  Disruptions. — Establishing  a  universal 
public  insurance  program  in  the  United  States 
would  involve  massive  transition  costs  and  dis- 
ruptions. Either  taxes  and  government  spend- 
ing (federal  and/or  State)  would  have  to  in- 
crease by  $250  to  $500  billion  per  year,  and 
either  taxes  or  government  borrowing  would 


rise  by  the  same  amount.  Using  1992  dollars 
or  cost  controls  would  have  to  cut  enlisting 
problems  and  expenditures  by  an  equivalent 
amount.  Either  tax  increases  or  program  costs 
of  this  magnitude  would  have  devastating  ef- 
fects. If  coverage  is  financed  through  a  payroll 
tax  that  would  increase  the  cost  of  employ- 
ment, job  losses  could  exceed  two  million  work- 
ers. Millions  of  people  currently  satisfied  with 
their  current  insurance  arrangements  would 
be  forced  to  switch  their  coverage. 


B.  Problems  with  "Play-or-Pay" 


Overview 

"Play-or-pay"  is  a  widely  discussed  approach 
for  expanding  health  insurance  access.  Em- 
ployers would  be  required  to  "play",  e.g., 
provide  private  insurance  for  workers  and 
dependents,  or  "pay"  a  payroll  tax  to  fund 
public  insurance  for  their  workers  and  depend- 
ents. Variants  of  this  approach  have  been 
proposed  by  Senators  Mitchell  and  Kennedy 


and  by  Representative  Rostenkowski,  among 
others. 

While  "play-or-pay"  would  expand  insurance 
coverage,  it  suffers  from  four  serious  draw- 
backs. "Play-or-pay"  would: 

•  Hurt  workers  by  reducing  jobs  and  by  forc- 
ing employers  to  cuts  wages  to  offset  man- 
date costs.  While  "play-or-pay"  seems  to 
put  the  burden  on  employers,  this  is  large- 
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ly  an  illusion.  Employers  will  inevitably 
shift  the  burden  to  employees.  Between 
350,000  and  750,000  jobs  could  be  lost  in 
the  short-run,  with  a  long-term  potential 
as  high  as  two  million.  These  job  losses 
are  about  50  percent  to  100  percent  of 
those  endured  during  the  recession.  More- 
over, cash  wages  for  many  of  the  "bene- 
ficiaries" of  the  mandate  would  decrease 
by  7  to  9  percent  depending  on  the  payroll 
tax  rate,  and  would  fall  by  about  another 
1  percent  as  newly  unemployed  workers 
compete  for  increasing  scarce  jobs. 

•  Cascade  into  a  form  of  national  health  in- 
surance. "Play-or-pay"  is  inherently  unsta- 
ble. According  to  the  Urban  Institute,  60 
million  workers  and  dependents  who  now 
have  private  coverage  would  be  shifted 
into  the  public  plan.  Overall,  58  percent 
of  Americans  would  be  insured  publicly. 
At  this  point,  the  public  could  use  its  near- 
monopsony  position  to  gain  deep  discounts 
from  providers  resulting  in  a  massive  cost- 
shift  that  would  rapidly  price  the  remain- 
ing private  coverage  out  of  the  market. 

•  Hurt  small  business.  While  the  $30  billion 
cost  of  the  mandate  will  be  shifted  to 
workers,  in  the  near-term,  employers  will 
bear  the  burden.  Some  employers  may  try 
to  pass  this  idded  cost  on  to  consumers 
in  the  form  of  higher  prices.  But  many 
businesses  that  do  not  currently  provide 
coverage  have  low  profitability,  are  en- 
gaged in  competitive  markets  and  may  fail 
as  a  result  of  the  higher  costs.  Small  busi- 
ness will  suffer  disproportionately. 

•  Increase  costs  for  government  over  and 
above  the  new  payroll  tax  receipts.  "Play- 
or-pay"  is  not  self-financing.  A  federal  sub- 
sidy would  be  needed  to  fund  the  gap  be- 
tween payroll  tax  receipts  and  actual 
costs,  and  this  gap  is  likely  to  grow  rap- 
idly. Although  premium  costs  average  7 
percent  of  payroll,  actual  costs  vary  wide- 
ly. Low-wage  firms  incur  costs  well  in  ex- 
cess of  7  percent.  These  firms  will  dis- 
proportionately opt  to  "pay,"  but  the  tax 
will  be  inadequate  for  health  coverage  for 
these  firms.  This  problem  will  be 
compounded  by  the  fact  that  premium 
costs  also  vary  widely.  Firms  with  higher 
premiums  due  to  an  older  or  sicker  work 
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force  would  have  a  strong  incentive  to  opt 
into  the  public  plan,  further  undennining 
the  solvency  of  the  plan. 

How  Play-or-Pay  Plans  Operate 

"Play-or-pay"  employer  mandates  are  de- 
signed to  provide  coverage  for  workers  and 
their  dependents  with  little  direct  cost  to 
government.  Employers  are  required  to  provide 
coverage  directly  or  pay  a  payroll  tax.  Man- 
dates typically  apply  for  all  workers  employed 
more  than  17.5  hours  a  week. 

•  To  "play,"  employers  would  be  required  to 
provide  "basic"  health  coverage.  Typical 
employers  could  require  workers  to  pay  up 
to  20  percent  of  premium  costs  as  well 
as  make  modest  copayments  upon  the  re- 
ceipt of  health  care. 

•  Employers  not  providing  health  benefits 
directly  would  be  required  to  pay  a  payroll 
tax  to  cover  a  portion  of  the  cost  of  bene- 
fits provided  through  a  public  insurance 
program.  Estimated  payroll  tax  rates  are 
in  the  range  of  7  to  9  percent.  Generally, 
there  is  no  cap  on  the  taxable  wage  base. 

"Play-or-pay"  mandates  usually  are  accom- 
panied by  an  expanded  public  insurance  pro- 
gram to  replace  Medicaid  and  provide  sub- 
sidized coverage  on  a  sliding-scale  basis  for 
those  without  employer-paid  coverage  or  Medi- 
care. Some  form  of  price  regulation  also 
generally  accompanies  "play-or-pay"  proposals 
as  a  means  of  restraining  costs.  The  regulation 
may  involve  some  form  of  payer/provider 
negotiations  or  may  be  administered  directly 
by  a  regulatory  agency. 

Characteristics  of  the  Working  Uninsured 

The  working  uninsured  are  the  intended 
beneficiaries  of  "play-or-pay"  mandates.  In 
1987,  almost  half  (47.4  percent)  of  uninsured 
workers  earned  $5  or  less  an  hour.  Sixty 
percent  were  employed  in  small  establish- 
ments with  25  or  fewer  workers.  Most  worked 
in  low-skilled  occupations  and  in  industries 
that  are  characterized  by  intense  competition 
and  comparatively  low  profitability.  Many 
of  these  low-wage  workers  will  be  those 
who  would  lose  their  jobs  under  play-or- 
pay. 
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Consequences  of  "Play-or-Pay" 

Effects  on  Insurance  Coverage. — From 
the  standpoint  of  expanding  insurance  cov- 
erage "play-or-pay"  appears  to  be  a  success. 
According  to  a  simulation  conducted  by  ana- 
lysts at  the  Urban  Institute,  an  estimated  33 
million  uninsured  Americans  and  their  de- 
pendents would  receive  insurance  coverage  as 
a  result  of  the  mandate — 22  percent  through 
their  employer  and  78  percent  through  the 
new  public  plan. 

Assuming  a  7  percent  "play-or-pay"  tax, 
insurance  costs  would  increase  by  $30  billion 
for  employers,  in  1989  dollars,  and  by  $37 


billion  for  employers  with  a  9  percent  tax. 
Premiums  paid  by  individuals  would  increase 
by  less  than  $1  billion,  while  uncompensated 
hospital  care  would  decrease  by  $15  billion. 

The  Effects  on  Wages  and  Employment — 
"Play-or-pay"  mandates  appear  to  put  the  bur- 
den on  employers,  but  in  the  long-run,  the  bur- 
den falls  primarily  on  workers.  The  effects  are 
two-fold:  lower  real  take-home  pay  and  fewer 
jobs. 

The  reason  is  straightforward.  At  the  mar- 
gin, the  total  compensation  an  employer  is 
able  to  pay  (including  wages  and  fringe 
benefits)  must  equal  the  marginal  value  to 


Table  6-3.    Shifts  In  Insurance  Coverage  for  the  Under  65  Population 

Employer        ^  ^ern- 


l£u£n£      Nongroup  (Excluding 
Medicare) 


Number  of  People  Covered  in  Millions:. 


  142 

18 

23 

33 

Under  Pay-or-Play: 

  105 

Q 

112 

0 

132 

0 

85 

0 

Percentage  of  Population  Covered:. 

Current  System   

  66 

8 

11 

15 

Under  Pay-or-Play: 

With  a  9  percent  tax   

  48 

  61 

0 
0 

52 
39 

0 
0 

Table  6-4   Insurance  Costs 

(Billions  of  1989  dollars) 


m  i?„„i„™_      Individ-  Govem- 

Total       Employers        ual(J  ment 


Total  Insurance  Costs: 

Current  System    202  129  46  28 

Under  Pay-or-Play. 

With  a  7  percent  tax    269  159  46  64 

With  a  9  percent  tax   272  173  46  53 

Added  Insurance  Costs: 

With  a  7  percent  tax    67  30  0  36 

With  a  9  percent  tax    70  44  0  26 

Less  Savings  from  Reductions  in  Uncompensated  Care: 

With  a  7  percent  tax    15  —  —  — 

With  a  9  percent  tax    15  —  —  — 

Net  Added  Insurance  Costs: 

With  a  7  percent  tax    52  —  —  — 

With  a  9  percent  tax    55  —  —  — 
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the  employer  of  the  labor  that  is  provided. 
If  an  employer  is  forced  by  a  government 
mandate  to  increase  benefits,  the  employer 
will  reduce  employment  or  reduce  cash  wages. 
A  mandate  simply  cannot  force  an  employer 
to  pay  more  in  compensation  than  the  value 
of  the  labor  to  the  employer.  This  conclusion 
is  supported  by  a  number  of  empirical  studies 
analyzing  other  mandates  (see,  e.g.,  Gruber 
and  Krueger.  1990). 

For  uninsured  workers,  the  cost  of  keeping 
their  jobs  with  a  7  percent  "play-or-pay" 
payroll  tax  would  be  a  7  percent  reduction 
in  gross  wages,  and  a  larger  proportionate 
drop  in  after-tax  income.  In  addition,  wages, 
corrected  for  inflation,  would  fall  by  about 
another  1  percent  as  newly  unemployed  work- 
ers compete  for  fewer  jobs.  The  burden  would 
be  particularly  great  because  most  of  the 
working  uninsured  are  low-wage  workers  al- 
ready struggling  to  make  ends  meet.  For 
example,  the  mandate  would  result  in — 

•  A  pay  cut  of  51,680  a  year  for  the  average 
30  year  old  male  high-school  graduate, 
currently  earning  S24,000  a  year  in  wages; 
and 

•  A  pay  cut  of  Si, 260  a  year  for  the  average 
30  year  old  male  high-school  dropout,  cur- 
rently earning  SIS, 000  a  year  in  wages. 

For  other  workers,  350,000  to  700,000  jobs 
would  be  lost.  Moreover,  if  the  "play-or- 
pay"  mandate  evolves  into  a  universal  public 
insurance  program,  available  to  all  regardless 
of  employment,  job  losses  could  reach  two 
million. 
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A  review  of  the  characteristics  of  the  unin- 
sured workers  makes  these  predictions  seem 
even  more  realistic.  Most  of  uninsured  workers 
are  low-wage,  low-skilled  workers.  These  work- 
ers have  little  ability  to  command  costly 
fringe  benefits. 

A  better  approach  is  to  provide  direct 
assistance  for  low-income  workers  through 
tax  credits,  as  the  President  has  proposed. 
This  approach  is  more  "progressive"  in  terms 
of  income  distribution.  Income  is  transferred 
directly  to  assist  low-income  workers,  without 
the  risk  of  job  loss  or  a  reduction  in  wages 
that  a  mandate  inevitably  involves. 

"Play-or-pay"  has  other  disadvantages  for 
workers  as  well. 

•  With  a  7  percent  payroll  tax.  52  million 
currently  insured  workers  and  dependents 
with  employer-based  plans  would  be  forced 
to  change  coverage.  Another  14  million 
Americans  would  be  forced  to  give  up  their 
private  insurance  and  would  be  forced  into 
a  "one  size  fits  all"  public  insurance  plan. 
These  shifts  in  coverage  are  illustrated  in 
Table  6-5. 

•  Families  that  depend  on  supplemental  in- 
come from  part-time  employment  of  a 
spouse  could  be  hurt.  If  the  mandate  ap- 
plies to  part-time  work.  Employers  will  cut 
back  on  part-time  jobs  because  of  the 
added  cost.  On  the  other  hand  if  the  man- 
date does  not  apply,  it  would  fail  to  close 
an  important  gap  in  coverage  and  govern- 
ment would  be  forced  to  pick  up  the  costs 
through  the  back-up  public  plan. 


Table  6-5.    66  Million  Lose  Choice  of  Plan  Under  Play-or-Pay 

(Coverage  under  new  public  plan  in  millions) 

Workers      Dependents  Nonworkers 


With  a  Pay-roll  Tax  of  7  Percent 

Farmer  Source  of  Coverage: 


Employer     37  15  0  52 

Private  Insurance   6  2  6  14 

Government   2  4  13  19 

Uninsured   12  6  8  26 


Total     _.  57  27  28  112 
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A  Backdoor  to  National  Health  Insurance 

Advocates  present  "play-or-pay"  as  means 
of  providing  universal  coverage  while  avoiding 
national  health  insurance  with  all  of  its 
shortcomings.  (See  Chapter  6.A.)  But,  this 
argument  is  flawed.  "Play-or-pay"  is  inherently 
unstable  and  will  likely  collapse  into  a  full 
blown  national  health  insurance  system. 

Many  employers  who  now  provide  private 
health  insurance  to  their  workers  will  have 
strong  incentives  to  shift  coverage  to  the 
public  plan  "pay"  option  because  a  7  or 
even  9  percent  payroll  tax  will  be  significantly 
less  costly  than  private  coverage.  The  incen- 
tives are  particularly  great  for  small  firms 
with  comparatively  low  average  wages.  A 
recent  study  conducted  for  the  Labor  Depart- 
ment by  policy  analysts  at  the  Urban  Institute 
reaches  some  startling  conclusions  on  the 
potential  size  of  such  a  shift. 

With  a  7  percent  payroll  tax,  total  enroll- 
ment in  public  insurance  (including  Medicare) 
would  be  144  million  or  58  percent  of  the 
population.  Sixty-six  million  Americans  with 
private  coverage  would  be  shifted  to  the 
new  public  plan.  Twenty-six  million  of  the 
33  million  who  are  currently  uninsured  would 
end  up  in  the  public  plan.  Only  7  million 
would  actually  receive  health  insurance 
through  their  employers. 

For  workers  in  small  firms,  private  health 
insurance  would  quickly  become  a  thing  of 
the  past  under  "play-or-pay".  At  a  7  percent 
tax,  81  percent  of  the  workers  in  firms 
with  25  workers  or  less  would  be  enrolled 
in  the  public  plan.  Even  with  a  9  percent 
payroll  tax  117  million,  or  47  percent  of 
the  total  population  would  be  covered  by 
public  insurance.  Thirty-two  million  Americans 
who  currently  have  private  employer-paid 
coverage  would  shift  into  the  new  public 
plan  as  would  22  million  of  the  currently 
uninsured. 

It  is  important  to  note  that  the  Urban 
Institute  study  focused  only  on  the  "static" 
effects  of  a  "play-or-pay"  mandate.  Once  a 
"play-or-pay"  system  is  in  effect,  however, 
dynamic  forces  will  be  set  in  motion  that 
drive  the  system  further  toward  universal 
public  coverage. 
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In  the  absence  of  other  reforms,  health 
care  costs  are  likely  to  increase  much  more 
rapidly  than  wages.  As  a  result,  the  public 
plan  will  become  increasingly  underfunded 
unless  the  payroll  tax  is  increased  to  keep 
up  with  health  care  inflation.  But,  due  to 
political  pressures,  the  Congress  is  unlikely 
to  let  this  happen.  So,  the  Congress  is 
likely  to  turn  increasingly  to  general  revenues 
to  subsidize  the  public  plan.  Or  the  Congress 
may  try  to  use  some  form  of  blunt  price 
regulation  to  hold  down  public  plan  costs. 
Either  way,  the  public  plan  would  gain 
an  increasing  competitive  advantage  over  pri- 
vate health  plans,  and  private  health  plans 
would  rapidly  lose  market  share. 

Effects  on  Employers 

In  the  short-run,  employers  will  not  be 
able  to  react  fully  to  the  mandate  by  reducing 
wages  or  employment.  As  a  result,  the  initial 
harmful  effects  of  the  mandate  will  fall 
mainly  on  employers.  Small  firms  would 
be  especially  hard  hit. 

•  Health  insurance  costs  for  employers 
would  increase  by  $30  billion  under  a 
mandate  with  a  7  percent  payroll  tax — 
a  23  percent  increase  in  current  health 
insurance  costs.  With  a  9  percent  tax,  the 
added  cost  for  employers  would  be  $44  bil- 
lion— a  34  percent  increase  in  insurance 
costs. 

•  The  largest  proportional  increases  would 
be  for  small  employers.  For  firms  employ- 
ing fewer  than  25  workers,  costs  would 
rise  by  71  percent  with  a  7  percent  payroll 
tax  rate,  and  by  101  percent  with  a  9  per- 
cent tax.  As  noted,  60  percent  of  currently 
uninsured  workers  are  employed  in  estab- 
lishments with  25  or  fewer  workers. 

In  the  short  run,  a  "play-or-pay"  mandate 
will  lead  to  somewhat  higher  prices  and 
an  increase  in  the  inflation  rate.  For  firms, 
that  cannot  pass  on  increases  in  costs  through 
higher  prices,  there  would  be  a  fall  in 
profits.  Assuming  the  monetary  authorities 
maintain  their  existing  targets  for  inflation, 
the  effect  of  the  mandate  would  be  to  lower 
employment  and  lower  real  GDP. 
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Chart  26.    SOURCE  OF  HEALTH  INSURANCE 
COVERAGE  FOR  U.S.  POPULATION 


CURRENT  SYSTEM 


UNINSURED 
13.3% 


PRIVATE 
64.5% 


■ 


PUBLIC 
22.2% 


PAY-OR-PLAY  WITH  A  7%  TAX 


SOURCE:    The  Urban  Institute,  T>ey  or  Play  Employer 


and  Coat*,-  January  8,  1992 
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Problems  with  Alternative  Approaches 


The  Cost  to  the  Government  of  "Play-or- 
Pay" 

A  "play-or-pay"  mandate  would  give  rise 
to  a  vast  new  federal  health  insurance  pro- 
gram, four  times  as  large  as  Medicaid  and 
inadequately  funded. 

The  Urban  Institute  estimates  that  a  pay- 
or-play  mandate  with  a  7  percent  payroll 
tax  would  not  be  adequately  funded.  The 
new  payroll  tax  would  not  cover  the  full 
cost  of  the  new  public  plan.  A  subsidy 
of  $37  billion  would  be  needed  from  general 
revenue.  A  9  percent  payroll  tax  would  lower 
the  subsidy  to  $25  billion.  The  subsidy  is 
likely  to  grow  over  time  for  reasons  noted 
previously. 

"Play-or-Pay"  Fails  to  Address  Cost- 
Control  Effectively 

Play-or-pay  proposals  are  often  coupled  with 
"all-payer"  price  regulation  schemes  that  at- 
tempt to  limit  aggregate  payments  by  all 
public  and  private  insurers  to  hospitals,  physi- 
cians, and  other  providers  to  pre-set  global 
budget  targets.  These  schemes  are  closely 
related  to  Canadian-style  national  health  in- 
surance plans  and  share  the  same  drawbacks. 

All-payer  rate  setting  preserves  a  role  for 
private  insurers,  but  is  otherwise  identical 
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to  a  Canadian-style  system  in  relying  on 
supply-side  constraints  to  control  costs.  Nei- 
ther approach  addresses  the  dynamic  factors 
that  are  driving  up  health  care  costs. 

In  the  absence  of  meaningful  reforms,  impos- 
ing price  controls  is  like  putting  lid  on 
a  pressure  cooker.  If  the  heat  remains,  the 
lid  eventually  blows  off  and  the  pot  boils 
over.  The  disadvantages  of  the  Canadian 
system  are  discussed  in  detail  elsewhere. 
Problems  with  all-payer  rate  setting  are  briefly 
summarized  here  (see  Table  6-6). 

Although  advocates  often  argue  that  all- 
payer  rate  setting  would  encourage  coordi- 
nated care  plans,  the  opposite  seems  more 
likely  to  be  the  case.  All  payer  rate  setting 
robs  coordinated  care  plans  of  their  cost- 
savings  advantage  relative  to  traditional  fee- 
for-service  arrangements  by  artificially  holding 
prices  down. 

The  more  rate  setting  succeeds  in  controlling 
costs,  the  less  incentive  that  consumers  (and 
therefore  providers)  will  have  to  switch  to 
coordinated  care.  So,  all-payer  rate  setting, 
like  Canadian-style  national  health  insurance, 
seems  likely  to  preserve  inefficient  forms 
of  service  delivery. 


Table  6-6.   Potential  Problems  with  All-Payer  Rate  Setting 

1.  Supply  constraints  will  lead  to  shortages  and  waiting  lines.  Tight  global  budgets  will 

force  hospitals  to  cut  back  on  personnel  in  critical  areas— jeopardizing  the  quality  of 
patient  care. 

2.  Rate  setting  fails  to  reward  efficient  physicians  while  creating  incentives  for 

overutilization. 

3.  Rate  setting  fails  to  reform  incentives/structure/organization  at  the  micro-level  and  so 

will  lose  effectiveness  with  time. 

4.  Rate  setting  will  reduce  the  competitive  edge  of  coordinated  care — thereby  retarding 

critically  needed  change  in  the  delivery  system. 

5.  Primary  reliance  on  all-payer  regulation  to  control  costs  opens  up  a  broad  range  of  is- 

sues to  political  interference  and  manipulation. 
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Chapter  7 

Examples  of  Impacts  on  Individuals  and  Families 


The  President's  plan  will  allow  all  Ameri- 
cans to  have  access  to  affordable  health 
insurance.  The  following  are  illustrative  exam- 
ples of  how  the  President's  plan  would  work.1 

Case  #1 

A  family  of  two  parents  and  a  child  with 
one  working  parent  without  employer  cov- 
erage, and  a  total  family  income  of  $10,000 
(just  below  the  poverty  level): 

[Full  Credit  of  $3,750] 

•  Under  the  current  system,  this  family  is 
not  eligible  for  Medicaid  and  cannot  afford 
private  health  insurance. 

•  Under  the  President's  plan,  this  family 
would  qualify  for  a  $3,750  transferable 
credit  to  buy  basic  health  insurance 
through  the  State  designed  group  health 
plan  (or  another  of  their  choice). 

Case  #2 

A  mother  with  two  children  who  was 
on  welfare  (AFDC)  in  the  past,  and  has 
returned  to  a  job  earning  $8,500  per  year. 
No  employer  health  insurance  is  provided: 

[Full  Credit  of  $3,750] 

•  Under  the  current  system,  a  mother  re- 
ceiving AFDC  who  returns  to  work  contin- 
ues to  receive  Medicaid  for  six  months; 
after  the  six-month  period,  the  family  may 
be  charged  three  percent  of  the  family  in- 
come as  a  Medicaid  premium  in  this  case, 
$255  for  six  months  of  coverage.  After  one 
year,  the  family  is  no  longer  eligible  for 
Medicaid. 

•  Under  the  President's  plan,  the  family 
would  qualify  for  a  $3,750  transferable 
credit  to  buy  basic  health  insurance 
through  the  State  group  health  plan  (or 

'The  examples  presented  assume  the  fully-phased  in  program, 
and  use  1993  income  thresholds. 


another  private  plan)  when  they  no  longer 
qualify  for  Medicaid. 

•  The  President's  plan  removes  the  current 
incentive  for  AFDC  families  to  remain  on 
welfare  because  they  fear  losing  Medicaid 
coverage — the  President's  plan  will  ensure 
continued  coverage  for  welfare  recipients 
who  return  to  work. 

Case  #3 

A  family  of  four  with  a  modified  adjusted 
gross  income  of  $60,000  (in  which  the  filer 
is  married  and  filing  jointly),  and  no  employer 
sponsored  health  insurance: 

[Full  Health  Care  Deduction  of  $3,750  and 
Access  to  Group  Coverage] 

•  Under  the  current  system,  they  often  can- 
not find  affordable  coverage. 

•  Under  the  President's  plan  they  would  re- 
ceive a  $3,750  tax  deduction  (a  benefit  of 
approximately  $1,050)  to  help  with  the 
purchase  of  insurance. 

•  In  addition,  their  employees)  would  pro- 
vide information  and  arrange  access  (but 
not  be  required  to  contribute)  to  group  cov- 
erage. For  example,  the  employer  could  ar- 
range coverage  through  a  Health  Insur- 
ance Network  (HIN),  so  that  the  family 
could  buy  more  affordable  coverage 
through  a  large  group — with  larger  risk 
pools  rather  than  costly  individual  cov- 
erage. 

Case  #4 

A  single  individual  with  intermitent  income 
at  the  rninimnm  wage  and  not  eligible  for 
Medicaid  (e.g.  most  males  or  a  woman  who 
is  not  a  mother): 

[Individual  Credit  of  $1,250] 

•  Under  the  current  system,  this  individual 
has  no  access  to  health  insurance,  and 
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usually  receives  "unreimbursed  care" 
through  hospital  emergency  rooms. 

•  Under  the  President's  plan,  this  person 
would  receive  a  $1,250  transferable  credit 
for  the  purchase  of  group  health  insurance 
through  the  basic  State  health  plan,  or 
some  other  private  plan. 

Case  #5 

A  family  of  four  with  a  modified  adjusted 
gross  income  of  $50,000,  and  a  $1,000  em- 
ployer contribution  to  health  insurance: 

[Health  Care  Deduction] 

•  Under  the  President's  plan,  this  family 
would  receive  a  health  care  tax  deduction 
of  $2,750  ($3,750  minus  employer  con- 
tribution of  $1,000),  making  their  health 
insurance  much  more  affordable. 

Case  #6 

An  individual  with  a  serious  health  problem 
is  considering  changing  jobs,  but  is  afraid 
of  giving  up  current  employer  coverage: 

[Portability  and  Security  of  Health  Care] 

•  Under  the  current  system,  a  person  chang- 
ing jobs  may  not  be  covered  under  a  new 
employer's  policy  because  of  health  status. 
A  pre-existing  condition  exclusion  may 
also  apply,  interrupting  coverage. 

•  Under  the  President's  plan,  regardless  of 
the  employee's  health  status,  the  new  in- 
surer would  be  required  to  offer  unre- 
stricted access  to  the  new  employer's 
group  coverage. 

•  In  addition,  insurers  would  not  be  per- 
mitted to  deny  coverage  due  to  health  sta- 
tus, and  persons  with  previous  health  ben- 
efits could  not  be  denied  coverage  of  pre- 
existing conditions.  (So  long  as  no  insurer 
can  avoid  pre-existing  conditions,  and  all 
must  accept  new  risks,  no  insurer  will  be 
disadvantaged.) 

Case  #7 

An  employer  of  a  small  firm  of  20  workers 
would  like  to  offer  employees  health  insurance, 
but  cannot  find  affordable  coverage: 

[Small  Market  Reforms] 


The  Preaident's  Comprehensive  Health  Reform  Program 

•  Under  the  current  system,  small  employ- 
ers have  difficulty  finding  affordable  cov- 
erage. The  problem  becomes  worse  when 
one  member  of  a  small  group  has  a  poor 
medical  history  or  current  high  medical 
costs. 

•  Under  the  President's  plan,  small  employ- 
ers would  have  access  to  larger  group  cov- 
erage through  Health  Insurance  Networks 
(HINs)  spurred  by  major  insurance  and 
ERISA  reform.  Large  group  coverage  is 
less  expensive  and  more  efficient,  since  in- 
surance administrative  costs  are  much 
lower  and  risk  is  more  effectively  distrib- 
uted. 

•  In  addition,  the  plan  would  set  limits  on 
the  variation  of  premiums  insurers  could 
charge  to  different  groups.  Insurers  would 
not  be  able  to  deny  coverage  to  any  indi- 
vidual, or  drastically  increase  premiums 
when  one  member  of  a  group  becomes  ill. 

Case  #8 

A  small  employer  with  an  employee  just 
diagnosed  with  a  serious  health  problem 
applies  for  health  insurance  for  the  first 
time: 

[Guaranteed  Coverage  Issue] 

•  Under  the  current  system,  uninsured  per- 
sons with  serious  health  problems  are 
often  denied  health  insurance — at  any 
price. 

•  Under  the  President's  plan,  insurers  would 
be  required  to  offer  coverage  to  any  group, 
regardless  of  health  status.  Premium  lev- 
els would  be  limited  so  that  costs  would 
not  be  prohibitive. 

Case  #9 

A  family  of  four  with  a  modified  adjusted 
gross  income  of  $17,000  has  no  employer 
coverage  and  currently  cannot  afford  health 
insurance: 

[Partial  Health  Credit] 

•  Under  the  President's  plan,  this  family 
would  receive  a  partial  health  tax  credit 
towards  the  purchase  of  health  insurance 
(or  a  $3,750  deduction — whichever  pro- 
vides the  greater  benefit)  because  their  in- 
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come  faces  between  100  percent  and  150 
percent  of  the  tax  threshold. 

•  Affordable  group  coverage  would  be  made 
available  through  a  State  coordinated 
"basic  plan"  pool  that  would  guarantee  ac- 
cess to  basic  health  insurance  coverage. 

Case  #10 

An  individual  is  planning  on  choosing  a 
health  plan  and  wants  to  get  the  best 
quality  plan  for  the  best  price.  But  he 
is  unsure  of  which  plan  to  choose: 

[Consumer  Information] 

•  Under  the  current  system,  consumers  have 
limited  knowledge  of  the  relative  prices  of 
insurance  an  health  care  services.  Nor  are 
they  aware  of  the  hospitals  and  doctors 
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included  in  the  plan — or  of  the  relative 
quality  of  local  hospitals  and  doctors. 

•  Under  the  President's  plan,  comparative 
information  on  quality  and  price  of  health 
care  will  be  available  to  consumers  and 
large  purchasers  of  care.  State  insurance 
commissioners  will  collect  information  on 
area  providers,  and  also  on  individual  pro- 
viders such  as  physician,  hospitals,  labs 
and  other  facilities — both  on  price  and 
quality.  This  information  will  be  made 
available  by  employers.  A  type  of  local 
health  care  market  "blue  book"  will  allow 
consumers  to  identify  the  best  health 
plans,  and  providers.  As  a  result,  consum- 
ers will  be  better  equipped  to  choose  the 
health  plan  or  provider  best  suited  to  their 
needs  and  the  best  value  for  their  health 
care  dollar. 
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Mr.  Gibbons  [presiding].  Mr.  Gradison,  we  thank  you. 
Let  me  ask  you,  do  you  advocate  doing  away  with  the  Medicare 
program? 
Mr.  Gradison.  No,  I  do  not. 
Mr.  Gibbons.  What  do  you  think  

Mr.  Gradison.  Nor  would  the  President's  program.  It  would 
leave  it  in  place. 

Mr.  Gibbons.  So  you  think  the  Medicare  Program  is  a  pretty 
good  program? 

Mr.  Gradison.  I  think  it  has  worked  very  well  for  the  elderly 
and  the  disabled,  Mr.  Chairman.  I  do  not  think  it  is  a  model  for  all 
America.  I  think  the  price  controls  which  are  implicit  in  it  would 
be  a  disaster,  and  already  it  is  my  impression  that  the  way  in 
which  these  rates  are  set— not  by  negotiation,  but  by  Government 
fiat — is  causing  increased  pressures  on  the  private  sector  and  price 
shifting  to  private  purchasers.  Indeed,  I  would  make  an  argument 
that  the  reimbursement  levels  under  Medicare  and  Medicaid  to- 
gether, looked  at  jointly,  are  a  major  explanation  for  why  small 
business  is  having  trouble  buying  health  insurance,  because  of  the 
cost  shifting  from  the  public  to  the  private  sector. 

Mr.  Gibbons.  Then  you  don't  favor  the  budget  cuts  recommended 
by  the  President  in — — 

Mr.  Gradison.  I  favor  changes  in  the  way  in  which  both  Medi- 
care and  Medicaid  are  structured,  because  I  believe  we  could 
achieve  significant  savings.  And  by  changes  I  mean  in  the  direction 
of  what  is  now  becoming  used  in  the  private  sector  specifically,  the 
use  of  managed  care,  or  what  the  President  in  his  plan  calls  coordi- 
nated care. 

One  of  the  things  that  has  struck  me,  Mr.  Chairman,  about  Med- 
icare is  that  while  it  is  very  popular,  it  isn't  perfect,  but  when  we 
talk  about  trying  to  change  it  or  reexamine  the  way  in  which  it 
operates,  they  are  all,  oh,  we  are  going  to  take  something  away 
from  somebody.  That  is  not,  of  course,  the  purpose  at  all. 

I  would  point  out,  for  example,  that  only  3  percent  of  Medicare 
beneficiaries  are  currently  covered  by  managed  care  options.  I 
think  that  is  highly  regrettable,  and  that  we  should  be  trying  to 
find  ways  to  accelerate  the  use  of  the  option,  not  a  mandatory  ap- 
proach but  the  use  of  managed  care  or  HMO  or  CMP  options  under 
Medicare. 

We  had  a  devilish  time  in  the  last  conference  with  the  Senate  on 
this  very  subject,  because  some  of  our  colleagues  on  the  Ways  and 
Means  Committee  didn't  even  want  to  give  HCFA  the  opportunity 
to  enter  into  a  nationwide  exploration  of  the  use  of  managed  care 
options,  at  that  time  called  Medicare  Select,  under  the  Medicare 
Program.  In  the  end,  we  had  to  compromise  on  a  15-State  experi- 
ment. 

Mr.  Gibbons.  Under  managed  care  as  you  envision  it,  who  would 
make  the  decisions  about  who  would  get  what  care? 

Mr.  Gradison.  Under  managed  care  as  I  would  visualize  the 
President's  plan — and  I  take  that  because  it  is  the  framework  for 
my  comments  to  you,  Mr.  Chairman — each  State  would  define  a 
minimum  benefit  package  so  structured  as  to  be  affordable  with 
the  refundable  tax  credit  which  low-income  people  would  receive  in 
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that  State,  so  that  it  would  be  a  determination  made  at  the  State 
level. 

Indeed,  it  is  what  Oregon  is  grappling  with  right  now.  They  are 
trying  to  figure  out  a  way  to  cover  everybody,  but  if  we  are  cover- 
ing everybody,  it  may  not  mean  that  we  are  providing  everything 
for  everybody,  which  of  course  I  think  was  the  point  that  the  ma- 
jority leader  was  trying  to  make. 

Mr.  Gibbons.  Well,  under  your  program  and  the  President's  pro- 
gram, how  would  this  help  affordability  of  health  care? 

Mr.  Gradison.  I  think  it  would  dramatically  help  it  because 
there  would  be  a  prohibition  on  the  use  of  preexisting  condition 
limitations,  and  of  course  for  lower  income  people,  they  would 
carry  with  them  a  credit  which,  if  it  is  done  the  way  it  is  intended 
to  do,  would  give  them  the  wherewithal  to  buy  a  health  plan 
within  their  State. 

Mr.  Gibbons.  So  you  envision  the  Federal  Government  in  effect 
taking  over  the  regulation  of  health  insurance? 

Mr.  Gradison.  No,  I  don't.  I  would  envision  the  Federal  Govern- 
ment setting  the  ground  rules  under  which  the  State  insurance 
commissioners  would  operate,  just  as  we  have  already  done 
through  the  initiative  of  this  committee  with  regard  to  Medigap 
policies.  It  isn't  that  our  legislation  precisely  tells  the  States  what 
to  do,  but  it  does  set  a  framework  within  which  they  must  move  or 
then  Federal  regulation  would  click  in. 

Mr.  Gibbons.  But  suppose  I  am  a  worker  in  Washington  State, 
and  for  some  reason  I  have  to  move  to  Florida.  Under  your  pro- 
gram, what  guarantee  would  it  be  that  me  and  my  family  could  re- 
ceive health  care  benefits? 

Mr.  Gradison.  Every  State  would  have  to  have,  under  the  Presi- 
dent's plan,  at  least  two  insurers  offering  to  accept  all  comers  to 
their  health  plans  within  the  price  limits,  within  the  amount  of 
money  available  from  the  credits  provided  by  the  President's  plan. 

I  might  say,  because  this  keeps  coming  up,  people  wave  the  wand 
of  the  Canadian  plan,  like  it  is  a  Canadian  plan.  It  really  isn't  a 
Canadian  plan.  It  is  a  set  of  provincial  plans.  The  Federal  contribu- 
tion in  Canada  is  a  block  grant,  so  established  that  the  percentage 
of  Federal  contributions  is  declining.  It  is  now  down  to  38  percent 
and  dropping.  So  it  is  a  series  of  provincial  plans  which  were 
gradually  put  on  the  books  over  almost  25  years. 

I  mean,  one  of  the  interesting  things  to  me  about  the  discussion 
in  the  United  States  of  the  Canadian  plan  is  that,  to  the  best  of  my 
knowledge,  none  of  us,  me  included,  have  offered  a  bill  to  imple- 
ment the  Canadian  plan,  which  if  you  did  it  you  would  have  a  Fed- 
eral block  grant  and  would  say  to  a  State,  "You  don't  have  to  come 
in,  but  if  you  do,  we  will  match  your  funds  on  a  certain  basis." 

Mr.  Gibbons.  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Bill,  thank  you  for  excellent  and  thought-provoking  testimony  to 
the  committee  today.  I  hope  the  committee  will  take  heed,  so  that 
we  do  not  pursue  a  path  that  will  ultimately  do  one  of  two  things: 
either  fail  to  cut  costs  and  prices,  or  undermine  the  quality  of  the 
system  that  so  many  people  in  this  country  have  become  accus- 
tomed to. 
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Would  you  tell  me  what  difference  your  approach  would  have  in 
the  way  of  cutting  costs  and  the  pressure  on  prices,  compared  to 
the  so-called  pay-or-play  approach? 

Mr.  Gradison.  Mr.  Archer,  as  I  understand  the  play-or-pay  ap- 
proach, it  would  not  necessarily  involve  either  a  national  single 
payer  approach  or  even  an  approach  of  multiple  payers  all  paying 
the  same  price.  That  could  be  included  in  it,  but  as  I  understand 
play-or-pay  options,  there  would  still  be  an  opportunity  for  individ- 
ual employers,  as  they  are  doing  today,  to  negotiate  the  best  rates 
they  can  get  with  providers,  so  not  all  employers  or  insurance  com- 
panies, for  that  matter,  under  play-or-pay  would  be  paying  the 
same  price. 

To  be  frank  with  you,  Mr.  Archer,  and  this  is  just  a  personal 
thought,  what  bothers  me  the  most  about  play-or-pay,  and  I  am  not 
here  to  advocate  the  play  option,  but  what  bothers  me  most  is  the 
pay  option  which  I  see  as  a  back  door  way  of  gradually  moving  ev- 
erybody under  a  system  where  the  Federal  Government  becomes 
the  insurer  for  the  entire  country  and  for  the  entire  economy,  the 
entire  health  care  economy.  I  think  the  play  option  has  pluses  and 
minuses  which  are  worthy  of  a  lot  of  discussion,  but  that  the  pay 
aspect  of  it  muddies  the  water. 

With  regard  to  affordability  and  hospital  cost  containment,  as 
you  know,  our  own  leadership  Task  Force  on  Health  had  a  number 
of  cost  containment  recommendations.  Malpractice  reform  was 
high  on  that  list,  and  I  would  certainly  hope  that  if  the  Democratic 
leadership  in  the  House  wishes  to  move  ahead  on  health  care,  no 
matter  what  other  things  they  may  be  for,  that  it  would  be  useful 
if  they  could  get  the  Judiciary  Committee  to  bring  to  the  floor  for 
consideration  by  the  general  membership  a  proposal  with  regard  to 
malpractice  reform,  tort  reform. 

We  also  included  in  our  task  force,  as  you  will  recall  because  you 
were  such  an  active  member  of  that  group,  expansion  of  medical 
practice  guidelines;  the  increased  availability  of  cost-conscious 
plans  by  limiting  the  way  in  which  State  laws  restrict  the  develop- 
ment of  managed  care;  a  number  of  paperwork  simplification  ini- 
tiatives; and  also  we,  as  you  may  recall,  raised  questions  about  the 
appropriateness  of  current  antitrust  laws  which  have  the  impact  of 
discouraging  cooperation  among  health  care  providers  at  the  indi- 
vidual community  level,  and  therefore  keeping  health  care  costs 
higher  than  they  might  otherwise  be. 

Mr.  Archer.  Does  the  pay-or-play  plan,  as  you  understand  it, 
have  any  strong  reforms  on  malpractice  or  defensive  medicine, 
which  as  we  know  is  a  significant  factor  in  driving  up  health  care 
costs  and  therefore  prices? 

Mr.  Gradison.  No,  not  to  my  knowledge,  it  doesn't,  nor  I  might 
add  does  the  package  which  Senator  Bentsen  is  offering  today,  to 
which  I  just  alluded. 

Mr.  Archer.  I  thank  you.  I  appreciate  your  testimony  very 
much. 

Mr.  Gradison.  Thank  you. 
Mr.  Gibbons.  Mr.  Downey. 
Mr.  Downey.  Thank  you,  Mr.  Chairman. 
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Bill,  I  consider  you  one  of  the  real  experts  on  health  care  and 
what  you  say  means  a  great  deal  to  me.  Do  you  consider  health 
care  a  right? 

Mr.  Gradison.  I  would  answer  it  this  way:  I  consider  it  both  a 
right  and  the  responsibility  of  the  individuals.  I  do  not  consider  it  a 
right  to  the  extent  that  I  do  not  believe  that  the  Government  has  a 
responsibility  to  pay  for  health  insurance  for  everybody.  I  think 
the  Government  has  a  responsibility  to  make  sure  that  affordable 
health  insurance  is  available  to  everyone,  but  if  somebody  has  the 
means  to  pay  for  health  care,  to  pay  for  health  insurance,  I  think 
they  ought  to  do  it,  not  ask  the  Government  to  do  it  for  them. 

Mr.  Downey.  Can  I  ask  you  about,  and  walk  through  with  me, 
some  of  the  concerns  that  I  have  about  the  President's  proposal,  be- 
cause he  says  basically  the  same  thing.  He  says  that  his  plan  would 
ensure  every  American  universal  access  to  affordable  health  insur- 
ance, and  you  have  no  problem  with  that  concept,  right? 

Mr.  Gradison.  No. 

Mr.  Downey.  And  it  is  my  concern  about  his  proposal,  because  I 
think  that  I  could  agree  with  that  goal.  I  am  just  not  sure  that  the 
$3,750  voucher  for  the  poor  or  the  deduction  for  working  poor 
people  will  do  that,  and  I  want  to  make  sure  that  I  understand  it. 

As  I  understand  the  $3,750  voucher,  that  is  if  you  are  below  the 
poverty  line,  you  get  a  voucher  to  buy  a  $3,750  health  insurance 
policy.  Is  that  right? 

Mr.  Gradison.  That  is  my  understanding,  yes. 

Mr.  Downey.  Now  admittedly  that  is  significantly  under  the 
$5,000  that  most  families  would  pay,  but  we  can  agree  that  it 
would  provide  some  bare  bones,  would  it  not,  for  the  

Mr.  Gradison.  I  don't  know  where  the  $5,000  figure  comes  from 
that  both  you  and  the  majority  leader  have  used.  No  doubt  there 
are  parts  of  this  country  where  it  is  more  than  $5,000.  The  $3,750 
was  based  upon  the  best  current  estimate  of  a  national  average 
cost,  because  costs  do  vary  substantially. 

I  might  say  to  you  that  I  am  not  sure  whether  using  the  same 
number  all  over  the  country  is  the  most  workable  way  to  do  it  and 
I  think  that,  sticking  with  an  average  of  $3,750  under  current  cir- 
cumstances, it  might  be  worth  exploring  having  it  vary  somewhat 
depending  upon  where  you  live  and  what  the  health  care  costs  are 
in  that  area. 

Mr.  Downey.  But  it  is,  for  the  poor,  it  is  something  that  they 
could  buy  some  sort  of  policy,  and  with  the  right  shopping  around 
conceivably  they  would  get  

Mr.  Gradison.  That  is  the  intention,  yes. 

Mr.  Downey.  When  it  gets  converted  from  the  $3,700  credit  or 
voucher  into  a  deduction  is  where  I  have  my  concerns,  so  that  if 
you  are  a  family,  a  low-income  family  making  $25,000  and  you  are 
in  the  15  percent  bracket,  this  $3,750  deduction  is  worth  about  a 
$560  reduction  in  tax  liability.  Now  we  can  both  agree  that  that  is 
simply  inadequate,  can  we  not,  to  purchase  

Mr.  Gradison.  No;  I  would — you  know,  one  of  the  things  that  has 
struck  me  about  the  discussion  of  the  President's  program  is  that, 
particularly  on  the  part  of  its  critics,  is  that  they  have  been  reluc- 
tant to  say  that  the  President's  plan  is  especially  good  for  the  poor. 
You  are  raising  a  point  which  I  think  is  a  legitimate  criticism,  that 
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it  is  better  for  the  poor  than  it  is  for  people  in  middle-income 
brackets,  and  that  is  a  question  that  ought  to  be  examined,  but- 
Mr.  Downey.  No,  no,  no.  Let  me  

Mr.  Gradison.  But  I  am  saying,  and  let  me  repeat  this  for  em- 
phasis, because  I  had  it  in  my  opening  statement,  that  the  Presi- 
dent's plan  is  better  in  my  judgment,  measurably  better  for  the 
working  poor  than  play-or-pay. 

Mr.  Downey.  Well,  let  me  ask  you  this  question:  Let's  define 
"poor"  here,  because  we  are  talking,  the  $3,750  is  below  the  pover- 
ty threshold. 

Mr.  Gradison.  That  is  correct,  and  then  there  is  a  phaseout  from 
there  to  150  percent  under  the  President's  proposal. 

Mr.  Downey.  All  right,  so  you  could  be  making  $18,000  or 
$17,000  a  year  and  not  qualify  for  this  $3,750,  be  completely  unin- 
sured, and  the  President's  plan  is  offering  you  a  basic  tax  reduction 
of  $562.  How  does  that  help  anybody? 

Mr.  Gradison.  I  think  that  it  helps  considerably  on  the  margin, 
because  there  is  no  question  in  my  mind  that  it  is  appropriate  for 
people  under  those  circumstances  to  pay  a  portion.  Now  we  might 
argue  about  what  the  proper  balance  is,  and  I  would  acknowledge 
that  the  phaseout  is  rather  sharp  from  the  100  to  150  percent,  but  I 
think  there  is  some  point  where  we  could  negotiate  how  much 
should  come  from  people. 

Yes,  sure,  it  means  they  have  less  money  to  pay  for  everything 
else,  but  otherwise  we  are  asking  the  taxpayer  to  pick  it  up,  so  I 
think  there  has  to  be  a  gradual  phaseout,  a  recognition  that  as  in- 
comes grow,  people  ought  to  be  expected  to  pay  more  for  their  own 
health  insurance.  And  eventually,  as  in  Germany,  if  their  income 
is  high  enough,  they  are  off  on  their  own. 

Mr.  Downey.  Well,  but  accepting  that  as  a  principle,  how  does 
the  $562  make  much  of  a  difference  for  the  people  who  are  working 
poor  to  buy  health  insurance?  How  does  this  plan  help  them? 

Mr.  Gradison.  It  gives  them  more  money  than  they  have  today. 

Mr.  Downey.  It  gives  them  a  month's  worth  of  coverage? 

Mr.  Gradison.  I  think  that  it  makes  it  more  likely  that  they  can, 
for  example,  if  they  are  working,  negotiate  a  package  with  their 
employers,  because  then  they  have  something  that  they  can  con- 
tribute to  it.  My  sense  of  it — and  I  may  misread  this — but  my  sense 
of  it  is  that  those  businesses  which  aren't  providing  health  insur- 
ance would  like  to.  I  mean,  they  are  uncompetitive  in  the  labor 
markets  when  they  don't.  It  is  the  affordability  question,  so  if  the 
employee  comes  forward  and  says,  "Look,  I  can't  pay  the  whole 
thing  but  I  have  got  $500,"  then  there  is  something  they  have  got 
to  negotiate  about. 

Mr.  Downey.  Yes,  that  is  right.  It  is  reduced  dollar-for-dollar  by 
employer  contribution,  is  it  not?  So  where  is  the  incentive  to  come 
forward  and  negotiate,  if  it  is  reduced  by  every  dollar  the  employer 
puts  up? 

Mr.  Gradison.  I  understand  your  question,  and  I  wish  I  were 
clearer  on  precisely  how  that  works.  I  am  not  saying  you  are  incor- 
rect. I  just  would  have  to  respond  to  you  later  on.  It  is  an  excellent 
question,  I  acknowledge  that. 

Mr.  Downey.  We  will  have  lots  of  time. 
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Mr.  Gradison.  We  will  have  lots  of  time  to  work  on  that  one, 
yes. 

Mr.  Gibbons.  Mr.  McGrath. 

Mr.  McGrath.  Thank  you,  Mr.  Chairman,  and  welcome,  Bill. 
Thanks  for  your  testimony. 

I  have  been  wrestling  with  this  issue,  as  you  well  know,  as  a 
member  of  the  subcommittee  for  a  long  time  now,  and  the  more  I 
wrestle  with  it,  the  more  I  come  to  the  understanding  that  if  you 
think  you  have  all  the  answers,  you  don't  know  all  the  questions 
yet.  Seemingly  there  are  features  of  every  package  out  there  which 
have  some  appeal. 

I  have  some  concerns  with  the  President's  package  as  it  applies 
to  the  area  that  I  represent.  The  $3,750  credit  for  those  who  are  at 
the  poverty  line  could  be  helpful,  but  in  my  area,  rather  than  that 
being  the  cost  of  insuring  a  family,  it  is  not  $3,750.  It  is  probably 
somewhere  in  the  neighborhood  of,  the  average  is  $5,400,  and 
frankly  I  have  some  concern  as  to  whether  or  not  those  people  who 
we  seek  to  insure,  even  at  that  level,  have  the  wherewithal  to  go 
ahead  and  buy  the  insurance  that  might  become  available  to  them. 

So  I  look  at  the  President's  proposal  as  filling  part  of  the  gap, 
perhaps,  in  the  access  problem  but  not  doing  a  heck  of  a  lot  in 
terms  of  the  cost  control  mechanism  that  we  must  find  in  this  over- 
all solution. 

But  let  me,  if  I  might,  ask  you,  you  are  making  the  point  that 
whatever  system  that  we  finally  design  might  be  one  that  each 
State  would  in  effect  draw  up  its  own  formulary  as  to  what  might 
be  an  insurable  event,  and  then  the  Government  would  participate 
or  not  based  on  those  options.  Isn't  that  the  same  problem  that  we 
find  today  in  Medicaid,  where  some  States  opt  for  so  little  and 
other  States  opt  for  so  much,  and  those  States  who  have  opted  for 
the  large  numbers  are  killing  themselves  in  terms  of  the  burden  of 
the  cost  of  Medicaid  at  the  State  and  at  the  local  level? 

In  my  scenario,  as  I  look  at  this  thing  somewhere  down  the  road, 
if  there  isn't  some  Federal  preemption  of  some  State  determina- 
tions, whether  it  be  by  the  insurance  commissioners  or  by  the  legis- 
lature or  whatever,  we  will  never  get  a  handle  on  the  costs  in  this 
particular  problem.  I  don't  know  how  to  go  about  that,  whether 
you  establish  a  Federal  formulary,  "Here  is  what  we  are  going  to 
insure."  A  lot  of  the  emphasis  is  going  to  be  on  prevention,  a  lot 
less  on  some  of  the  esoteric  things  now  that  are  required  in  some 
States  for  an  insurance  company  to  do  business  within  that  State. 

I  am  not  clear  on  this  yet.  I  am  not  sure  how  it  is  going  to  work. 
I  am  not  sure  whether  or  not  allowing  States  to  make  that  determi- 
nation is  just  not  going  to  leave  us  in  the  same  position  that  we  are 
in  today. 

Mr.  Gradison.  Well,  the  President's  plan  clearly  passes  that 
threshold  and  would  mandate  actions  at  the  State  level  with 
regard  to  the  way  in  which  insurance  is  regulated.  It  would  man- 
date that  as  a  condition  to  receiving  these  credits,  there  would 
have  to  be  at  least  two  insurance  companies  offering  policies  in  ex- 
change for  the  credits  which  would  be  available. 

And,  frankly,  I  think  that  the  issue  of  Federal  involvement  in 
the  regulation  of  health  insurance  is  assumed  by  us  all.  We  have 


211 


already  done  that  in  Medigap.  I  think  it  is  a  question  of  just  how 
far  we  go  and  in  what  form  we  do  it. 

I  would  acknowledge  to  you  that  I  am  not  sure,  in  a  country  as 
large  and  diverse  as  this,  that  having  a  uniform  national  plan  is 
the  way  to  go.  I  certainly  think  it  is  the  slowest  way  to  achieve 
reform.  Hawaii  has  had  a  plan  of  its  own  which  it  seems  quite  sat- 
isfied with,  that  has  almost  eliminated  the  health  uninsured,  for 
almost  20  years.  They  didn't  wait  for  action  in  Washington.  Many 
other  States  are  considering  moving  ahead  on  their  own.  And  I 
don't  suggest  that  that  is  a  reason  that  we  shouldn't  do  anything, 
but  I  think  we  should  recognize  that  to  the  extent  that  our  debate 
focuses  on  these  big,  all-or-none  approaches,  which  frankly  I  call 
Utopian,  we  are  not  going  to  do  anything. 

Therefore,  the  emphasis  shifts  to  the  States,  and  my  hunch  is 
that  10  years  from  now  we  are  going  to  look  back  and  say  that  the 
action  during  the  nineties  was  actually  taken  at  the  State  level. 
While  they  wrangled  and  they  debated  and  they  argued  and  they 
politicked  about  it  in  Washington,  both  parties,  it  was  getting 
taken  care  of — not  perfectly,  not  uniformly,  but  to  a  great  extent — 
in  a  number  of  the  States,  not  all  of  the  States  but  in  a  number  of 
the  States.  I  think  that  is  what  is  going  on  right  now. 

Mr.  Downey.  My  concern  is  not  so  much  with  the  floor  but  with 
the  ceiling,  and  for  two  insurance  companies  to  do  business  within, 
let's  say,  the  State  of  New  York,  it  doesn't  make  a  heck  of  a  lot  of 
difference  whether  or  not  they  are  at  the  floor,  if  the  ceiling  re- 
quires them  in  New  York  to  insure  in  vitro  fertilization  and  things 
like  that,  where  I  believe  we  are  going  well  beyond  what  reasona- 
ble people  would  think  would  be  an  insurable  event  for  an  insur- 
ance company  or  anybody,  even  the  Government,  to  do  business  in 
any  State. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  question. 

Mr.  Gibbons.  Mr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Mr.  Gradison,  I  recognize  your  long  involvement  in  this  and  I 
was  sort  of  startled  to  hear  you  say  that  pay-or-play  was  wrong  for 
America.  I  am  sure  you  remember  Richard  Nixon  and  the  proposal 
he  made  in  the  early  seventies,  which  is  essentially  the  pay-or-play 
plan  that  is  being  proposed  today  by  the  

Mr.  Gradison.  No,  no,  it  isn't  at  all,  if  I  may  say.  It  was  a  play 
but  it  was  not  a  pay.  Now  that  is  a  big  difference  and  I  made  that 
point  earlier,  that  if  you  strip  away  the  pay  option,  which  in  my 
view  is  just  a  backdoor  way  to  national  health  insurance,  then  I 
think  there  is  something  to  talk  about,  because  then  I  think  one 
can  talk  about  how  much  of  a  mandate  and  at  what  cost  we  are 
willing  to  put  on  American  business,  over  what  period  of  time  it 
should  be  phased  in  and  what  other  things  we  might  do,  for  exam- 
ple through  reexamining  the  minimum  wage  or  something  like 
that,  so  that  we  don't  have  such  a  heavy  burden  all  at  one  time  on 
businesses  to  cost  job  opportunities.  It  is  the  pay  option.  Also,  in 
fairness,  the  Nixon  plan  would  have  required  employees  to  pay  up 
to  35  percent. 

Mr.  McDermott.  Now  are  you  saying  that  you  would  support  a 
plan  that  mandated  that  all  employers  had  to  put  a  program  on  for 
their  employees? 
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Mr.  Gradison.  No,  what  I  am  saying  is  that  I  think  the  whole 
question  of  government  mandates,  Federal,  State,  on  employers,  for 
everything  from  workers  compensation  to  health  care  to  the  mini- 
mum wage  to  whatever,  ought  to  be  reexamined.  If  the  Govern- 
ment wants  to  come  along  and  say  we  want  to  phase  in  25  cents  an 
hour  for  each  year  as  a  mandate  for  health  care,  then  we  ought  to 
examine  whether  we  could  relieve  the  employer  of  some  mandate, 
for  example  in  some  other  field,  so  as  to  relieve  the  burden. 

Now  I  don't  see  the  play  portion,  that  mandate,  as  something  we 
can  examine  in  isolation  from  the  total  mandates  which  Govern- 
ment imposes  upon  businesses.  So  if  it  were  strictly  a  play  option 
and  we  weren't  looking  at  any  other  mandates,  I  would  vote  no. 

Mr.  McDermott.  Well,  I  think  the  problem  that  all  of  us  who 
have  looked  at  this  for  any  length  of  time  recognize  is  that  piece- 
meal dealing  with  it  is  very  difficult.  I  will  send  you  a  copy  of  the 
bill  that  Senator  Leahy  and  I  introduced  to  give  States  the  option 
to  develop  their  own  plans  and  have  access  to  Federal  money. 

I  think  that  there  is  some  reason  to  want  to  push  an  idea  like 
letting  States,  as  they  did  in  Canada,  develop  it  State-by-State,  but 
the  difficulty  is  that  you  get  a  very  uneven  system  unless  at  the 
Federal  level  you  have  some  kind  of  standard.  We  talked  earlier 
about  the  Medicaid  Program,  which  is  very  uneven  from  State-to- 
State. 

And  you  are  the  first  person  I  have  ever  heard  say  publicly  that 
we  have  two  standards  of  care  in  this  country:  We  have  what  work- 
ers get  in  their  insurance,  and  then  we  have  the  Medicaid  Program 
which  is  somewhere  below  it,  and  employees  don't  want  to  have 
that  lower  program.  And  I  think  a  crucial  issue  that  can  be  dealt 
with  in  pay-or-play  is  the  issue  of  what  standard  or  what  level  you 
make  the  "play"  option. 

Mr.  Gradison.  May  I  say  with  regard  to  this,  first  of  all  with 
regard  to  play-or-pay,  one  House  of  your  own  legislature  just 
turned  down  a  play-or-pay  option. 

Mr.  McDermott.  No,  they  just  passed  it. 

Mr.  Gradison.  Did  they  reverse  themselves? 

Mr.  McDermott.  They  reversed  themselves,  yes. 

Mr.  Gradison.  Well,  they  have  been  debating  it  and  it  hasn't 
been  easy. 

With  regard  to  Medicaid,  I  remember  discussing  this  issue  that 
we  are  now  talking  about  with  the  health  commissioner  of  one  of 
our  largest  and  most  prosperous  States,  and  he  said  of  Medicaid  in 
his  State,  he  said: 

Medicaid  is  a  hunting  license.  You  have  still  got  to  go  out  and  find  a  doctor,  a 
particular  doctor  who  is  willing  to  provide  the  care  for  the  reimbursement  level  that 
was  provided  in  Medicaid. 

and  this  is  one  of  the  more  generous  States. 

No;  I  think  anyone  who  doesn't  acknowledge  that  we  have  tiered 
medicine  doesn't  understand  the  problem.  My  question  is,  how 
many  tiers?  I  don't  think  there  is  a  question  that  there  is  tiering  in 
the  United  States. 

Mr.  McDermott.  I  think  that  is  one  of  the  problems,  though, 
that  many  of  us  feel  that  everyone  in  the  country  ought  to  have 
access  to  good  quality  health  care  
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Mr.  Gradison.  Agreed. 

Mr.  McDermott  [continuing].  At  an  affordable  rate,  and  if  you 
don't  make  the  Government  programs  meet  that  standard,  then  of 
course  your  objection  to  pay-or-play  makes  sense,  but  I  think  you 
can  make  the  Federal  programs  at  a  proper  standard.  Then  you 
take  away  that  objection.  I  think  that  it  is  not  a  legitimate  criti- 
cism of  pay-or-play  to  say  that  because  presently  the  Government 
programs  are  below,  that  they  cannot  be  raised  to  a  proper  level. 

Mr.  Gradison.  Well,  my  view  of  this  is  that  once  the  Govern- 
ment takes  over  health  insurance  in  the  United  States,  it  is  going 
to  underfund  it.  I  think  it  is  just  a  question  of  time  until  they  un- 
derfund  it.  We  have  underfunded  the  Veterans'  Administration 
medical  centers.  We  have  underfunded  the  Indian  Health  Service 
in  the  United  States. 

One  of  the  main  complaints  in  Canada  about  their  system  right 
now  is  the  question  of  whether  it  is  being  adequately  funded.  I  was 
struck  to  read  the  other  day  that  the  Premier  of  Quebec,  who 
needed  cancer  treatment,  came  down  to  the  United  States.  I  mean, 
they  have  got  some  problems  up  there.  The  grass  is  always  greener 
on  the  other  side  of  the  fence  or  the  other  side  of  the  border. 

And  so  I  think  that  what  we  see  in  Medicare  and  Medicaid, 
frankly,  the  pressure  to  hold  down  those  costs,  perhaps  to  be  a 
stingy  payer,  isn't  some  isolated  situation  that  just  applies  to  those 
programs.  I  think  that  the  more  the  Federal  Government  takes 
over  of  the  health  care  system,  the  tighter  the  funding  is  going  to 
be,  and  that  is  one  of  the  reasons  that  I  am  very  leery  of  putting 
all  our  eggs  in  one  basket.  I  would  rather  have  it  in  50  baskets 
than  have  the  chance  of  it  getting  fouled  up  by  a  series  of  decisions 
made  in  one  place,  whether  that  is  Columbus,  OH,  or  Washington, 
DC. 

Mr.  McDermott.  I  will  send  you  a  copy  of  the  bill. 

Thank  you,  Mr.  Chairman. 

Mr.  Gradison.  I  would  love  to  see  it. 

Mr.  Gibbons.  Let  me  ask  you  a  question  about  tort  reform,  be- 
cause we  hear  a  lot  about  that. 
Mr.  Gradison.  Yes. 

Mr.  Gibbons.  I  realize  that  you  don't  practice  law,  as  I  recall. 
Mr.  Gradison.  That  is  correct. 

Mr.  Gibbons.  And  I  haven't  practiced  for  a  long  time,  and  it  was 
about  50  years  ago  I  was  in  law  school,  so  what  I  have  learned  is 
rather  badly  outdated,  but  how  do  you  propose  to  have  tort  reform? 
Has  there  been  any  discussion  about  that? 

Mr.  Gradison.  Yes,  there  has,  and  there  have  been  a  number  of 
specific  suggestions,  including  the  one  which  the  President  has  in- 
cluded in  his  package,  and  indeed  it  isn't  new.  He  suggested  it  a 
year  ago  in  a  slightly  different  form.  I  will  include  the  details  of 
this  in  the  submission  for  the  record. 

Basically  what  the  President's  plan  would  attempt  to  do  is  six 
things:  first,  eliminate  joint  and  several  liability  for  noneconomic 
damages;  second,  cap  noneconomic  damages;  third,  eliminate  rules 
that  permit  double  recovery;  fourth,  require  structured  awards; 
fifth,  promote  pretrial  alternatives;  and,  finally,  implement  new 
procedures  to  improve  the  quality  of  care.  There  are  many  of  us 
who  feel  that  further  progress  and  research  into  practice  guidelines 
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will  help  to  reduce  the  amount  of  malpractice  controversy  because 
it  will  give  physicians  a  clearer  standard  of  what  the  appropriate 
care  level  should  be  for  a  particular  procedure. 

So  these  are  the  six  specifics  in  the  President's  plan,  yes. 

Mr.  Gibbons.  I  have  to  admit  I  haven't  studied  it,  but  it  sounds 
like  to  me  that  the  President  is  trying  to  preempt  State  law. 

Mr.  Gradison.  Oh,  absolutely. 

Mr.  Gibbons.  So  I  wonder  whether  or  not  we  have  the  constitu- 
tional authority  to  do  that.  I  don't  think  that  the  patient-doctor  re- 
lationship is  interstate  commerce. 

Mr.  Gradison.  I  think  that  question  has  been — well,  I  don't  ques- 
tion— you  are  a  lawyer  but  I  am  not  sure  you  are  right  about  that. 

Mr.  Gibbons.  It  hadn't  been  decided  when  I  was  in  law  school,  I 
know  that,  but  I  am  not  sure  that  we  can  preempt  State  law 
helter-skelter  all  over  the  United  States. 

Mr.  Gradison.  There  are  ways.  For  example,  you  could  make  it  a 
condition  for  State — you  could  make  changes  in  the  State  laws  to 
conform  with  the  Federal  concept  of  tort  reform  conditional  upon 
the  granting  to  the  State  of  Medicaid  funds.  I  mean,  there  are  a  lot 
of  ways  to  do  this.  I  am  sure  we  could  find  a  constitutional  means. 

All  I  was  saying  earlier  is,  and  let  me  state  this  as  clearly  as  I 
can,  virtually  everybody  who  has  looked  at  this  has  said  that  that 
is  part  of  the  cost  and  that  defensive  medicine  causes  a  great  deal 
of  excessive  costs  in  the  system.  So  all  I  am  saying  is,  why  don't 
you  bring  a  bill  to  the  floor  and  let's  debate  it. 

Mr.  Gibbons.  I  don't  doubt  that  it  does.  I  just  have  wondered,  as 
a  lawyer  and  as  a  sort  of  ancient  student  of  the  law,  how  we  would 
go  about  doing  it,  unless  we  just  prohibited  States  from  enacting 
laws  in  that  kind  of  relationship,  and  I  think  they  have  an  inher- 
ent right. 

Mr.  Gradison.  We  could  at  least  do  it  for  Medicare  and  Medic- 
aid, where  we  pay  the  bill. 

Mr.  Gibbons.  I  am  not  so  sure  we  could  do  that,  frankly.  I  don't 
see  how  you  can  do  it.  I  will  have  to  admit  that  it  is  something  that 
I  have  thought  about,  but  I  haven't  discussed  with  a  lot  of  lawyers, 
but  I  am  surprised.  Does  the  President  envision  that  we  would  try 
all  these  matters  now  in  Federal  court? 

Mr.  Gradison.  Oh,  no.  In  fact,  the  attempt  in  this  is  to  try  to 
encourage  the  use  of  alternative  dispute  resolution  mechanisms, 
primarily  arbitration  and  expert  panels,  and  try  to  keep  it  out  of 
the  courts  as  much  as  possible,  in  order  to  not  only  move  these 
cases  but  accelerate  the  decisionmaking  process.  One  of  the  real 
tragedies  in  a  lot  of  these  cases  is  that  so  many  years  go  by  be- 
tween the  treatment  which  prompts  the  malpractice  action  and  the 
ultimate  resolution  that  provides  the  relief  to  those  who  may  have 
been  injured. 

Mr.  Gibbons.  Well,  in  your  experience  have  any  of  the  50  States 
been  able  to  accomplish  this? 

Mr.  Gradison.  A  number  of  States  have  adopted  different  reform 
packages.  There  certainly  is  a  lot  of  dispute  about  whether  they 
work  or  not,  I  acknowledge  that. 

Mr.  Gibbons.  All  right.  Well,  you  know,  just  saying  we  will 
reform  malpractice  is  a  worthy  goal.  I  don't  think  anybody  would 
seriously  defend  the  helter-skelter  system  we  have  now  got,  but 
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when  you  get  into  it,  it  is  a  little  knottier  than  just  saying,  "We 
have  got  to  reform  malpractice  insurance." 
Thank  you. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 
Mr.  Gibbons.  Very  interesting  comments. 

Mr.  Gradison.  It  is  kind  of  awesome,  as  a  member  of  this  com- 
mittee, to  see  it  from  this  perspective. 
Thank  you. 

Mr.  Gibbons.  Well,  let's  go  to  the  U.S.  Chamber,  the  Health 
Equity  Action  League,  and  the  National  Restaurant  Association, 
Mr.  Josephs,  Ms.  Bailey,  and  Mr.  Gorman. 

Lady  and  gentlemen,  we  will  put  your  remarks  in  the  record,  so 
would  you  please  summarize  as  best  you  can? 

Let's  go  first  to  Mr.  Jeffrey  Joseph. 

STATEMENT  OF  JEFFREY  H.  JOSEPH,  VICE  PRESIDENT, 
DOMESTIC  POLICY,  U.S.  CHAMBER  OF  COMMERCE 

Mr.  Joseph.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be 
here,  and  we  are  pleased  to  have  the  opportunity,  and  I  appreciate 
you  putting  the  remarks  into  the  record. 

I  think  no  doubt  we  could  spend  another  decade  or  two  debating 
the  best  way  to  tie  off  every  loose  end  in  the  health  care  debate, 
but  the  problems  facing  us  would  continue  to  grow,  and  the  cham- 
ber strongly  believes  that  progress  is  needed  and  can't  be  delayed 
any  longer.  That  is  a  conviction  that  a  number  of  people  on  this 
committee  share. 

The  way  to  get  started  is  not  to  plunge  into  sweeping  changes 
that  have  as  much  chance  of  swamping  the  system  as  of  saving  it. 
Instead,  we  need  to  identify  and  pursue  reforms  in  those  areas 
where  we  agree  that  change  is  most  meaningful  and  feasible,  and 
this  is  what  the  President  has  tried  to  do. 

The  major  focus  of  the  President's  package  is,  of  course,  the 
small  business  community.  That  is  where  the  coverage  gap  is.  The 
President's  proposal  addresses  a  number  of  concerns.  Prominent 
among  these  are  reform  of  the  small  group  insurance  market,  limi- 
tations on  premium  increases  and  variation,  100  percent  deductibil- 
ity of  health  expenses  for  the  self-employed,  and  restrictions  on  ex- 
cluding preexisting  conditions  from  coverage.  And  that  last  item 
benefits  workers  very  directly,  obviating  their  fear  about  job  lock 
and  loss  of  insurability  through  job  change. 

An  idea  with  real  resonance  for  chamber  members  is  the  cre- 
ation of  a  mechanism  for  pooled  purchasing  of  insurance  by  small 
businesses.  Large  companies  currently  have  an  advantage  in  their 
ability  to  self-insure  or  purchase  insurance  policies  at  lower  rates 
than  smaller  businesses,  and  the  health  insurance  network  that 
is  proposed  would  offer  that  same  sort  of  advantage  to  smaller 
businesses. 

While  a  focus  on  small  business  can  do  a  lot  to  reduce  the  ranks 
of  the  uninsured,  not  all  of  them  can  be  reached  through  the  em- 
ployment-based system.  Nearly  30  percent  of  the  uninsured  popula- 
tion have  incomes  below  the  poverty  level,  and  so  the  centerpiece 
of  the  President's  proposal,  the  tax  credits  and  deductions,  was 
drafted  primarily  to  deal  with  this  population. 
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The  chamber's  own  health  care  policy  has  called  for  an  expan- 
sion of  Medicaid  for  a  number  of  years  and  also  to  allow  persons 
with  incomes  between  100  and  150  percent  of  the  poverty  level  to 
buy  into  coverage  under  Medicaid.  The  President's  credit  or  deduc- 
tion provision  is  designed  to  accomplish  essentially  the  same  thing, 
but  it  is  a  bit  different,  and  our  employers'  council  on  health  care 
is  taking  a  close  look  at  this  alternative. 

The  President's  plan  goes  beyond  the  chamber  proposal  in  broad- 
ening health  insurance  deductions  for  the  middle  class,  and  also 
there  is  a  concern  that  the  plan  could  encourage  employers  to 
reduce  coverage  for  low-wage  workers  in  order  to  maximize  use  of 
the  new  credit,  essentially  creating  a  cost  shift  to  government. 
Now,  given  the  amount  of  cost  shifting  that  has  occurred  in  the 
other  direction,  this  could  be  perceived  as  a  step  toward  equity,  but 
whether  it  is  good  public  policy  is  another  question. 

The  credit  or  deduction  provision  has  also  come  under  fire  for 
failing  to  incorporate  revenue  measures  to  offset  its  eventual  esti- 
mated $35  billion  price  tag.  This  is  of  concern  to  the  chamber,  for 
we  will  not  support  a  financing  mechanism  that  relies  on  increased 
business  taxes.  However,  I  might  point  out  that  almost  every 
health  care  proposal  seems  to  omit  most  of  the  financing. 

The  President's  plan  contains  a  number  of  health  care  cost  con- 
trol features.  You  just  mentioned,  Mr.  Chairman,  malpractice 
reform.  To  quote  Congressman  Gephardt,  I  think  that  is  something 
that  stands  out  very  clearly  as  one  of  the  dumb  things  that  has  to 
be  fixed. 

A  second  initiative  is  the  expansion  of  managed  care  arrange- 
ments in  both  the  public  and  private  sectors.  To  date,  Medicare 
and  Medicaid  have  made  little  use  of  managed  care,  and  we  strong- 
ly endorse  the  President's  desire  to  change  this. 

Let  me  talk  about  data  collection  for  a  minute.  It  cries  out  for 
attention.  Providers  and  payers  must  work  together  to  promote  im- 
proved information  management  technologies  in  the  health  care 
system.  Better  information  has  implications  for  direct  patient  care, 
with  the  potential  to  reduce  unnecessary  treatments  that  may  add 
as  much  as  $75  billion  a  year  to  the  cost  of  health  care.  Better  data 
would  enable  the  development  of  quality  measurement  systems  and 
facilitate  the  adoption  of  practice  guidelines  and  outcome  assess- 
ments throughout  the  medical  profession. 

More  directly,  information  management  is  a  major  factor  in  ad- 
ministrative cost  reduction.  The  President's  plan  calls  for  the  de- 
velopment and  implementation  of  standardized  claim  forms,  elec- 
tronic billing  by  providers,  electronic  benefit  cards,  simplified  utili- 
zation review,  and  a  computerized  patient  record  system,  in  all  of 
which  the  chamber  concurs  and  all  of  which  would  add  to  the  sim- 
plicity of,  in  an  electronic  sense,  dealing  with  a  single  unified 
payer. 

The  chamber  agrees  with  the  President  that  the  gulf  separating 
consumers  from  decisions  about  the  cost  and  quality  of  health  care 
must  be  bridged.  This  entails  both  the  development  of  consumer 
cost  consciousness  and  attention  to  healthy  lifestyle  choices,  and 
the  President's  promotion  of  prevention  services  is  appropriate  and 
desirable  in  this  context. 
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In  conclusion,  the  chamber  shares  the  philosophy  behind  the 
President's  health  care  proposal  and  endorses  many  of  its  specific 
provisions.  Other  provisions  need  more  study,  and  the  question  of 
financing  has  yet  to  be  resolved.  We  urge  this  committee  to  consid- 
er seriously  the  President's  and  look  forward  to  working  with  you 
on  this  journey. 

Thank  you. 

[The  prepared  statement  of  follows:] 
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STATEMENT 
on 

THE  PRESIDENTS  HEALTH  CARE  PROPOSAL 
before  the 

HOUSE  COMMITTEE  ON  WAYS  AND  MEANS 
for  the 

U.S.  CHAMBER  OF  COMMERCE 
by 

Jeffrey  H.  Joseph 
March  3,  1992 

Mr.  Chairman  and  members  of  the  Committee,  my  name  is  Jeff  Joseph.  I  am  Vice 
President,  Domestic  Policy,  of  the  U.S.  Chamber  of  Commerce.  With  me  is  Lisa  Sprague, 
the  Chamber's  manager  of  employee  benefits  policy. 

The  Chamber  is  pleased  to  have  this  opportunity  to  testify  today  on  the  critical  issue 
of  health  care  reform  and  to  present  our  views  on  a  proposal  that,  while  not  perfect,  takes 
what  we  believe  is  the  best  approach  to  reform 

I 

Let  me  first  address  this  idea  of  "perfection."  All  parties  in  the  health  care  debate 
agree  that  change  is  needed,  yet  the  nation  is  still  very  far  from  harmonious  agreement  on 
what  the  change  should  encompass.  There  are  those  who  feel  that  the  incremental  approach 
the  Chamber  has  called  for  and  President  Bush  has  adopted  is  not  dramatic  enough,  not 
comprehensive  enough  -  in  short,  not  perfect  The  President's  proposal  is  in  fact 
comprehensive,  but  perhaps  does  not  move  toward  universal  coverage  as  quickly  as  some 
might  wish. 

No  doubt  we  could  spend  another  decade  debating  the  best  way  to  tie  off  every  loose 
end.  Meanwhile,  the  problems  facing  us  would  continue  to  grow.  The  Chamber  strongly 
believes  that  progress  need  not  and  must  not  be  delayed  any  longer  -  a  conviction  you  also 
expressed,  Mr.  Chairman,  in  introducing  your  small-business  bill,  H.R.  3626. 

The  way  to  get  started  is  not  to  plunge  into  sweeping  changes  that  have  as  much 
chance  of  swamping  the  system  as  of  saving  it.  Instead,  we  need  to  identify  and  pursue 
reform  in  those  areas  where  we  agree  that  change  is  both  meaningful  and  feasible.  This  is 
what  the  President  has  tried  to  do. 

EXPANDING  ACCESS  -  SMALL  BUSINESS 

Like  H.R.  3626  or  Representative  Ireland's  H.R.  3923,  a  major  focus  of  the 
President's  package  is  small  business.  It  is  well-known  to  this  Committee  that  the  largest 
gap  in  insurance  coverage  is  experienced  by  workers  (and  their  dependents)  employed  by 
small  businesses.  A  1990  survey  by  the  Health  Insurance  Association  of  America  found  that 
only  27  percent  of  firms  with  fewer  than  10  employees  offered  health  insurance,  compared 
with  98  percent  of  those  with  100  or  more  employees.  Because  so  many  businesses  fall  into 
the  former  category,  in  the  aggregate  58  percent  of  all  companies  do  not  offer  health 
insurance.  (It  should  also  be  noted,  however,  that  80  percent  of  employees  work  in  firms 
that  do  offer  coverage.) 

A  Small  Business  Administration  survey  of  companies  that  do  not  offer  health 
insurance  showed  that  the  two  primary  reasons  were  lack  of  profitability  and  the  high  cost 
of  purchasing  insurance.  Both  of  these  negatives  have  been  exacerbated  by  the  economic 
recession.  Small  businesses  face  higher  administrative  costs,  limited  access  to  managed  care 
plans,  costly  state  benefit  mandates  that  preclude  the  purchase  of  basic  coverage,  and  a 
limited  and  temporary  tax  deduction  for  self-employed  small-business  owners. 

One  response  to  this  well-documented  coverage  gap  has  been  to  propose  an  employer 
mandate.  But  what  we  hear  from  the  Chamber's  small-business  members  is  some  variation 
on  this  statement  by  one  of  them:  "They  can  pass  a  law  saying  that  I  have  to  provide 
insurance.  Trouble  is,  nobody  has  figured  out  how  to  write  the  law  that  mandates  I  can 
afford  it,  and  still  stay  in  business."  Particularly  in  this  economy,  businesses  already 
struggling  to  hang  on  believe  that  mandatory  health  insurance  would  push  them  over  the 
edge.   Indeed,  the  Urban  Institute  recently  calculated  that  mandated  insurance  would 
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produce  a  71  percent  aggregate  cost  increase  for  small  business.  How  many  would  close 
their  doors  as  a  result?  However  genuine  the  need  for  health  insurance,  if  it  comes  to  a 
choice,  most  people  would  still  rather  have  a  job. 

The  President's  proposal  addresses  the  small-business  problem  in  a  number  of  ways, 
with  some  elements  common  to  other  proposals  before  Congress.  Prominent  among  these 
is  reform  of  the  small  group  insurance  market  to  provide  for  guaranteed  availability  and 
renewability  of  coverage,  limitations  on  premium  increases  and  variation,  100  percent 
deductibility  of  health  expenses  for  the  self-employed,  and  restrictions  on  excluding 
preexisting  conditions  from  coverage.  The  last  element  benefits  workers  very  directly, 
obviating  their  fears  about  "job  lock"  and  loss  of  insurability  through  job  change. 

Another  element  in  the  President's  proposal  with  real  resonance  for  Chamber 
members  is  the  creation  of  a  mechanism  to  facilitate  pooled  purchasing  of  insurance  by 
small  business.  Large  companies  currently  have  an  advantage  in  their  ability  to  self-insure 
or  to  purchase  insurance  policies  at  lower  rates  than  small  businesses.  The  Health 
Insurance  Network  (HIN)  mechanism  would  offer  the  same  advantage  to  small  businesses 
by  enabling  them  to  band  together.  Current  efforts  to  create  such  arrangements  have  been 
hampered  by  the  regulatory  uncertainty  and  controversy  surrounding  what  are  now  known 
as  multiple-employer  welfare  arrangements  (MEWAs).  The  HIN  mechanism  would  resolve 
this  confusion.  Further,  it  would  exempt  small  businesses  from  the  tyranny  of  state  benefit 
mandates  and  anti-managed  care  laws. 

EXPANDING  ACCESS  -  THE  POOR 

While  a  focus  on  small  business  can  do  much  to  reduce  the  ranks  of  the  uninsured, 
we  cannot  lose  sight  of  the  fact  that  not  all  of  them  will  be  reached  effectively  through  an 
employment-based  system  Whether  employed  or  not,  nearly  30  percent  of  the  uninsured 
population  have  incomes  below  the  federal  poverty  level.  What  many  view  as  the 
centerpiece  of  the  President's  proposal  -  tax  credits  and  deductions  for  the  purchase  of 
health  insurance  -  was  drafted  primarily  to  deal  with  this  population. 

The  Chamber's  own  policy  on  health  care  reform  has  taken  a  slightly  different 
approach.  It  calls  for  the  expansion  of  the  Medicaid  program  to  bring  it  back  into  line  with 
its  original  intent:  to  provide  access  to  basic  health  care  for  the  poor.  At  present,  Medicaid 
serves  less  than  half  its  target  population.  In  addition,  the  Chamber  supports  a  procedure 
whereby  persons  with  incomes  between  100  and  150  percent  of  the  poverty  level  would  be 
permitted  to  purchase,  for  a  sliding-scale  premium,  primary  care  coverage  under  Medicaid. 

The  President's  credit  or  deduction  is  designed  to  accomplish  essentially  the  same 
thing.  States  would  be  given  the  authority  to  combine  current  Medicaid  funding  with  new 
credit-generated  funding  to  develop  a  single  unified  health  plan  for  low-income  residents. 
The  Chamber's  Employers'  Council  on  Health  Care  is  taking  a  close  look  at  this  alternative. 
The  President's  plan  goes  beyond  the  Chamber  proposal  in  broadening  health  insurance 
deductions  for  the  middle  class.  Also,  there  is  a  concern  that  the  plan  could  encourage 
employers  to  reduce  coverage  for  low-wage  workers  in  order  to  maximize  use  of  the  new 
credit,  causing  a  cost-shift  to  the  government.  Given  the  amount  of  cost-shifting  that  has 
occurred  in  the  other  direction,  this  could  be  perceived  as  a  step  toward  equity,  but  whether 
it  is  good  public  policy  is  another  question. 

The  credit  or  deduction  provision  has  come  under  fire  for  failing  to  incorporate 
revenue  measures  to  offset  its  estimated  $35  billion  annual  price  tag  (when  fully  phased  in). 
This,  too,  is  of  concern  to  the  Chamber.  We  will  not  support  a  financing  mechanism  that 
relies  on  increased  business  taxes.  However,  I  might  point  out  that  the  financing  omission 
is  one  that  seems  common  to  health  care  reform  proposals.  The  Urban  Institute  Study, 
referenced  earlier,  projects  a  financing  shortfall  of  $36.4  billion  annually  if  a  play-or-pay 
package  is  adopted. 

A  second  criticism  leveled  at  the  credit  or  deduction  provision  is  that  the  credit  is 
inadequate  to  provide  real  incentive  for  the  purchase  of  health  insurance.  Questions  are 
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raised  as  to  whether  those  eligible  for  the  credit  will  be  able  to  find  insurance  that  does  not 
cost  them  far  more  than  the  amount  of  the  credit.  These  doubts  apparently  ignore  the 
challenge  to  states  that  is  built  into  the  President's  package.  States  are  charged  with 
developing  a  basic  benefits  package  equal  to  the  value  of  the  credit.  With  the  jettisoning 
of  existing  benefit  mandates  and  anti-managed  care  laws,  and  the  cooperation  of  the 
insurance  industry,  the  Chamber  believes  this  can  be  done. 

COST  CONTAINMENT 

The  President's  plan  contains  a  number  of  features  designed  to  reduce  health  care 
expenditures.  First  among  these  is  malpractice  reform  It  has  been  demonstrated  (notably 
in  a  1990  study  by  the  Harvard  School  of  Public  Health)  that  the  current  malpractice  system 
fails  to  deliver  appropriate  and  timely  compensation  to  patients  who  have  been  injured 
through  negligence.  Likewise,  it  has  been  shown  that  a  perceived  need  to  protect 
themselves  against  potential  liability  claims  leads  physicians  to  practice  defensive  medicine, 
adding  to  the  cost  of  medical  services  without  concomitant  benefit  to  patients.  In  general, 
this  subject  has  been  researched  and  discussed  ad  nauseam  It  is  time  to  take  action,  and 
the  President's  proposal  offers  a  reasonable  blueprint  for  doing  so. 

A  second  initiative  to  reduce  health  care  costs  is  the  expansion  of  managed  care 
arrangements  in  both  the  public  and  private  sectors.  Use  of  managed  care  programs  by 
private  plan  sponsors  has  been  growing  steadily.  Employees  enrolled  in  them  report  a  high 
level  of  satisfaction,  while  sponsors  report  success  in  reining  in  cost  increases.  To  date, 
Medicare  and  Medicaid  have  made  little  use  of  managed  care  techniques.  The  Chamber 
very  strongly  endorses  the  President's  desire  to  change  this.  As  a  second  step,  the  federal 
government  should  join  with  private  employers  in  collecting  data  about  the  effectiveness  and 
outcomes  of  managed  care  arrangements. 

Data  collection  generally  is  an  undertaking  that  cries  out  for  attention.  Providers  and 
payors  (again,  both  public  and  private)  must  work  together  to  promote  the  introduction  of 
improved  information  management  technologies  in  the  health  care  system  There  are 
several  reasons  for  this.  Better  information  management  and  availability  have  implications 
for  direct  patient  care,  with  the  potential  to  reduce  the  unnecessary  and/or  inappropriate 
treatments  that  have  been  estimated  to  add  as  much  as  $75  billion  per  year  to  the  cost  of 
health  care.  Better  data  would  enable  the  development  of  quality  measurement  systems  that 
go  beyond  after-the-fact  morbidity  and  mortality  statistics.  This  development  process  must 
include  the  dissemination  and  adoption  of  practice  guidelines  and  outcomes  assessments 
throughout  the  medical  profession- 
More  directly,  information  management  is  a  major  factor  in  administrative  cost 
reduction.  The  President's  plan  calls  for  the  development  and  implementation  of 
standardized  claims  forms,  electronic  billing  by  providers,  electronic  benefit  cards  for  policy 
holders,  simplified  utilization  review,  and  a  computerized  patient  record  system,  in  all  of 
which  the  Chamber  concurs. 

The  President  also  calls  on  states  to  develop  systems  to  provide  consumers  with 
access  to  information  on  the  cost  of  services  and  quality  of  care  provided  by  hospitals, 
physicians,  laboratories,  and  other  health  care  providers.  The  Chamber  agrees  that  the  gulf 
separating  consumers  from  decisions  about  the  cost  and  quality  of  their  health  care  must  be 
bridged.  This  entails  both  the  development  of  what  is  now  an  all-but-absent  consumer  cost- 
consciousness  and  attention  to  healthy  lifestyle  choices  (diet,  exercise,  alcohol  and  tobacco 
consumption,  etc.).  The  President's  promotion  of  prevention  services  is  appropriate  and 
desirable  in  this  context 

CONCLUSION 

The  Chamber  shares  the  philosophy  behind  the  President's  health  care  proposal,  and 
endorses  many  of  its  specific  provisions.  Other  provisions  need  more  study,  and  the 
question  of  financing  has  yet  to  be  resolved.  We  urge  the  Committee  to  consider  seriously 
the  President's  approach,  and  anticipate  moving  forward  with  you  on  the  road  to  health  care 
reform 
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Mr.  Gibbons.  All  right.  Ms.  Bailey. 

Ms.  Bailey.  Mr.  Chairman,  if  Mr.  Gorman  can  go  first,  I  am 
going  to  supplement  his  remarks  in  the  interest  of  time,  because 
we  are  both  representing  the  Healthcare  Equity  Action  League. 

Mr.  Gibbons.  All  right.  Well,  go  ahead. 

STATEMENT  OF  MARK  GORMAN,  SENIOR  DIRECTOR,  GOVERN- 
MENT AFFAIRS,  NATIONAL  RESTAURANT  ASSOCIATION,  ON 
BEHALF  OF  THE  HEALTHCARE  EQUITY  ACTION  LEAGUE 

Mr.  Gorman.  Thank  you,  Mr.  Chairman. 

My  name  is  Mark  Gorman.  I  am  senior  director  for  government 
affairs  at  the  National  Restaurant  Association.  I  am  testifying 
today  on  behalf  of  the  Healthcare  Equity  Action  League,  which  is 
better  known  as  HEAL,  whose  members  represent  over  1  million 
businesses  and  about  35  million  employees  in  this  country. 

Our  membership  represents  a  broad  spectrum  and  it  unites 
around  a  few  basic  points  of  view:  that  the  status  quo  is  no  longer 
acceptable  in  health  care.  It  is  not  any  more  acceptable  for  the 
business  community,  particularly  small  businesses  who  are  at- 
tempting to  afford  and  provide  health  insurance  for  their  employ- 
ees, no  more  acceptable  for  them  than  it  is  for  employees  and  the 
unemployed  who  have  no  health  care  coverage. 

We  believe  that  costs  must  be  brought  under  control  by  restoring 
free  market  conditions  in  the  health  care  system,  and  that  control- 
ling costs  is  the  only  way  of  improving  access  to  quality  care  for 
the  vast  majority  of  Americans. 

Mr.  Chairman,  this  committee  heard  testimony  from  HEAL  and 
its  prescriptions  for  health  care  reform  late  last  year,  so  I  won't 
dwell  on  those  details,  but  we  do  appreciate  your  invitation  to  be 
here  to  comment  on  President  Bush's  recent  proposal  for  compre- 
hensive health  care  reform.  We  are  pleased  to  see  that  his  plan  is 
consistent  in  many  respects  with  HEAL's  guiding  principles  and,  I 
might  add,  consistent  in  many  ways  with  Chairman  Rostenkowski's 
bill,  H.R.  3626;  Chairman  Bentsen's  bill,  S.  1872;  and  other  legisla- 
tion such  as  the  bills  introduced  by  Mrs.  Johnson,  Mr.  Chandler, 
Senator  Chafee,  and  others. 

Let  me  take  a  minute  to  briefly  outline  HEAL's  position  in  rela- 
tion to  the  President's  plan.  First,  HEAL  endorses  the  full  preemp- 
tion of  State  health  insurance  mandates.  Many  small  businesses 
would  provide  insurance  but  they  simply  can't  afford  it,  and  in 
part  this  is  due  to  State  laws  that  dictate  a  host  of  expensive  bene- 
fits that  must  be  included  even  in  basic  health  care  policies,  so 
HEAL  applauds  the  President's  plan  for  recognizing  this  problem 
and  proposing  reforms  that  would  allow  businesses  to  provide  basic 
coverage  and  prevent  States  from  limiting  flexibility  in  health 
plans. 

Second,  both  HEAL's  plan  and  the  President's  program  would 
limit  States  from  restricting  managed-care  programs  such  as 
HMO's.  Eliminating  these  barriers  would  empower  us  as  insurance 
purchasers  to  help  bring  down  costs  by  becoming  more  intelligent 
purchasers  of  health  services. 

Third,  the  President's  plan  is  consistent  with  HEAL's  call  for  re- 
forms in  the  small  business  health  insurance  market.  The  Presi- 
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dent's  plan  would  make  health  insurance  more  affordable  by  re- 
moving premium  disparities  across  groups  of  businesses,  requiring 
insurers  to  provide  health  coverage  to  anyone  who  wants  to  pur- 
chase it,  regardless  of  health  status  or  preexisting  conditions,  and 
by  guaranteeing  that  coverage  would  be  renewable. 

Fourth,  the  President's  plan  would  equalize  tax  incentives  for 
health  care  coverage  by  allowing  unincorporated  businesses  the 
same  100-percent  tax  deduction  for  premium  costs  or  a  tax  credit 
which  is  specified  in  the  President's  plan,  whichever  would  be 
larger.  HEAL  fully  supports  this. 

Fifth,  Mr.  Chairman,  the  HEAL  coalition  endorses  getting  better 
information  to  consumers  about  how  to  purchase  health  care  and 
about  which  treatments  are  more  effective.  In  that  regard  we  do 
support  the  President's  plan  for  a  Blue  Book  that  would  explain 
the  local  health  care  market  to  consumers,  to  give  them  some 
standards  for  comparison  shopping. 

Sixth,  the  President's  plan  would  take  the  critical  step  of  ad- 
dressing the  high  costs  of  malpractice  litigation,  which  is  certainly 
a  substantial  cost  of  health  care  today,  the  defensive  medicine  that 
is  required  by  excessive  litigation  as  well  as  a  substantial  contribu- 
tor to  the  increasing  rate  of  health  expenditures. 

And,  finally,  HEAL  supports  the  continued  innovations  in  health 
care  purchasing  and  delivery  arrangements  to  cut  costs  in  any  way 
possible.  For  example,  HEAL  supports  the  President's  Health  In- 
surance Networks  that  would  allow  small  companies  to  pool  togeth- 
er to  self-insure  and  provide  basic  policies  for  employees. 

Let  me  say  that  the  President's  proposal  is  much  broader  than 
HEAL's  focus  on  health  care  issues.  The  President's  plan  for  trans- 
ferable health  insurance  certificates,  for  example,  is  an  issue  that 
we  have  not  addressed.  Our  coalition  is  primarily  a  business  coali- 
tion and  has  focused  largely  on  changes  that  would  help  employers 
find  and  afford  coverage  for  workers. 

We  applaud  the  intent  of  the  President's  reforms.  Several  of  his 
proposals  we  do  note  require  or  would  require  substantial  revenue, 
such  as  his  voucher  system,  and  we  are  inclined  to  reserve  our 
judgment  on  issues  such  as  that  until  a  means  to  finance  them  has 
become  clearer. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  MARK  GORMAN,  SENIOR  DIRECTOR  OF  GOVERNMENT 
AFFAIRS,  NATIONAL  RESTAURANT  ASSOCIATION, 
ON  BEHALF  OF  THE  HEALTHCARE  EQUITY  ACTION  LEAGUE 

Mr.  Chairman  and  members  of  the  Committee,  my  name  is  Mark  Gorman.  I  am  senior 
director  of  government  affairs  for  the  National  Restaurant  Association,  the  leading  trade 
group  for  the  nation's  710,000-unit  foodservice  industry. 

I  testify  today  on  behalf  of  the  Healthcare  Equity  Action  League,  also  known  as  HEAL. 
Last  October,  the  National  Restaurant  Association  was  one  of  the  founding  members  of 
HEAL.  Since  then,  over  400  major  firms  and  organizations  have  signed  up  as  members. 
HEAL  now  represents  more  than  one  million  employers  and  35  million  employees.  We  are 
a  diverse  group.  Our  roster,  which  continues  growing,  includes  small  businesses, 
corporations,  associations,  health  care  providers,  and  insurers.  I  have  attached  a  list  of 
HEAL's  members  for  the  committee's  information. 

Our  message  is  simple:  We  need  help  in  bringing  down  health  insurance  costs. 

And  our  message  is  immediate:  We  need  help  TODAY.  We  represent  the  businesspeople 
who  struggle  each  day  with  the  high  costs  and  the  administrative  hassles  of  today's  health 
insurance  market.  We  know  that  the  ONLY  way  we  can  solve  the  access  problem  is  by 
solving  the  cost  problem. 

Despite  our  diversity,  members  of  HEAL  have  agreed  on  seven  fundamental  principles  for 
reform.  Thejse"are  practical  changes.  In  many  cases,  they  appear  on  the  lists  of  both 
Democrats  and  Republicans  in  Congress. 

These  reforms  build  on  the  strengths  of  the  current  system,  including  freedom  of  choice, 
high-quality  care,  and  flexibility  in  health  care  delivery.  There  is  a  reason  behind  the  unique 
consensus  on  these  reforms:  Everyone  involved  in  the  debate  recognizes  that  these  market- 
oriented  changes  would  mean  health  insurance  coverage  for  millions  of  uninsured 
Americans  ~  without  jeopardizing  jobs  or  business  viability. 

I'm  here  today  to  talk  about  President  Bush's  recent  proposal  for  comprehensive  health  care 
reform.  We  were  pleased  to  see  that  his  plan  is  consistent  in  many  respects  with  HEAL's 
guiding  principles.  Let  me  take  a  minute  to  briefly  outline  HEAL's  position  in  relation  to 
the  President's  plan: 

■  First,  HEAL  endorses  the  full  preemption  of  state  health  insurance  mandates. 
Many  small  businesses  would  provide  insurance  but  they  simply  cannot  afford 
it.  In  part,  this  is  due  to  the  state  laws  that  dictate  a  host  of  expensive 
benefits  that  must  be  included  even  in  basic  policies,  thus  pricing  these  plans 
out  of  the  range  of  small  companies.  HEAL  applauds  the  President's  plan 
for  recognizing  this  problem  and  proposing  ERISA  reforms  that  would  allow 
businesses  to  provide  basic  coverage  and  prevent  states  from  limiting 
flexibility  in  health  plans. 

■  Second,  the  President's  plan  acknowledges  the  tremendous  growth  in 
coordinated  care  over  the  past  decade  and  the  positive  effect  this  has  had  on 
price  competition  among  providers.  Both  HEAL's  plan  and  the  President's 
program  would  limit  states  from  restricting  managed  care  programs. 
Eliminating  these  barriers  would  empower  us  ~  as  insurance  purchasers  -  to 
continue  to  help  bring  down  costs. 

■  Third,  the  President's  plan  appears  to  be  completely  consistent  with  HEAL's 
calls  for  reforms  in  the  small  business  health  insurance  market.  Small 
businesses  today  face  an  insurance  market  that  is  unpredictable,  arbitrary,  and 
unaccountable  to  its  customers. 
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The  President's  plan  would  make  health  insurance  more  affordable  by 
removing  premium  disparities  across  groups  of  businesses;  requiring  insurers 
to  provide  coverage  to  anyone  who  requests  it,  regardless  of  health  status  or 
pre-existing  conditions;  and  guaranteeing  that  coverage  would  be  renewable. 
All  these  are  fully  consistent  with  HEAL's  beliefs  and  we  urge  the  committee 
to  help  deliver  relief  in  this  area. 

■  Fourth,  the  President's  plan  would  entitle  owners  of  unincorporated 
businesses  to  either  a  100%  tax  deduction  for  premium  costs  or  the  applicable 
tax  credit,  whichever  would  be  greater.  HEAL  fully  supports  this  change. 
Many  of  the  sole  proprietors  and  owners  of  partnerships  or  S-corporations 
among  HEAL's  membership  believe  that  the  current  situation  --  which  allows 
corporations  a  100%  tax  deduction  but  limits  other  business  owners  to  a  25% 
deduction  -  has  discouraged  many  small  businesses  from  obtaining  coverage. 

■  Fifth,  HEAL  endorses  getting  better  information  to  consumers  about  how  to 
purchase  health  care,  and  about  which  treatments  are  the  most  effective.  A 
market  economy  works  only  when  consumers  have  access  to  reliable 
information  about  prices  and  products.  Medical  care  services  and  products 
should  be  no  different  than  others.  HEAL  supports  the  President's  plan  for 
a  "blue  book"  that  would  explain  the  local  health  care  market  to  consumers 
and  give  them  some  standards  for  comparing  information  on  price  and 
quality. 

■  Sixth,  the  President's  plan  would  take  a  critical  step  in  addressing  the  high 
costs  of  malpractice  litigation.  Giving  health  care  providers  a  reasonable 
degree  of  protection  from  the  costs  of  exorbitant  litigation  will  remove  one 
the  major  reasons  health  care  professionals  routinely  prescribe  unnecessary 
and  expensive  care. 

■  And  seventh,  HEAL  supports  continued  innovations  in  health  care  purchasing 
arrangements  and  delivery  to  cut  costs  in  any  way  possible.  For  example, 
HEAL  supports  President  Bush's  call  for  Health  Insurance  Networks  that 
would  allow  small  companies  to  pool  together  to  self-insure  and  provide  basic 
policies  for  employees. 

Finally,  let  me  say  that  the  President's  proposal  is  much  broader  than  HEAL's  focused  set 
of  reforms.  President  Bush's  plan  for  transferable  health  insurance  certificates,  for  example, 
is  one  area  we  have  not  addressed.  Because  our  employees  are  as  much  the  victims  of  high 
medical  care  costs  as  smaller  employers  are,  we  believe  these  steps  would  help.  However, 
HEAL  is  primarily  a  business  coalition  and  has  focused  largely  on  the  changes  that  would 
help  employers  find  and  afford  coverage  for  workers.  Like  all  Americans,  we  are  concerned 
about  access  to  health  care  for  the  unemployed  and  uninsured.  We  applaud  the  intent  of 
President  Bush's  reforms,  but  several  of  his  proposals  will  require  substantial  revenues  and 
we  are  inclined  to  reserve  our  judgment  until  the  means  to  finance  them  has  become 
clearer. 

HEAL  believes  the  reforms  proposed  by  President  Bush  and  addressed  above  will  lessen 
the  current  problem,  which  has  indeed  reached  crisis  levels.  This  crisis  demands  immediate 
attention  —  and  this  immediacy  is  impossible  without  consensus.  Many  of  the  items  of  the 
President's  list  echo  those  on  the  lists  of  both  Republicans  and  Democrats  in  Congress,  as 
well  as  HEAL's  seven  principles.  That's  why  we  believe  these  are  enactable  right  now  and 
can  provide  the  immediate  relief  the  employer  community  seeks. 

HEAL's  broad  membership  proves  that  private-sector  support  for  the  reforms  mentioned 
above  is  both  wide  and  deep.  We  have  made  a  serious  commitment  to  work  with  you  and 
others,  Mr.  Chairman,  to  get  these  changes  enacted  into  law. 
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Healthcare  Equity  Action  League  (HEAL) 

STEERING  COMMITTEE 


Aetna  Life  &  Casualty 

American  Apparel  Manufacturers  Association 

American  Association  of  Preferred  Provider  Organizations 

American  Bakers  Association 

American  Cement  Alliance 

American  Cyanamid  Company 

American  Farm  Bureau 

American  Furniture  Manufacturers  Association 

American  Hardware  Manufacturers  Association 

American  Hotel  &  Motel-Association 

American  Institute  of  Architects 

American  International  Hospital 

American  Managed  Care  &  Review  Association 

American  Trucking  Association,  Inc. 

AMCEN  Inc. 

Amway  Corporation 

Associated  Builders  and  Contractors 

Associated  Equipment  Distributors 

Associated  Landscape  Contractors  of  America 

Association  for  Suppliers  of  Printing  and  Publishing 

Technologies 
Association  of  Health  Insurance  Agents 
Hie  Beer  Institute 

Beneficial  Management  Corporation 
Rurroughs  Wellcome  Company 
Cancer  Treatment  Centers  of  America 
Carl  Karchcr  Enterprises 
Catcrair  International  Corporation 
Central  Reserve  Life  Insurance  Company 
The  CIGNA  Corporation 
Citizens  for  a  Sound  Economy 
Council  of  Smaller  Enterprises 
L:.li  Lilly  &  Company 
Employee  Benefits  South,  Inc. 
Evansion  Hospital  Corporation 
Federation  of  American  Health  Systems 
Florists'  Transworld  Delivery  Association 
Food  Marketing  Institute 
The  Grand  Union  Company 
Group  Health  Association  of  America 
Hampshire  House 
I  lamian  Management  Corporation 
Harris  Methodist  Health  System 
Health  Industry  Distributors  Association 
Health  Industry  Manufacturers  Association 
Health  Insurance  Association  of  America 
Health  Midwest 
Health  One 

Healthcare  Leadership  Council 
I  lershcy  Fcxxls  Corporation 
I  lillcrcst  Baptist  Medical  Center 
Holiday  Inn  Worldwide 
Humana  Inc. 

Industrial  Distribution  Association 


International  Mass  Retail  Association 

John  Hancock  Mutual  Life  Insurance  Company 

Kimberiy  Quality  Care 

The  Law  Offices  of  Deborah  Siselman 

Marriott  Corporation 

Massachusetts  Mutual  Life  Insurance  Company 

McDonald's  Corporation 

Melrose  Diner,  Inc. 

Metropolitan  Life  Insurance  Company 

Mobile  Technology  Inc. 

Morrison  Incorporated 

Motorola  Inc. 

Mutual  of  Omaha 

National- American  Wholesale  Grocers'  Association 

National  Association  of  Aluminum  Distributors 

National  Association  of  Chain  Drug  Stores 

National  Association  of  Convenience  Stores 

National  Association  of  Health  Underwriters 

National  Association  of  Temporary  Services 

National  Association  of  Wholesaler-Distributors 

National  Committee  for  Quality  Health  Care 

National  Council  of  Chain  Restaurants 

National  Council  of  Community  Hospitals 

National  Federation  of  Independent  Business 

National  Medical  Enterprises,  Inc. 

National  Restaurant  Association 

National  Retail  Federation 

National  Wholesale  Druggists'  Association 

New  York  Life  Insurance  Company 

NMTB  A-The  Association  for  Manufacturing  Technology 

Pagonis  &  Donnelly  Group,  Inc. 

Pennsylvania  Hospital 

PepsiCo 

The  Principal  Financial  Group 
Printing  Industries  of  America 
The  Prudential 

Schering-Plough  Corporation 

Sears,  Roebuck  and  Co. 

ServiceMaster  Management  Services 

Society  of  American  Florists 

St.  Joseph  Healthcare  Group,  Inc. 

Super  Valu  Stores,  Inc. 

The  Travelers  Companies 

U.S.  Chamber  of  Commerce 

U.S.  Federation  of  Small  Businesses,  Inc. 

Wendy's  International,  Inc. 

Western  Growers  Assurance  Trust 

WiUs  Eye  Hospital 


ATTACHMENT 
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Healthcare  Equity  Action  League  (HEAL) 

GENERAL  MEMBERSHIP 


Advertising  Specialty  Institute 

Aerospace  Industries  Association 

Air-conditioning  &  Refrigeration  Wholesalers  Association 

Alabama  Wholesale  Beer  &  Wine  Association 

Albertson's,  Inc. 

Allen  Park  (MI)  Chamber  of  Commerce 

Alliance  of  American  Insurers 

The  Aluminum  Association 

American  Council  on  Education 

American  Electronics  Association 

American  Federation  of  Small  Business 

American  Health  Care  Association 

American  Machine  Tool  Distributors  Association 

American  Meat  Institute 

American  Paper  Institute 

American  Society  of  Computer  Dealers 

American  Supply  Association 

American  Traffic  Safety  Services  Association 

American  Veterinary  Distributors  Association 

American  Wholesale  Hardware  Association 

Appliance  Parts  Distributors  Association 

Ardmorc  (OK)  Chamber  of  Commerce 

Arizona  Restaurant  Association 

Ariicu  &  Company  Health  Communications 

Assoc  iated  Beer  Distributors  of  Illinois 

Associated  General  Contractors 

Association  of  Commerce  and  Industry  (MI) 

Association  of  Ingcrsoll-Rand  Distributors 

Assoc  iation  of  Steel  Distributors 

A I  LAN  I)  Management  Corporation 

Atlanta  (GA)  Chamber  of  Commerce 

Automotive  Parts  Rebuilders  Association 

Automotive  Service  Industry  Association 

Aviation  Distributors  &.  Manufacturers  Association 

linker  Industries,  Inc. 

Hankers  Life  it  Casualty 

Rapiisi  Medical  Center  of  Oklahoma 

Beauty  \  Barber  Supply  Institute 

lice  ton  Dickinson  &.  Company 

Beer  &  Wine  Association  of  Ohio 

Beer  Industry  League  of  Louisiana 

Beei  Industry  of  Florida 

Beer  Wholesalers  Association  of  New  Jersey 

Benefit  Design  Group,  Inc. 

Bciiihana  National  Corporation 

UeriilKili  Restaurant  Company 

Bicycle  Wholesale  Distributors  Association 

Biscuit  &  Cracker  Distributors  Association 

Bismarck-Mandan  Area  (ND)  Chamber  of  Commerce 

Bob  Chum's  Crabhouse  Restaurant 

Blum-Chapman 

California  Association  of  Tobacco  &  Candy  Distributors 
California  Association  of  Wholesalers-Distributors 
California  Beer  &  Wine  Wholesalers  Association 


California  Trucking  Association 

Carroll  County  (MD)  Chamber  of  Commerce 

Central  Wholesalers  Association 

Ceramic  Tile  Distributors  Association 

Chamber  of  Commerce  of  Hawaii 

Chamber  of  Commerce  of  New  RocheUe  (NY) 

Charles  M.  Ostheimer  &  Associates,  Inc. 

Chicago  Metropolitan  Distributors  Association 

Chicago  Tastee  Freez  Corporation 

Chocolate  Manufacturers  Association 

Christian  Booksellers  Association 

Clem  son  Area  (SC)  Chamber  of  Commerce 

Colorado  Beer  Distributors  Association 

Colorado  Restaurant  Association 

Computer  Dealers  &  Lessors  Association 

Copper  &  Brass  Servicer ter  Association 

Council  for  Periodical  Distributors  Association 

The  County  (NY)  Chamber  of  Commerce,  Inc. 

Crawford  Fitting  Company 

Dairy  and  Food  Industries  Supply  Association 

Davenport  (LA)  Chamber  of  Commerce 

Digital  Dealers  Association 

Direct  Selling  Association 

Douglas  Area  (WY)  Chamber  of  Commerce 

Eagle  Creek  Resort,  Inc. 

Eckerd  Drug  Company 

Electrical-Electronics  Material  Distributors  Association 

Employee  Managed  Care  Corporation 

Engine  Service  Association 

Essex  County  (MA)  Chamber  of  Commerce 

Express  Visa  Service,  Inc. 

Farm  Equipment  Wholesalers  Association 

Fire  Suppression  Systems  Association 

Fluid  Power  Distributors  Association 

Folk's  Folly  Prime  Steak  House 

Food  Industries  Suppliers  Association 

Food  Processing  Machinery  and  Supplies  Association 

Foodmaker.  Inc. 

Foodservice  Equipment  Distributors  Association 

Gail  F.  Piltz  Inc/DBA  Comprehensive  Accounting 

General  Merchandise  Distributors  Council 

Georgia  Beer  Wholesalers  Association 

Georgia  Chamber  of  Commerce 

Glen  wood  Springs  (CO)  Chamber  Resort  Association 

Goldendale  (W A)  Chamber  of  Commerce 

Grand  Rapids  Area  (MI)  Chamber  of  Commerce 

Greater  Detroit  Chamber  of  Commerce  Wholesaler-Distributor 

Association 
Greater  Iberia  (LA)  Chamber  of  Commerce 
Greater  Martinsville  (IN)  Chamber  of  Commerce 
Greater  North  Dakota  Assoc iation/W AM  Council 
Greater  Ohare  (TL)  Association 
Greater  Raleigh  (NC)  Chamber  of  Commerce 
Greater  Washington  Food  Wholesalers 
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Gucsi  Services,  Inc. 
Gwinncti  (GA)  Chamber  of  Commerce 
Hardee's  Food  Systems,  Inc. 
HcallhTrusi,  Inc. 

Henderson  (IS  V)  Chamber  of  Commerce 
Hobby  Industry  Association  of  America 
Hoffmann-La  Roche  Inc. 
I  lomc  Health  Care 

I  lospital  Corporation  of  America 
Hospitality  Association  of  South  Carolina  < 

I I  linois  Restaurant  Association 
Independent  Electrical  Contractors,  Inc. 
Independent  Laboratory  Distributors  Association 
Independent  Medical  Distributors  Association 
Independent  X-ray  Dealers  Association 
Indiana  Beverage  Alliance 

Indiana  Restaurant  Association 

Institutional  &  Service  Textile  Distributors  Association 

Insurance  Administration  Center,  Inc. 

International  Association  of  Amusement  Parks  and  Attractions 

International  Dairy  Foods  Association 

International  Truck  Parts  Association 

International  Sanitary  Supply  Association 

Iowa  Grain  and  Feed  Association 

Iowa  Restaurant  &  Beverage  Association 

Irrigation  Association 

JT&A,  Inc. 

Jewelry  Industry  Distributors  Association 
Jobbers  Credit  Association 
John  M.  Regan  &  Associates,  Inc. 
Johnson  &  Johnson 

Kansas  Chamber  of  Commerce  &  Industry 

Ki-Siar  Group  of  Texas,  Inc. 

The  Krysial  Company 

Kyana  industrial  Supply 

Lavonia  (G  A)  Chamber  of  Commerce 

Lcncrt  Plumbing,  Inc. 

Lenoir  County  (NC)  Health  Cost  Containment  Coalition 

Lettuce  Entertain  You 

The  Levy  Restaurants 

Long  John  Silver's,  Inc. 

Los  Angeles  Fasteners  Association 

Louisiana  Restaurant  Association 

Machinery  Dealers  National  Association 

.Malcolm  Thompson,  Magaro  &  Associates 

Manitowoc-Two  Rivers  (WI)  Chamber  of  Commerce 

Massachusetts  Restaurant  Association 

Material  Handling  Equipment  Distributors  Association 

MDU  Resources  Group,  Inc. 

Medical  Technology  Development,  Inc. 

Meeker  Sharkey  Benefits 

Metro  East  (MI)  Chamber  of  Commerce 

Michigan  Association  of  Distributors 

Michigan  Beer  Jk  Wine  Wholesalers  Association 

Michigan  Distributors  &  Vendors 

Mid-America  Supply  Association 

Middle  Atlantic  Wholesalers  Association 

Mississippi  Mali  Beverage  Association 


Missouri  Beer  Wholesalers  Association 

Missouri  Restaurant  Association 

Montgomery  County  Pharmaceutical  Association  of 

Pennsylvania 
Morning  Glory  Dairy 
Morton's  of  Chicago,  Inc. 
Motorcycle  Industry  Council 
Mount  Vernon  (NY)  Chamber  of  Commerce 
Music  Distributors  Association 
National  Appliance  Parts  Suppliers  Association 
National  Appliance  Service  Association 
National  Association  of  Chemical  Distributors 
National  Association  of  Container  Distributors 
National  Association  of  Electrical  Distributors 
National  Association  of  Fire  Equipment  Distributors 
National  Association  of  Floor  Covering  Distributors 
National  Association  of  Flour  Distributors 
National  Association  of  Hose  and  Accessories  Distributors 
National  Association  of  Meat  Purveyors 
National  Association  of  Realtors 
National  Association  of  Recording  Merchandisers 
National  Association  of  Service  Merchandising 
National  Association  of  Sign  Supply  Distributors 
National  Association  of  Sporting  Goods  Wholesalers 
National  Association  of  Wholesale  Independent  Distributors 
National  Beer  Wholesalers  Association 
National  Building  Material  Distributors  Association 
National  Business  Forms  Association 
National  Business  Owners  Association 
National  Candy  Wholesalers  Association 
National  Club  Association 

National  Commercial  Refrigeration  Sales  Association 
National  Electronic  Distributors  Association 
National  Fastener  Distributors  Association 
National  Food  Distributors  Association 
National  Frozen  Food  Association 
National  Grocers  Association 

National  Independent  Poultry  &  Food  Distributors  Association 

National  Industrial  Glove  Distributors  Association 

National  Insulation  and  Abatement  Contractors  Association 

National  Lawn  &  Garden  Distributors  Association 

National  Locksmith  Suppliers  Association 

National  Marine  Distributors  Association 

National  Office  Products  Association 

National  Paint  Distributors 

National  Paper  Trade  Association 

National  Sash  &  Door  Jobbers  Association 

National  School  Supply  &  Equipment  Association 

National  Solid  Wastes  Management  Association 

National  Spa  &  Pool  Institute 

National  Truck  Equipment  Association 

National  Welding  Supply  Association 

National  Wheel  <fc  Rim  Association 

National  Wholesale  Furniture  Association 

National  Wholesale  Hardware  Association 

New  England  Paper  Merchandising  Association 

New  England  Wholesalers  Association 

New  York  State  Beer  Wholesalers  Association 
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New  York  State  Plumbing  &  Heating  Wholesalers 
New  York  State  Restaurant  Association 
North  American  Horticultural  Supply  Association 
Noah  American  Wholesale  Lumber  Association 
Northamcrican  Heating  &  Airconditioning  Wholesalers 

Association 
North  Carolina  Beer  Wholesalers  Association 
North  Carolina  Wholesalers  Association 
Northern  Berkshire  (MA)  Chamber  of  Commerce 
Northern  Rhode  Island  Chamber  of  Commerce 
Northwestern  Public  Service  Company 
Oklahoma  State  Chamber  of  Commerce  &  Industry 
Optical  Laboratories  Association 
Orange  County  (NY)  Chamber  of  Commerce  . 
Oregon  Restaurant  and  Hospitality  Association 
Outdoor  Power  Equipment  Distributors  Association 
Pacific  Southwest  Distributors  Association 
Pasadena  (CA)  Chamber  of  Commerce 
Pennsylvania  Chamber  of  Business  and  Industry 
Pennsylvania  Restaurant  Association 
Pet  Industry  Distributors  Association 
Petroleum  Equipment  Institute 
Petroleum  Marketers  Association  of  America 
Piscataway-  Middlesex  Area  (NJ)  Chamber  of  Commerce 
Pocono  Mountains  Chamber  of  Commerce 
Potlatch  Corporation 

Poughkcepsic  Area  (NY)  Chamber  of  Commerce 

Power  Transmission  Distributors  Association 

Produce  Marketing  Association 

Pueblo  (CO)  Chamber  of  Commerce 

Reno  Sparks  Convention  and  Visitors  Authority 

Restaurant  Association  of  Maryland 

Rhode  Island  Hospitality  Association 

Rivcrdalc  (NJ)  Texaco 

Safety  Equipment  Distributors  Association 

Santa  Ana  (CA)  Chamber  of  Commerce 

Schiflli  Lace  &  Embroidery  Manufacturers  Association 

Schcrcrvillc  (IN)  Chamber  of  Commerce 

Scripps  Memorial  Hospitals 

Scllridgc  &  Associates,  Inc. 

Shoe  Service  Institute  of  America 

Small  Business  of  America 

Snack  Food  Association 

Society  of  Professional  Benefits  Administrators 

South  Carolina  Beer  Association 

Southern  Wholesalers  Association 

Smith  worth- Mi  lion.  Inc. 

Specially  Tools  &  Fasteners  Distributors  Association 

Spraying  Systems  Company 

St.  Lawrence  County  (NY)  Chamber  of  Commerce 

St.  Lucie  County  (FL)  Chamber  of  Commerce 

Star  Administration  Services,  Inc. 

Steel  Service  Center  Institute 

Storm  Lake  (I  A)  Chamber  of  Commerce 

Suspension  Specialists  Association 

Swart/  Restaurants  Corporation 

Tennessee  Malt  Beverage  Association 

Tennessee  Restaurant  Association 


Texas  Restaurant  Association 

Textile  Care  Allied  Trades  Association 

Thomas  Jefferson  University  Hospital 

Thornton  Gardens  Inc. 

Twinsburg  (OH)  Chamber  of  Commerce 

Unimax  Hearing  Instruments,  Inc. 

Union  County  (NJ)  Chamber  of  Commerce 

United  Products  Formulators  &  Distributors  Association 

United  Restaurant  &  Lodging  Association 

Virginia  Restaurant  Association 

Walker  Health  Insurance  Services,  Inc. 

Wallcovering  Distributors  Association 

Warren  County  (PA)  Chamber  of  Commerce 

Washington  (IL)  Chamber  of  Commerce 

Waste  Management  Inc. 

Water  &  Sewer  Distributors  of  America 

Wausau  Hospital  Center 

Western  Association  of  Fastener  Distributors 

Western  Suppliers  Association 

Wholesale  Beer  Distributors  of  Arkansas 

Wholesale  Beer  Distributors  of  Texas 

Wholesale  Distributors  Association 

Wholesale  Florists  &  Florist  Suppliers  of  America 

Wholesale  Stationers'  Association 

Wine  <&  Spirits  Wholesalers  of  America 

Wisconsin  Wholesale  Beer  Distributors  Association 

Woodworking  Machinery  Distributors  Association 

Woodworking  Machinery  Importers  Association 

Wyoming  Lodging  &  Restaurant  Association 
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Mr.  Gibbons.  Thank  you. 

Ms.  Bailey,  do  you  have  a  statement? 

STATEMENT  OF  PAMELA  G.  BAILEY,  PRESIDENT,  HEALTHCARE 
LEADERSHIP  COUNCIL,  ON  BEHALF  OF  THE  HEALTHCARE 
EQUITY  ACTION  LEAGUE 

Ms.  Bailey.  Yes,  thank  you,  Mr.  Chairman.  My  name  is  Pamela 
Bailey.  I  am  president  of  the  Healthcare  Leadership  Council,  an  or- 
ganization of  leaders  from  the  hospital,  insurance,  pharmaceutical, 
technology,  and  physician/nurse  sectors  of  the  health  care  indus- 
try. I  am  pleased  to  be  here  to  join  with  Mr.  Gorman  in  testifying 
on  behalf  of  the  Healthcare  Equity  Action  League,  and  to  reiterate 
the  strong  consensus  within  the  diverse  membership  of  HEAL  for 
the  market-based  reforms  contained  in  the  President's  plan  and  for 
the  proposals  introduced  by  members  of  this  committee,  including 
the  chairman,  as  well  as  a  number  of  the  proposals  under  consider- 
ation, as  was  mentioned  earlier,  by  the  Finance  Committee  today 
in  the  Senate. 

As  Mr.  Gorman  said,  the  status  quo  is  not  acceptable  for  the 
members  of  HEAL.  We  must  give  the  working  men  and  women  of 
America  security  for  their  health  care  benefits,  get  spiraling  health 
care  costs  under  control,  increase  the  efficiency  of  the  system,  and 
cut  red  tape. 

We  welcome  the  President's  comprehensive  market-based  reform 
because  it  poses  the  basic  question  around  which  the  health  care 
debate  must  now  center,  and  that  is,  do  we  make  fundamental  re- 
forms in  the  current  American  system  or  do  we  replace  it  with 
something  new,  more  expensive,  run  by  the  Federal  Government. 
Recent  polls  show  us  that  two  out  of  three  Americans  do  not  want 
national  health  insurance  and  the  rationed  care  and  loss  of  choice 
that  come  with  it.  Instead,  they  believe,  as  to  the  members  of 
HEAL,  that  reforming  our  current  system  is  the  way  to  go. 

We  agree.  That  is  why  HEAL  has  proposed  our  seven  principles. 
We  see  our  principles  incorporated  in  the  President's  plan  and,  as 
was  pointed  out  earlier  today,  they  are  incorporated  in  a  number  of 
proposals  by  representatives  of  both  sides  of  the  aisle  in  both 
Houses  of  Congress. 

Small  market  reform  has  been  mentioned  as  one  of  those  consen- 
sus proposals;  so  is  an  increased  emphasis  on  managed  care;  elimi- 
nating State  mandates;  malpractice  reform;  greater  research  on 
outcomes  and  protocol  guidelines.  All  of  these  are  steps  for  which 
there  is  consensus  among  our  broad  membership  and  among  many 
Americans  who  have  looked  at  this.  We  would  urge  that  the  com- 
mittee would  move  forward,  and  we  stand  ready  to  work  in  that 
effort. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  PAMELA  BAILEY,  PRESIDENT,  HEALTHCARE 
LEADERSHIP  COUNCIL,  ON  BEHALF  OF  HEALTHCARE  EQUITY 
ACTION  LEAGUE 

Mr.  Chairman  and  members  of  the  commitee,  my  name  is  Pamela 
Bailey.     I  am  president  of  the  Healthcare  Leadership  Council, 
an  organization  of  leaders  from  the  hospital,  insurance, 
pharmaceutical,  technology  and  physician/nurse  sectors  of  the 
health  care  industry. 

I  am  pleased  to  testify  today  on  behalf  of  HEAL,  the 
Healthcare  Equity  Action  League.  HEAL  is  a  broad-based 
coalition,  with  some  400  members  representing  1  million 
employers  and  35  million  employees.    We  are  small  and  large 
businesses,  corporations  and  associations  from  all  types  of 
industries. 

HEAL  seeks  fundamental  reform  of  the  nation's  health  care 
system  so  Americans  can  obtain  health  care  coverage,  afford 
to  pay  for  it  and  keep  it  when  they  need  it  most.     HEAL ' s 
members  share  a  commitment  to  improving  access  to  health  care 
and  making  it  more  affordable  by  building  on  our  current 
system  —  a  system  that,  at  its  best,  is  the  envy  of  the 
world. 

Despite  our  existing  strengths,  the  status  quo  is  not 
acceptable.     Problems  of  cost  and  financing  have  limited 
access  to  quality  health  care  for  the  millions  of  Americans 
who  do  not  have  coverage  and  they  jeopardize  future  access 
for  millions  more.    We  can  give  working  men  and  women  the 
security  of  health  care  benefits,  knowing  they  will  be  there 
when  they  need  them.     We  can  get  spiraling  costs  under 
control,  increase  the  efficiency  of  our  system  and  cut  the 
red  tape. 

HEAL  welcomes  the  President's  comprehensive  market-based 
reform  plan  because  it  can  bring  about  the  type  of  system 
Americans  want.     In  proposing  his  plan,  the  President  has  put 
on  the  table  a  vision  for  how  we  can  reform  our  current 
system  without  trading  it  in  for  something  more  costly  and 
unproven.     In  doing  so,  the  President  posed  the  basic 
question  around  which  the  health  care  debate  must  now  center: 
Do  we  make  fundamental  reforms  in  the  current  American  health 
care  system  or  do  we  dismantle  it  and  create  a  massive,  new 
federal  bureaucracy? 

According  to  recent  polls,  nearly  two  out  of  three  Americans 
do  not  want  national  health  insurance  and  the  rationed  care 
and  loss  of  choice  that  come  with  it.     Instead,  they  believe 
that  reforming  our  private  health  care  system  is  the  best 
solution.    We  agree.     That  is  why  HEAL  has  proposed  seven 
specific  principles  designed  to  restructure  our  health  care 
system  rather  than  replace  it  with  a  massive  new,  federal 
bureaucracy  that  will  impose  mandates  and  raise  taxes. 
President  Bush's  plan  includes  all  of  these  same  proposals. 

We  are  pleased  to  note,  for  example,  that  the  President  joins 
members  of  this  committee,  including  Chairman  Rostenkowski , 
in  recognizing  that  reform  of  the  way  insurance  is 
underwritten  and  sold  to  small  employers  can  result  in  more 
comprehensive  and  affordable  coverage  for  the  largest  group 
of  uninsured  Americans  —  small  business  employees  and  their 
families . 

HEAL  endorses  insurance  underwriting  reforms  that  would  make 
sure  Americans  who  are  covered  stay  covered.     Once  insured, 
workers  would  maintain  their  eligiblity,  even  when  they 
change  jobs.     And,  they  could  not  be  denied  coverage  because 
they  have  pre-existing  conditions  or  have  filed  large  claims. 

Provisions  like  those  contained  in  the  President's  plan  and 
endorsed  by  HEAL,  also  would  help  reduce  premiums.     And,  they 
would  allow  small  businesses  to  pool  together  to  reduce  risks 
and,  consequently,  costs. 


231 


Enactment  of  these  provisions  would  address  the  health  care 
concerns  of  the  85  percent  of  Americans  who  now  have  health 
insurance.    Although  they  are  covered,  they  worry  about 
losing  that  coverage  when  they  need  it  most.  The 
underwriting  reforms  I  just  mentioned  would  ease  their  minds. 

Studies  show  that  three-fourths  of  the  working  uninsured  are 
employed  by  small  business  owners,  who  generally  want  to 
provide  health  insurance  but  cannot  afford  the  price  in 
today's  marketplace.     The  small  market  reforms  the  President 
and  members  of  this  committee  propose  and  HEAL  endorses  would 
help  make  health  insurance  more  affordable  for  that 
significant  segment  of  the  uninsured. 

Other  consensus  points  from  the  HEAL  mission  statement  and  in 
the  President's  plan  include: 

o    Eliminating  costly  state-mandated  benefits. 

o    Eliminating  state  legal  barriers  to  managed  care  and 
increasing  incentives  for  government,  providers  and 
private  insurers  to  use  innovative  care  purchasing 
techniques. 

o    Reforming  malpractice  laws. 

o    Providing  equal  tax  treatment  of  health  insurance  premiums 

for  all  businesses, 
o    Promoting  consumer  responsibility, 
o    Bringing  health  care  cost  increases  under  control. 

HEAL  finds  that  an  alternative  proposal  under  consideration 
in  the  Congress  would  have  a  detrimental  effect  on  small 
business.     "Play  or  pay,"  which  would  impose  mandates  or  a 
payroll  tax  of  at  least  7  percent  on  small  business,  would 
force  many  small  firms  to  lay  off  workers  or  go  out  of 
business.     That  is  an  unacceptable  option  that  puts  the 
burden  inequitably  on  one  sector  of  our  economy  and  is 
incompatible  with  economic  recovery.     Studies  show  "play  or 
pay"  also  would  raise  taxes  on  individuals  and  lead  us  toward 
national  health  insurance. 

HEAL  also  opposes  national  health  insurance,  a 
government-mandated,  one-size-fits-all  program  that  creates 
more  bureaucracy,  consumes  still  more  tax  dollars  and  denies 
Americans  the  choice  in  coverage  and  providers  that  we've 
come  to  expect. 

HEAL  also  rejects  price  controls,  which  have  never  worked  for 
any  segment  of  the  economy  and  will  not  work  for  health  care. 
The  only  effective  way  to  stop  spiraling  health  care  costs  is 
to  replace  the  current  incentives  that  encourage 
over-utilization  and  inefficiency  for  new  incentives  that 
promote  purchasing  based  on  value,  quality  and  outcomes. 
HEAL  supports  managed  competition  and  other  widely  accepted 
methods  of  improving  health  care  delivery. 

We  are  pleased  to  note  that  several  members  of  this  committee 
share  our  conviction  that  fundamental  reforms  in  the  current 
American  health  care  system  are  preferable  to  a  new,  untested 
federal  program.    We  commend  you  for  introducing  legislation 
that  reflects  this  philosophy  and  includes  many  provisions 
HEAL  has  endorsed. 

Unfortunately  there  is  no  single  answer,  no  quick  fix,  no 
shortcut  to  effective  reform.    All  of  us  - —  employers, 
consumers,  providers,  insurers  and  government  —  must  be  part 
of  the  solution. 

The  fact  that  HEAL's  broad  and  diverse  membership  has  agreed 
on  a  course  of  action  that  is  included  in  the  proposals 
supported  by  the  President  and  many  members  of  this 
committee,   including  the  chairman,  indicates  there  is  a 
strong  consensus  on  certain  market-based  reforms. 
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These  market-oriented  reforms  constitute  the  only  health  care 
alternative  that  is  compatible  with  economic  recovery.  It 
will  get  people  covered  and  keep  them  covered,  but  it  will 
not  raise  taxes,  cost  jobs  or  put  the  burden  inequitably  on 
any  one  sector  of  our  economy. 

HEAL  hopes  this  committee  will  give  serious  consideration  to 
the  President's  plan  for  comprehensive  health  care  reform. 
Regardless  of  ongoing  debate  about  more  radical  changes, 
Americans  need  the  relief  that  our  cooperative  efforts  can 
make  possible  now.     We  stand  ready  to  work  with  you. 
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Mr.  Gibbons.  In  your  collective  judgments  as  a  panel  or  collec- 
tive experience  as  a  panel,  can  you  cite  me  one  instance  in  your 
life  where  you  ever  bargained  with  a  doctor  about  his  charges? 

[No  response.] 

Mr.  Gibbons.  Well,  let's  go  on,  then,  because  you  can't.  Nobody 
ever  did. 

How  about,  did  you  ever  bargain  with  a  hospital  about  what  they 
would  charge  you?  Any  of  you? 

Mr.  Gorman.  Yes,  I  can  remember,  Mr.  Chairman,  questioning 
hospital  charges  for,  you  know,  the  $5  for  the  Tylenol  and  the  $15 
for  the — — 

Mr.  Gibbons.  That  was  after  the  fact.  You  had  already  taken  the 
Tylenol. 

Mr.  Gorman.  Yes.  Well,  we  didn't  pay  those  charges. 

Mr.  Gibbons.  Well,  you  have  answered  my  question.  None  of  you 
have  ever  had  any  experience  with  the  market  system  working  in 
the  patient-health  care  system  relationship.  It  just  doesn't  work, 
and  that  shoots  down  the  whole  premise  of  your  whole  argument. 

Mr.  McDermott. 

Mr.  Joseph.  Mr.  Chairman,  if  I  could  allege,  I  think  the  market 

system  works  because  the  

Mr.  Gibbons.  Where? 

Mr.  Joseph  [continuing].  Because  of  the  total  failure  of  all  factors 
in  society  to  figure  out  a  rational  way  for  everyone  to  come  togeth- 
er and  make  it  work.  You  have  such  a  clashing  and  discord.  You 
have  malpractice  hanging  over  anyone's  head,  which  guarantees 
that  a  doctor  

Mr.  Gibbons.  Oh,  listen,  I  was  alive  before  

Mr.  Joseph  [continuing].  That  guarantees  that  people  will  do 
multiple  procedures  and  add  to  the  costs  as  they  try  and  protect 
themselves. 

Mr.  Gibbons.  I  was  alive  before  they  ever  brought  a  malpractice 
case  against  a  doctor,  and  I  never  remember  any  patient  ever  bar- 
gaining with  his  or  her  doctor  about  what  the  charge  would  be. 

Mr.  Joseph.  No  one  had  to  back  then  because  the  system  worked. 

Mr.  Gibbons.  You  know,  so  don't  give  me  that  argument.  Your 
whole  argument,  the  three  of  you,  the  whole  association  is  based 
upon  a  principle  that  just  doesn't  work.  The  market  system  doesn't 
work  in  the  vital  relationship  between  the  doctor  and  the  patient 
and  the  hospital  and  the  patient.  You  know,  I  don't  believe  you.  I 
don't  think  you  know  what  you  are  talking  about,  and  I  will  just 
dismiss  you. 

Mr.  McDermott. 

Mr.  Joseph.  Thank  you,  sir. 

Mr.  McDermott.  Mr.  Chairman,  I  will  not  use  my  remarks  about 
the  "Blue  Book"  and  buying  a  used  car,  but  the  chairman  of  the 
National  Association  of  Insurance  Commissioners,  Mr.  Pomeroy, 
told  the  Senate  Finance  Committee  last  week  that  the  insurance 
market  reforms  would  lead  to  premium  increases  between  5  and  25 
percent  for  some  employers.  They  are  the  employers  who  presently 
enjoy  the  benefits  of  risk  selection  and  cherry-picking  that  you  and 
I  both  oppose  by  these  market  reforms. 

Now  if  we  enact  these  market  reforms  without  more  comprehen- 
sive measures,  just  as  one  part  of  the  whole  issue,  and  your  mem- 
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bers  get  premium  notices  saying  their  costs  will  go  up  20  percent 
because  of  the  legislation,  will  you  be  there  to  defend  us? 

Ms.  Bailey.  If  I  could  respond  to  that,  I  think  that  is  an  absolute- 
ly correct  point,  in  that  we  cannot  take  only  one  step  if  we  are 
going  to  do  something  about  reforming  the  system.  We  need  to  take 
action  on  all  of  the  other  measures  recommended  by  HEAL. 

If  I  could  respond  to  the  chairman's  comment,  too,  one  of  the 
changes  

Mr.  McDermott.  But  do  not  

Ms.  Bailey.  Managed  care  is  an  example,  in  that  managed  care 
and  the  opportunity  for  small  employers  to  participate  in  managed 
care  is  part  of  making  small  market  reform  work. 

Mr.  McDermott.  Well,  let  me  just  give  you  local  experience,  be- 
cause obviously  you  believe  if  you  reform  the  market,  the  insur- 
ance market,  everything  will  be  better,  and  I  want  to  know  what 
evidence  you  have  that  there  will  be  more  people  covered  with 
health  insurance  by  doing  these  market  reforms,  all  of  the  market 
reforms,  all  of  the  things  that  people  are  talking  about? 

In  the  State  of  Washington,  the  State  legislature  enacted  a  bare- 
bones  insurance  option.  It  said  you  don't  have  to  give  all  the  man- 
dates. They  cut  off  all  the  mandates,  exactly  what  you  are  asking 
for,  and  after  2  years'  experience  they  have  2,000  people  in  the 
State  of  Washington  on  that  bare-bones  insurance.  Now  we  have 
more  than  500,000  people  uninsured  in  the  State  of  Washington, 
and  market  reform  has  added  2,000  to  the  insured  population. 

It  looks  like,  from  what  the  evidence  is,  that  1,000  of  those  people 
were  from  employers  who  cut  out  their  coverage  and  said,  "Go  over 
to  this  other  bare-bones  program."  They  lowered  their  coverage  be- 
cause they  now  had  this  bare-bones  package. 

New  York  has  had  the  same  experience.  They  have  not  had  a  big 
influx  of  people  in  answer  to  their  reforms.  I  want  the  evidence 
that  the  market  reforms  will  cover  all  of  the  people  in  the  country. 

Mr.  Gorman.  Well,  Mr.  McDermott,  there  are  a  number  of  points 
that  you  made.  Yes,  we  have  numerous  examples  of  associations  in 
the  restaurant  industry  as  well  as  companies  in  the  restaurant  in- 
dustry that  have  been  cancelled  for  filing  claims,  basically,  so  I  do 
think  that  the  

Mr.  McDermott.  I  know  that. 

Mr.  Gorman.  Pardon  me? 

Mr.  McDermott.  I  know  that.  I  want  to  hear  

Mr.  Gorman.  Yes,  so  I  do  think  

Mr.  McDermott.  I  don't  like  insurance  companies. 

Mr.  Gorman  [continuing].  The  small  market  reforms  will,  I  be- 
lieve, help  people  to  stay  covered  as  well  as  hopefully  help  people 
to  get  covered,  because  of  the  elimination  of  the  preexisting  condi- 
tions clause  and  so  on. 

Mr.  McDermott.  You  are  only  talking  about  people  who  are  now 
giving  insurance,  but  what  about  the  thousands  of  restaurants?  My 
kid  worked  in  a  restaurant  in  San  Francisco  when  he  got  out  of 
college,  and  he  had  no  benefits.  He  had  benefits  only  because  his 
father  paid  the  premium  to  Kaiser  Permanente  in  San  Francisco; 
that  is  the  reason  he  had  it. 

Now  what  is  it  about  the  market  reforms  that  is  going  to  make  x 
restaurant  in  San  Francisco  suddenly  begin  covering  their  employ- 
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ees,  or  are  we  just  protecting  those  people  who  presently  have  in- 
surance? 

Mr.  Gorman.  Well,  first  of  all,  certainly  85  percent  of  the  people 
out  there  do  have  insurance,  so  that  is  not  an  inconsequential  goal 
of  the  HEAL  coalition  and  of  health  care  reform,  hopefully,  is  pro- 
tecting people  who  do  have  insurance.  But  we  have  outlined  nu- 
merous points  that  we  believe  would  add  up  to  a  reduction  in  costs 
for  health  care  expenses  or  a  reduction  in  the  growth  of  costs  cer- 
tainly for  health  care,  and  they  do  need  to  be  taken  as  a  package. 

Mr.  McDermott.  But  you  are  telling  me  85  percent  of  the  restau- 
rants in  the  United  States  cover  their  employees? 

Mr.  Gorman.  No,  no,  certainly  not. 

Mr.  McDermott.  You  wouldn't  tell  me  that.  What  is  the  percent- 
age in  the  restaurant  industry? 
Mr.  Gorman.  Pardon  me? 

Mr.  McDermott.  What  is  the  percentage  in  the  restaurant  indus- 
try? 

Mr.  Gibbons.  Zero. 

Mr.  Gorman.  I  think  it  is  about  50  percent,  by  our  surveys.  We 
are  also  a  very,  very  small  business  industry. 

Mr.  McDermott.  I  understand  who  you  are.  My  question  is,  I 
mean,  when  you  look  at  all  those  operators  of  restaurants,  I  think 
they  would  like  to  give  insurance  or  they  would  like  to  have  their 
employees  covered  with  a  health  plan,  but  I  see  nothing  in  market 
reforms  that  is  going  to  make  it  possible  for  somebody  who  present- 
ly is  unable  to  give  benefits,  that  is  suddenly  going  to  lift  them  up 
to  the  point  where  they  can  buy  a  package  for  their  people.  I  just 
don't  see  it,  and  I  don't  think  there  is  any  evidence  yet  in  the 
United  States  to  suggest  that  people  who  are  not  presently  insured 
will  be  lifted  up.  Our  experience  in  Washington  State  was  that  we 
put  it  out  there  and  nobody  bought. 

Mr.  Joseph.  If  I  could  respond  and  somewhat  agree  and  disagree 
at  the  same  time,  we  have  interrelated  issues  here  of  cost,  quality, 
and  access.  A  fundamental  reason  why  small  business  owners  do 
not  provide  more  coverage  to  people  is  because  they  can't  afford  it. 
There  are  some  who  would  like  to  and  have  not  been  able  to  buy 
such  coverage.  These  reforms  will  address  the  good  intentions  of 
those  some  who  have  been  looking  to  get  their  people  under  an  um- 
brella or  blanket,  but  someone  made  the  reference  about  two  hours 
ago  of  who  was  talking  about  guaranteeing  that  employers  would 
provide  coverage.  Well,  who  on  this  committee  is  going  to  guaran- 
tee that  every  employer  is  profitable  and  can  afford  to  do  that? 

Mr.  McDermott.  That  is  why  we  need  national  health  insurance. 

Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  Thank  you  all. 

American  Association  of  Retired  Persons,  Eugene  Lehrmann;  the 
National  Council  of  Senior  Citizens,  Eugene  Glover;  Save  Our  Secu- 
rity Coalition,  the  Honorable  Arthur  Flemming;  the  Alzheimer's 
Association,  Kitty  Allen;  National  Committee  to  Preserve  Social 
Security,  Max  Richtman. 

Mr.  Flemming,  we  welcome  you  back  here.  You  are  not  at  all  un- 
familiar with  this  room  and  this  committee. 


Mr.  Flemming.  That  is  right. 
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Mr.  Gibbons.  And  I  remember  so  well  your  distinguished  service 
in  your  Cabinet-level  position,  and  because  of  that  I  am  going  to 
break  the  precedent  here  and  ask  you  to  go  first,  Mr.  Flemming. 

Mr.  Flemming.  Do  you  want  me  to? 

Mr.  Gibbons.  Yes,  why  don't  you  go  first. 

STATEMENT  OF  HON.  ARTHUR  S.  FLEMMING,  CHAIR,  SAVE  OUR 
SECURITY  COALITION  AND  FORMER  SECRETARY  OF  HEALTH, 
EDUCATION,  AND  WELFARE 

Mr.  Flemming.  Mr.  Chairman,  thank  you  for  your  introduction, 
and  I  am  very  happy  to  have  the  opportunity  of  participating  in 
what  I  think  is  a  very  important  session.  I  welcome  the  leadership 
of  the  chairman  and  the  members  of  this  committee  on  one  of  the 
most,  if  not  the  most  important  domestic  issue  confronting  the 
country  at  the  present  time. 

The  President  in  his  budget  message  proposed  to  freeze  for  a 
period  of  4  years  the  entitlement  and  some  of  the  nonentitlement 
programs,  and  I  think  his  proposal  is  a  meat  axe  approach  to  our 
very  difficult  financial  problem.  The  President  proposes  that  the 
entitlement  cap  be  applied  to  low-income  entitlement  programs 
such  as  AFDC,  SSI,  food  stamps,  Medicaid,  Medicare,  child  nutri- 
tion programs,  veterans'  programs,  and  Federal  retirement  pro- 
grams. He  proposes  a  cap  for  a  period  of  4  years. 

The  growing  expenditures  of  entitlement  programs  are  due  pri- 
marily to  the  sharp  increases  in  the  costs  of  Medicaid  and  Medi- 
care programs.  The  sharp  increases  in  these  two  programs  are  due 
in  large  part  to  spiraling  health  care  costs  which  are  literally  out 
of  control.  The  sharp  increase  in  health  care  costs  can  be  brought 
under  control  not  by  putting  a  freeze  on  all  entitlements,  but  only 
by  the  passage  of  a  national  health  care  bill  which  provides  for  uni- 
versal coverage  and  contains  tough  cost  containment  provisions. 

I  listened  to  the  remarks  of  Congressman  Gephardt  this  morning 
with  great  interest,  and  I  agree  with  him  on  saying  that  the  time 
has  come  for  action,  that  there  ought  to  be  action  in  this  Congress. 
This  Congress  should  pass  a  bill  which  calls  for  a  universal  right  of 
access  to  adequate  health  care,  including  a  giant  step  in  dealing 
with  the  long-term  problem.  This  bill  should  contain  cost  contain- 
ment and  it  should  contain  provisions  for  quality  control.  That  can 
be  accomplished,  and  I  believe  that  this  country  is  capable  of  put- 
ting into  effect  a  plan  of  this  kind  and  has  the  resources  to  put  into 
effect  a  plan  of  this  kind. 

Congressman  Gephardt  began  his  comments  by  referring  to  a 
personal  issue.  You  are  listening  to  a  witness  who  was  the  father  of 
a  child  who  incurred  cancer,  a  type  of  cancer  that  has  occurred  in 
only  100  cases  in  the  world.  The  child  has  gone  through  chemother- 
apy and  radiation  but  the  cancer  has  recurred.  I  wish  that  research 
had  dealt  with  this  particular  type  of  cancer,  fervently  wish  that 
today,  but  the  time  has  come  for  action  on  this  overall  problem. 


237 


I  know  that  there  are  bills  before  this  committee  that  would  deal 
with  the  problem  in  an  adequate  manner,  and  I  urge  this  commit- 
tee to  act  and  act  at  this  session  of  Congress,  just  as  I  urged  the 
Senate  to  act  and  act  at  this  session  of  Congress,  that  Congress 
should  pass  a  bill  that  the  President  will  have  to  decide  whether  to 
sign  or  veto,  but  the  Congress  should  not  escape  its  responsibility. 

[The  prepared  statement  follows:] 
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OUTLINE  OF  TESTIMONY 
BY 

Arthur  S.  Flemming 
Co-Chair,  Save  Our  Security  Coalition 
Former  Secretary  of  Health,  Education  and  Welfare 

I.  Introduction 

A.  I  appreciate  this  opportunity  to  appear  before  the  Ways  and  Means  Com- 
mittee to  discuss  the  budget  for  1993  as  requested  by  President  Hush. 

B.  I  would  like  to  comment  on  his  proposals  to  freeze  the  entitlement  and   some  of  the 
non-entitlement  programs,  his  proposal  for  extending  the  block  grant  pro- 
grams, and  his  failure  to  face  up  in  any  adequate  manner  to  the  health  care 

issue. 

II.  Body 

A.  The  proposal  to  "freeze"  for  a  period  of  four  years  the  entitlement  and 
non-entitlement  programs  is  a  "meat  axe"  approach  to  our  very  difficult  fi- 
nancial problem. 

1.  The  President  proposes  that  the  entitlement  cap  be  applied  to  low- 
income  entitlement  programs  such  as  AFDC,  SSI,   food  stamps,  Medicaid, 
Medicare,  child  nutrition  programs,  veterans  programs,  and  Federal  re- 
tirement programs. 

2.  The  President  proposes  that  the  entitlement  cap  for  caili  yi-ar  be- 
set at  a  level  equal  to  actual  entitlement  spending  in  the  previous 
year,  with  two  adjustments. 

One  adjustment  would  reflect  increases  in  the  population  eligible 
for  entitlements. 

The  other  adjustment  would  equal  the  most  recent  annual  increase 
in  the  Consumer  Price  Index  nlus  2.5  percent.  After  the  enactment  of 
health  care  reform  legislation,  the  second  adjustment  would  be  reduced 
to  the  increase  in  the  Consumer  Price  Index  plus  1.6  percent. 

3.  This  means  that  the  caps  for  entitlement  spending  would  be  set 
significantly  below  the  levels  that  entitlement  programs  would  reach 
under  current  law. 

B.  The  growing  expenditures  of  entitlement  programs  are  due  primarily  to 
the  sharp  increases  in  the  cost  of  Medicaid  and  Medicare  programs. 

The  sharp  increases  in  these  two  programs  is  due  in  large  part  to 
spiralling  health  care  costs  which  are  literally  out  of  control. 

The  sharp  increase  in  health  care  costs  can  be  brought  under  control — 
not  by  putting  a  freeze  on  all  entitlements  but  only  by  the  passage  of  a 
national  health  care  bill  which  provides  for  universal  coverage  and  con- 
tains tough  cost-containment  provisions. 

1.     Placing  a  "freeze"  on  Medicare  and  Medicaid  programs  can  only  re- 
sult in  their  failing  to  meet  the  needs  of  persons  who  qualify  for  the 
programs  in  subsequent  years. 

a.     This  will  be  the  result  because  health  care  prices  will  con- 
tinue to  rise  beyond  the  rate  of  inflation  and  the  plus  figures  of 
2.5  percent  and  1.6  percent,  as  they  have  in  the  past  without  tough 
cost-containment  policies. 


b.  It  means  that  our  nation  will  be  on  the  downhill  instead  of  the 
upgrade  in  the  all-important  Medicare  and  Medicaid  areas. 
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2.  The  same  thing  will 


>e  true  of  SSI. 


I  have  visited 


a.  This  I  know  because  of  two  years  as  Chairman  of  the  SSI  Mod- 
ernization Project. 


11  ten  regional  offices  and  local  offices 


within  each  region  where  I  met  with  several  hundred  claims  people. 

c.  I  have  been  impressed  with  the  close  relationship  between  health 
care  costs  and  SSI— j-particularly  in  the  disability  area. 

d.  A  cut  in  the  resources  available  to  this  area  would  be  disastrous. 

e.  What  is  needed  (is  additional  resources  far  beyond  the  2.5  or  1.6 
area. 


C.     The  proposals  at  variohs  points  to  "freeze"  non-entitlement "programs  and 
to  expand  the  block  grants!  to  at  least  24  areas  are  proposals  to  cut  the  Fed- 
eral involvement  in  these  programs.     In  most  instances  these  are  proposals 
aimed  at  the  low-income. 


III.  Conclusion 

A.  The  senior  minister  of  the  Church  which  I  attend  always  includes  in  his 
benediction  the  admonition  "remember  the  poor  and  those  who  suffer". 

B.  Why  is  it  those  who  prepare  Federal  and  State  budgets  fail  to  heed  this 
admonition  and  propose  budgets  that  during  a  recession  provide  less  money 
rather  than  more  money  for  the  poor  and  those  who  suffer? 

C.  This  nation,  one  of  if  not  the  richest  in  the  world,  should  reject  the 
President's  desire  for  an  arbitrary    "freeze"  and  examine  each  entitlement 
program  in  the  light  of  its  meeting,  or  not,  the  needs  of  the  poor  and  those 
who  suffer. 


240 


Mr.  Gibbons.  I  agree  with  you  100  percent,  Mr.  Flemming. 
Mr.  Lehrmann. 

STATEMENT  OF  EUGENE  LEHRMANN,  VICE  PRESIDENT, 
AMERICAN  ASSOCIATION  OF  RETIRED  PERSONS 

Mr.  Lehrmann.  Good  afternoon,  Mr.  Chairman  and  Mr.  McDer- 
mott.  I  am  Gene  Lehrmann  from  Madison,  WI,  and  am  the  vice 
president  of  AARP.  The  association  is  pleased  to  have  the  opportu- 
nity to  discuss  the  administration's  health  care  reform  and  fiscal 
year  1993  budget  proposals. 

AARP  is  pleased  that  the  President  has  finally  entered  the 
health  care  reform  debate.  By  doing  so,  the  question  is  no  longer 
whether  there  will  be  reform  but  how  and  when.  The  administra- 
tion's proposal,  however,  fails  to  deal  effectively  with  two  major 
problems  in  our  health  care  system,  access  to  acute  and  long-term 
care  and  cost  containment.  AARP  firmly  believes  that  comprehen- 
sive reform  must  address  both  of  these  problems. 

Make  no  mistake,  to  ensure  access  to  health  care  we  must  con- 
trol escalating  costs.  In  terms  of  access,  the  administration's  pro- 
posal completely  ignores  the  long  term  care  needs  of  American 
families.  All  too  often  long  term  care  is  seen  as  an  elderly  benefit 
because  they  are  the  major  users  of  long-term  care  services.  This  is 
misleading  because  it  is  the  younger  families,  especially  the  "sand- 
wiched" generation,  which  bear  most  of  the  cost.  They  too  need 
protection. 

As  for  acute  care  access,  the  President  proposes  tax  credits  and 
deductions.  The  use  of  the  tax  code  is  a  well-tested  means  to 
achieve  social  policy  goals.  The  question  is  whether  the  President's 
proposal  is  sufficient  to  purchase  insurance  coverage  and  sufficient 
to  reduce  health  care  costs. 

Unfortunately,  on  both  scores  the  administration's  proposal  is 
clearly  deficient,  as  the  charts  at  the  end  of  my  written  statement 
show.  For  example,  the  maximum  value  of  the  tax  deduction  for  a 
family  with  an  income  of  $25,000  is  $563,  or  enough  to  buy  just  a 
little  over  one  month  of  family  coverage  on  average. 

Moreover,  the  administration's  proposal  would  do  little  to  control 
overall  health  care  costs.  Indeed,  it  would  lead  to  further  cost-shift- 
ing by  taking  resources  away  from  Medicare  and  Medicaid,  where 
at  least  some  cost  containment  exists,  to  private  insurance  which 
has  little  or  no  cost  controls.  Taking  control  of  health  care  costs  is 
only  possible  through  comprehensive  reform  with  strong  cost  con- 
tainment at  its  foundation.  The  administration's  proposal  clearly 
does  not  have  this. 

Despite  our  misgivings  about  the  administration's  proposal,  Mr. 
Chairman,  we  are  pleased  that  the  President  is  now  talking  about 
reforming  our  health  care  system.  We  hope  that  this  will  promote 
a  vigorous  debate  not  only  here  in  Washington  but  around  the 
country. 

We  at  AARP  are  doing  our  part  to  advance  the  health  care 
reform  debate.  The  association's  volunteer  National  Legislative 
Council  and  the  board  of  directors  have  recently  adopted  a  draft 
proposal  called  "Health  Care  America."  It  is,  however,  a  draft  pro- 
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posal  offered  to  our  members  for  discussion,  suggestions  and  modi- 
fications. We  are  actively  seeking  our  members'  reaction  to  it. 

As  you  know,  debate  is  the  essence  of  a  democratic  society,  and 
we  hope  this  plan  will  move  the  health  care  reform  debate  closer  to 
a  resolution.  And  speaking  of  resolutions,  I  would  like  to  turn  to 
the  administration's  fiscal  1993  budget  proposal,  which  we  find  dis- 
appointing in  several  ways. 

First,  its  modified  freeze  on  domestic  spending  sends  a  harsh 
message  to  low-income  Americans  regardless  of  age.  The  adminis- 
tration also  proposes  reconstructive  surgery  on  the  budget  process. 
Mr.  Chairman,  we  need  a  second  opinion. 

Real  threats  to  older  Americans  are  masked  under  the  innocuous 
rubric  of  budget  process  reform,  notably  the  proposed  cap  on  man- 
datory programs.  This  proposal  is  clearly  aimed  at  Medicare  and 
Medicaid,  since  the  growth  in  health  care  costs  has  far  exceeded 
general  rates  of  inflation.  Such  rates  of  growth  cannot  be  sus- 
tained, but  a  mandatory  cap  on  Medicare  and  Medicaid  does  noth- 
ing to  address  the  uncontrolled  growth  in  health  care  costs. 

The  proposed  changes  in  sequestration  rules  also  threaten  older 
Americans,  but  we  will  nc|t  be  fooled  by  these  arcane  technical 
modifications  to  the  BEA.  They  are  an  all-out  assault  on  Medicare, 
Medicaid,  and  the  programs  serving  the  most  vulnerable  citizens. 

Mr.  Chairman,  we  choose  to  work  with  you  in  trying  to  solve  all 
of  these  issues.  AARP  stands  ready  to  work  with  you  and  your  col- 
leagues in  producing  a  more  realistic  budget  and  achieving  the  goal 
of  comprehensive,  affordable  health  care  for  all  Americans. 

Thank  you  very  much. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF  EUGENE  LEHRMANN,  VICE  PRESIDENT, 
AMERICAN  ASSOCIATION  OF  RETIRED  PERSONS 


Good  morning.     I  am  Eugene  Lehrmann,  Vice  President  of  AARP  from 
Madison,  Wisconsin.     I  am  pleased  to  have  this  opportunity  to 
discuss  the  effect  on  older  Americans  of  the  President's  recently 
proposed  health  care  reform  plan  and  his  fiscal  year  1993 
(FY  1993)   budget  proposal. 

On  February  6,  1992,  President  Bush  acknowledged  the  need  for 
reform  of  our  nation's  health  care  system  and  presented  a 
proposal  to  the  American  public.    AARP  is  pleased  with  this 
action  since  the  Administration's  formal  entry  into  the  health 
care  reform  debate  significantly  increases  the  odds  that 
something  will  ultimately  happen;  the  guest ion  now  becomes  how 
and  when,  not  whether. 

The  President's  proposal,  however,  fails  to  deal  effectively  with 
the  two  major  problems  —  intensified  still  further  by  the 
recession  —  plaguing  our  health  care  system: 

o    access  to  both  acute  and  long-term  care  services  for  all 
uninsured  and  under insured  individuals;  and, 

o    effective  health  care  cost  containment. 

In  addition,  the  President  has  proposed  to  finance  his  plan 
through  cuts  in  the  Medicaid  program  and  suggested  cuts  in  the 
Medicare  program,  steps  which  the  Association  views  as  seriously 
misguided. 

AARP  believes  the  President's  health  care  reform  plan  falls  far 
short  of  providing  for  the  real  needs  of  Americans.    My  testimony 
will:     1)  discuss  some  of  AARP's  concerns  with  the  President's 
health  care  reform  proposal;  2)  summarize  the  Association's 
efforts  to  help  achieve  health  care  reform;  and  3)  analyze  the 
Administration's  FY  1993  budget  proposal. 


THE  PRESIDENT'S  HEALTH  CARE  REFORM  PROPOSAL 

The  following  is  an  analysis  of  the  various  components  of  the 
President's  health  care  reform  proposal  and  what  effects  they 
would  have  on  our  health  care  system. 


I.     Acute  Care  Access:  Tax  Credit  and  Deduction  Proposals 

The  President's  plan  attempts  to  provide  greater  access  to  acute 
health  care  coverage  through  several  avenues,  with  the  primary 
avenue  being  tax  credits  and  deductions  for  low-  and  middle- 
income  individuals.    While  use  of  the  tax  code  can  play  an 
important  role,  these  credits  and  deductions  fail  to  fully  cover 
the  average  cost  of  a  group  health  insurance  policy. 

According  to  the  Health  Insurance  Association  of  America  (HIAA) , 
an  average  conventional  group  health  insurance  policy  in  1993 
will  cost  $2,445  for  an  individual  and  $5,327  for  a  family. 
(Note:     These  figures  are  from  a  1990  HIAA  survey  of  group  health 
plans  adjusted  by  an  average  annual  growth  rate  of  12  percent) . 
The  President's  proposal  would  provide  for  a  tax  credit  or 
deduction  of  only  $1,250  for  an  individual  and  $3,750  for  a 
family,  as  indicated  below. 

A.      A  "Transferable"  Health  Insurance  Tax  Credit /Voucher  For  the 
Low-Income: 

For  low-income  individuals  and  families,  the  President  offers  a 
transferable  tax  credit /voucher  —  regardless  of  whether  an 
individual  or  family  has  any  tax  liability  —  for  the  purpose  of 
purchasing  health  insurance.     This  tax  credit/ voucher  could  be 
worth  up  to: 
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o    $1,250  per  individual; 

o    $2,500  per  married  couple  or  other  two-person  family;  and 

o    $3,750  per  family  of  three  or  more. 

By  1997,  when  the  tax  credit/voucher  would  be  fully  phased-in, 
all  individuals  or  families  below  100  percent  of  poverty  would  be 
eligible  to  receive  it.     (Initially,  only  those  with  incomes 
below  50  percent  of  poverty  would  be  eligible.) 

Those  with  incomes  between  100%  and  150%  of  poverty  would  receive 
a  tax  credit  or  voucher  on  a  sliding  scale  basis,  decreasing  to 
10%  of  the  maximum  allowable  amount  (i.e.,  $125/ individual, 
$250/couple,  and  $375/family)  at  150%  of  poverty. 

The  tax  credit  could  be  collected  directly  by  the  states  which 
would  then  enroll  these  individuals  and  families  in  a  health 
insurance  plan  that  could  either  be  part  of  the  state's  Medicaid 
program  or  a  separate  benefits  package.     Those  who  are  eligible 
to  receive  the  credit  but  do  not  wish  to  be  enrolled  in  the  state 
plan  could  opt  to  receive  a  voucher  which  would  then  allow  them 
to  purchase  private  health  insurance  on  their  own.     Under  either 
scenario,  the  individual  or  family  would  not  have  to  wait  until 
tax  filing  time  to  receive  the  credit/voucher  —  a  designated 
state  office  or  a  Social  Security  Administration  office  under 
state  contract  would  receive  applications  throughout  the  year. 


B.       A  Health  Insurance  Tax  Deduction  for  the  Middle-Income 

The  President  also  proposes  a  tax  deduction  of  health  care 
premiums  to  aid  middle-income  Americans  in  purchasing  health 
insurance.     The  deduction  is  worth  up  to: 

o    $1,250  per  individual; 

o    $2,500  per  married  couple  or  other  two-person  family;  and 

o    $3,750  per  family  of  three  or  more. 

Those  with  incomes  between  150%  of  poverty  and  $50,000  for  an 
individual,  $65,000  for  a  couple,  and  $80,000  for  a  family  would 
be  eligible  to  take  this  special  tax  deduction.     Those  low-income 
persons  who  are  also  eligible  for  the  tax  credit  may  choose  to 
take  this  health  insurance  tax  deduction  instead. 


C.  Analysis;  The  Value  of  the  President's  Tax  Credits  And 
Deductions  Compared  To  The  Estimated  Cost  Of  An  Average 
Group  Insurance  Policy  in  1993: 

The  value  —  that  is,  what  can  be  purchased  in  the  health 
insurance  market  —  of  the  proposed  tax  credit  and  deduction  is 
shown  on  Charts  I,  II  and  III  (attached)   for  individuals  and 
families  with  different  incomes  in  1993.     The  Charts  compare  the 
credit  and  deduction  (assuming  full  implementation  in  1993)  to 
the  estimated  average  cost  of  a  group  health  insurance  policy  of 
$2.445  for  an  individual  and  $5.327  for  a  family  in  1993.  These 
estimates  are  based  on  the  Health  Insurance  Association  of 
America's  (HIAA)   1990  survey  of  conventional  group  plans 
(adjusted  by  an  estimated  annual  growth  rate  of  12  percent) . 

Chart  I  shows  the  value  of  the  full  tax  credit  for  an  individual 
and  family  with  incomes  below  the  1993  tax  filing  thresholds. 
(Note:     The  federal  tax  filing  thresholds  are  set  roughly  at  the 
official  poverty  levels).    An  individual  with  income  under  $6,100 
in  1993  would  be  eligible  to  receive  the  maximum  proposed  tax 
credit  of  $1,250,  or  enough  to  purchase  6.1  months  of  insurance 
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coverage  —  leaving  the  individual  to  pay  $1,195  to  cover  the 
cost  of  coverage  for  the  remaining  5.9  months  in  the  year. 

A  family  with  an  income  of  under  $15,800  in  1993  would  be 
eligible  to  receive  the  maximum  proposed  tax  credit  of  $3,750,  or 
enough  to  purchase  8.4  months  of  insurance  coverage  —  leaving 
the  family  to  pay  $1,577  for  the  remaining  3.6  months  in  the 
year. 

Clearly,  the  tax  credit  is  not  sufficient  to  cover  the  estimated 
annual  premium  of  an  average  health  group  insurance  policy  in 
1993.    Moreover,  the  additional  costs  of  copayments,  deductibles, 
and  services  not  covered  under  the  policy  would  have  to  be  paid 
by  the  policyholder. 

Chart  II  shows  the  relative  value  of  the  proposed  tax  deduction 
for  two  single  taxpayers  in  1993,  one  with  an  annual  income  of 
$10,000,  the  second  with  an  annual  income  of  $40,000.     For  the 
individual  at  $10,000,  the  $1,250  deduction  (at  the  15  percent 
tax  bracket  rate)   is  worth  a  mere  $188  towards  the  estimated 
average  group  policy  cost,  or  leas  than  1  month  of  insurance 
coverage . 

An  individual  at  $40,000  is  only  marginally  better  off.  While 
the  cost  of  the  policy  remains  the  same,  this  higher  income 
individual  receives  a  greater  value  for  the  same  deduction  (as  a 
result  of  the  higher  28  percent  bracket),   in  this  case  $350.  The 
$350  is  worth  approximately  1.7  months  of  coverage. 

Chart  III  shows  similar  values  for  a  family  of  four,  with  two 
examples  at  the  $25,000  and  $60,000  income  levels.     The  1993 
estimated  average  annual  policy  cost  for  a  family  is  $5,327.  For 
the  family  with  an  annual  income  of  $25,000  in  1993,  the  $3,750 
deduction  (at  the  15  percent  tax  bracket  rate)  is  worth  $563, 
which  would  buy  about  1.3  months  of  coverage. 

The  higher  income  family  at  $60,000  does  better.     For  this  family 
(at  the  28  percent  bracket) ,  the  deduction  is  worth  $1050,  or 
about  2 . 4  months  of  coverage. 


II.     Long-Term  Care 

What  should  be  one  of  the  most  significant  aspects  of  any  health 
care  reform  plan  is  simply  ignored  by  the  President's  proposal  — 
the  long-term  care  needs  of  American  families. 

Not  only  are  families  emotionally  and  physically  exhausted  from 
providing  informal  care  at  home  without  any  respite,  they  are 
also  financially  bankrupted  by  the  staggering  cost  of  providing 
nursing  home  care  for  a  loved  one.     Clearly,  the  financial  burden 
placed  on  families  and  individuals  that  pay  for  long-term  care  is 
no  less  devastating  than  it  is  for  those  faced  with  high  acute 
care  costs.    A  $30,000  nursing  home  bill  is  no  less  or  more 
burdensome  than  a  $30,000  hospital  bill.     AARP  believes  that 
long-term  care  must  be  an  integral  part  of  health  care  reform  so 
that  we  can  ensure  individuals  access  to  a  full  continuum  of  care 
throughout  their  lives. 


III.    Managed/Coordinated  Care 

One  of  the  "principles"  of  the  President's  proposal  is  to 
"promote  consumer  choice."    His  plan,  however,  relies  heavily  on 
managed  care,  which  limits  health  care  choices  by  requiring  many 
patients  to  use  only  pre-selected  health  care  providers. 

While  many  managed  care  plans  do  provide  quality  care  at  lower 
costs,  the  problems  of  underservice  and  lower  quality  of  care  in 
managed  care  programs  are  well  documented.  Government 
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investigations  have  found  numerous  problems  with  the  delivery  of 
quality  care  at  several  managed  care  sites.    We  are  concerned 
that  the  Administration's  plan  speaks  only  to  the  cost-saving 
potential  of  managed  care  but  is  virtually  silent  on  a  vital 
beneficiary  protection  —  the  existence  of  strong  quality 
assurance  measures  to  ensure  that  managed  care  recipients  receive 
high  quality  services.     Unfortunately,  the  poor  and  the  elderly 
have  been  the  major  victims  of  unscrupulous  managed  care 
providers . 

Based  on  this,  AARP  believes  it  is  inappropriate  to  promote 
managed  care  for  poor,  elderly,  and  disabled  Americans  without  at 
a  minimum  strong  quality  assurance  provisions  that  ensure  they 
receive  proper  care.     There  remains  the  overwhelming  question  of 
how  acceptable  such  an  approach  to  care  —  one  which  has  the 
limitation  of  choice  as  its  cornerstone  —  is  to  many  Americans. 


IV.     Insurance  Market  Reforms 

The  Association  has  a  particular  interest  in  insurance  market 
reform  because  of  the  impact  it  may  have  on  many  of  our  members. 
Half  of  AARP's  members  are  between  the  ages  of  50  and  65,  a  vast 
majority  of  these  are  either  workers  or  dependents  of  workers, 
and  most  are  not  covered  under  Medicare. 

The  President  makes  lofty  promises  of  improvements  in  the 
accessibility  and  af f ordability  of  private  group  health  insurance 
that  will  be  brought  about  through  market  reforms. 
Unfortunately,  while  his  stated  objectives  are  a  step  forward, 
the  proposal  falls  far  short  of  these  ideals  in  its  specifics. 
For  example: 

o    Access :     For  individuals  in  groups,  the  proposal  would 
require  that  every  insurer  be  required  to  accept  every 
employer  group  in  the  state  that  applies  for  coverage,  but 
it  does  not  mandate  that  employers  apply,  and  it 
specifically  rejects  any  requirement  that  employers 
administer  the  plan  or  contribute  to  the  cost  of  coverage. 
Under  such  a  proposal,  any  increase  in  access  for  those 
working,  but  not  now  covered  (expanded  access) ,  would  be 
completely  reliant  upon  an  employer's  willingness  to  offer 
coverage  (i.e.,  to  make  it  available,  but  not  necessarily 
pay  for  it)  and  on  the  worker's  ability  to  pay  for  it. 
This,  in  turn,  raises  the  question  of  the  adequacy  of  the 
tax  deduction  (as  discussed  earlier) .     Further,  the  market 
reforms  do  not  apply  to  individually  purchased  insurance. 

o    Benefits:     The  proposal  would  apply  the  ERISA  preemption 
(which  allows  larger  self -insured  firms  to  avoid  state 
mandated  benefit  requirements)  to  small  business.  While 
some  of  these  mandates  have  become  excessive,  the 
Administration's  proposal  does  not  define  what  its  basic 
benefits  package  would  be.     Thus,  there  is  no  assurance  that 
those  individuals  who  might  be  able  to  obtain  coverage 
through  these  reforms  would  have  an  adequate  basic  benefit 
package  made  available  to  them. 

o    Cost  Containment:     The  proposed  market  reforms  rely  on 
marketplace  competition  as  their  principal  means  of  cost 
containment.    Unfortunately,  history  can  only  document  the 
private  sector's  lack  of  success  in  this  area. 

o    Age  Rating:     While  the  Administration's  proposal  would  place 
limits  on  health  status  underwriting,  it  would  continue  to 
permit  insurers  to  set  premiums  on  the  basis  of  age.  As 
individuals  grow  older,  they  are,  in  general,  at  a  greater 
risk  of  needing  health  care.     Thus,  eliminating  health 
underwriting  without  also  addressing  age  rating  only 
encourages  insurers  to  engage  in  a  subterfuge  that 
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substitutes  age  rating  for  health  underwriting.  In  short, 
while  not  intending  to,  the  problem  for  those  between  the 
ages  of  50  and  65  could  be  intensified. 

AARP  supports  private  insurance  market  reform  only  when 
undertaken  in  the  context  of  comprehensive  health  care  reform 
that  has  universal  access  and  effective  cost  containment  at  its 
foundation.     Since  the  Administration's  proposal  does  neither  of 
these,  the  insurance  market  reforms  that  it  does  propose  create 
an  expectation  that  it  cannot  live  up  to. 


V.     Health  Care  Cost  Qpjafcajyamja&Si 

Unfortunately,  the  President's  proposal  would  do  little  to 
control  escalating  health  care  costs  —  the  foremost  issue  on  the 
minds  of  the  American  public.     With  the  exception  of  the  proposal 
to  shift  health  care  delivery  to  a  more  market-based  system  —  a 
strategy  which  has  been  remarkably  unsuccessful  over  the  last 
several  decades  —  the  President's  plan,  does  very  little  to 
contain  costs  to  consumers  or  total  health  care  spending. 
Rather,   it  seeks  only  to  control  the  federal  government's  payment 
for  health  services  by: 

o  limiting  the  value  of  health  tax  credits  and  deductions; 

o  suggesting  cuts  in  Medicare  reimbursement  rates; 

o  cutting  federal  payments  for  Medicaid;  and 

o  imposing  managed  care  requirements  on  Medicare  and  Medicaid. 

In  effect,  this  is  the  approach  taken  over  the  last  decade  — 
with  little  success  in  curbing  costs. 

The  President's  plan,  at  a  minimum,  will  create  further  cost 
shifting.     The  proposal  may  even  contribute  to  escalating  health 
care  costs  by  shifting  Medicare  and  Medicaid  resources  to  the 
credits  and  deductions  ultimately  payable  to  private  insurance  — 
which  has  fewer  controls  on  reimbursement  rates  than  Medicare  and 
Medicaid.    Without  such  controls,  the  tax  credits  and  deductions 
could  actually  be  an  incentive  to  insurers  to  raise  their  prices. 
The  Administration  needs  to  recognize  that  the  health  care  cost 
problem  is  not  just  a  problem  with  federal  spending  —  but  total 
spending  —  any  health  care  reform  plan  must  effectively  address 
total  health  care  costs. 


Medical  Malpractice  Reform:     The  President's  proposal  also  seeks 
to  control  costs  through  medical  malpractice  reforms.     While  some 
reforms  in  this  area  are  warranted,  they  would  not  result  in 
dramatic  cost  savings  within  the  total  health  care  budget.  The 
American  Medical  Association  (AMA)  has  estimated  that  the 
combined  cost  of  medical  malpractice  insurance  and  defensive 
medicine  represent  only  two  to  three  percent  of  national  health 
care  spending. 

AARP  believes  that  a  fair  and  workable  reform  of  our  malpractice 
system  must  recognise,  first  and  foremost,  that  the  root  problem 
is  medical  negligence.    Quality  assurance  mechanisms  which  seek 
to  identify  and  eliminate  negligent  care  and  to  correct  poor 
performance  should  be  coupled  with  tort  system  and  insurance 
reforms. 

Real  malpractice  reform  should  address  each  of  these  components 
and  should  not  look  to  any  one  avenue  alone  to  produce 
significant  changes.     Further,  we  should  avoid  creating  a  new  set 
of  perverse  incentives  as  we  attempt  to  eliminate  old  ones.  For 
instance,  reliance  on  limits  on  non-economic  damages  may  have 
some  merit,  but  its  greatest  impact  would  fall  on  older  Americans 
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—  a  group  that  has  high  exposure  to  the  health  care  system  but 
historically  low  malpractice  awards.     Similarly,  alternative 
dispute  resolution  (ADR)  strategies  are  very  important,  but  they 
should  not  jeopardize  an  individual's  constitutional  recourse  to 
the  courts  in  cases  where  other  mechanisms  have  failed  to  address 
serious  medical  negligence. 


Administrative  Savings  and  Paperwork;     The  President's  proposal 
also  seeks  to  contain  health  care  costs  by  streamlining 
administrative  paperwork.     AARP  believes  that  such  reforms  have 
merit  and  could  achieve  savings;  however,  the  savings  achieved 
could  be  much  greater  through  comprehensive  reform  that 
establishes  uniform  reimbursement  rates  for  all  payers  and 
providers . 


VI.    Medicare  and  Medicaid  Cuts 

The  President's  plan  calls  for  deep  cuts  in  the  Medicaid  program 
and  suggests  further  substantial  reductions  in  Medicare. 
Ultimately,  cuts  of  the  magnitude  suggested  would  cause 
beneficiary  care  to  decline  and  jeopardize  the  integrity  of  these 
important  programs. 

The  Administration's  proposal  continues  to  depend  on  the  Medicaid 
program,  or  some  variation  of  it,  to  provide  coverage  for  the 
nation's  poorest  individuals.     The  plan,  however,  would  cap 
federal  Medicaid  payments  to  states  and  allow  for  annual 
increases  of  no  more  than  two  to  four  percent  more  than  the 
general  rate  of  inflation  —  at  a  time  when  Medicaid  costs  are 
growing  at  over  three  times  that  rate. 

Since  the  President's  plan  does  little  to  control  overall  health 
care  costs,  a  cap  on  Medicaid  spending  would  only  decrease 
benefits  for  the  most  vulnerable  Americans  and/ or  increase  the 
financial  strain  on  state  budgets.     In  effect ,  the 
Administration's  proposal  is  nothing  more  than  a  cost  shift  to 
the  states,  at  a  time  when  most  states  can  ill-afford  the 
additional  financial  burden. 

AARP  believes  these  cuts  are  totally  unacceptable  to  finance  the 
limited  reform  envisioned  by  the  Administration.  The 

Administration  is  asking  the  elderly,  disabled,  and  poor,  as  well 
as  the  providers  that  serve  them,  to  pay  for  a  more  fragmented 
and  less  equitable  health  care  system.     Clearly,  these  groups 
should  not  be  the  source  of  financing  medical  care  for  other 
Americans. 

In  addition,  the  Administration's  plan  appears  to  encourage 
Medicaid-eligible  individuals  to  use  a  tax  credit  to  buy  a  basic 
private  insurance  benefit  package,  either  independently  or 
through  an  employer.     The  plan  requires  the  states  to  determine 
the  content  of  the  basic  benefit  package  based  on  the  value  of 
the  tax  credit.     Given  the  limited  amount  of  the  tax  credit,  the 
basic  benefit  package  may  well  cover  far  less  than  the  current 
benefits  available  under  the  Medicaid  program.     In  addition, 
high-cost  states  will  have  far  less  coverage  in  their  basic 
package  than  states  with  lower  health  care  costs. 

Also,  since  the  Administration's  plan  does  not  contain  costs, 
private  insurance  prices  will  continue  to  escalate  and  erode  the 
purchasing  power  of  the  proposed  tax  credit.     (The  credit  is 
indexed  to  general  inflation,  not  medical  inflation,  which  has 
been  running  at  two  to  two  and  a  half  times  general  inflation.) 

In  Medicare .  the  suggested  cuts  in  provider  reimbursements  will 
only  perpetuate  cost-shifting  and  provider  resentment.     A  recent 
survey  indicated  that  75  percent  of  older  Americans  are  already 
worried  about  losing  government-provided  health  insurance. 
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Compared  to  the  rest  of  our  health  care  system,  the  Medicare 
program  works  well  in  terms  of  providing  access  to  all  that  are 
eligible. 

Moreover,  Medicare  has  a  number  of  cost  containment  mechanisms  in 
place  that  have  worked  to  control  its  program  costs  —  though 
this  has  resulted  in  some  cost-shifting  to  private  payers. 
Comprehensive  reform  that  establishes  a  fair  and  uniform  method 
of  reimbursement  across  all  payors  may  be  the  only  way  to  curtail 
cost-shifting  and  reduce  fragmentation  in  our  health  care  system. 
The  Medicare  program  can  serve  as  a  useful  model  for  such  reform. 


AARP'S  EFFORTS  TOWARD  ACHIEVING  HEALTH  CARE  REFORM 

AARP  believes  that  comprehensive  reform  of  our  health  care  system 
must  become  a  national  priority  if  we  are  to  achieve  the  goal  of 
assuring  access  to  quality  care  for  all  our  citizens  and  to  gain 
control  of  escalating  health  care  costs.     We  recognize  that  broad 
public  consensus  about  the  scope  of  the  problem,  and  the  need  to 
share  the  risk  of  health  care  costs,  will  be  key  to  Congressional 
action. 

To  achieve  broad  public  consensus,  continued  public  education  is 
essential.     AARP  is  making  education  a  priority  activity  so  our 
members  will  come  to  recognize  that  even  though  they  may  have 
adequate  health  care  coverage  today,  they  could  quickly  become 
vulnerable  to  devastating  acute  and  long-term  care  costs  under 
our  current  system.     In  this  regard,  many  AARP  members  are 
already  well  aware  of  our  health  care  problems  and  are  calling 
for  action.     In  response,  the  Association's  volunteer  National 
Legislative  Council  has  recommended  to  the  Board  of  Directors, 
and  the  Board  has  adopted,  a  draft  proposal  that  will  be  used  to 
inform  our  members  about  potential  solutions  and  provide  them 
with  the  opportunity  for  input  during  the  next  year. 

The  draft  proposal  is  the  culmination  of  more  than  two  years  of 
hearings,  public  opinion  studies  and  recommendations  from  health 
care  experts.     It  reflects  the  Association's  best  thinking  at 
this  time  on  addressing  the  growing  concern  from  around  the 
country  —  expressed  by  Americans  young  and  old  —  that  something 
must  be  done.     It  is,  however,  a  draft  proposal  —  that  is,   it  is 
offered  to  our  members  for  discussion,  debate,  suggestions  and 
modifications.     The  Association  will,  in  the  coming  year, 
actively  seek  reaction  to  it  from  our  membership. 

AARP's  draft  proposal  —  known  as  "Health  Care  America"  —  is  a 
comprehensive  national  health  care  plan  that  controls  costs  and 
provides  high  quality  acute  and  long-term  care  coverage  to 
everyone.     A  public  plan  ensures  .access  to  all  Americans, 
although  employers  may  exercise  the  option  to  provide  private 
health  insurance  coverage  to  workers  and  their  dependents. 
Employers  who  do  not  provide  coverage  would  pay  an  eight  percent 
payroll  tax.     Global  budgets,  fee  schedules,  and  care  management 
are  at  the  center  of  the  proposal's  cost  containment  strategy. 

Health  Care  America  would  provide  a  single  health  insurance 
access  card  for  everyone,  known  as  MediCard.    With  this  card, 
everyone,  regardless  of  age,  income  or  employment  status,  would 
gain  access  to  an  improved  and  expanded  Medicare  program,  or  to 
equivalent  or  better  coverage  provided  through  an  employer. 
Either  way,  there  will  be  no  more  denials  of  coverage  for  "pre- 
existing conditions,"  no  more  people  falling  through  the  cracks, 
and  no  more  overlapping  plans  and  programs  generating  wasteful 
paperwork . 

The  card  assures  access  to  a  full  range  of  preventive,  acute 
care,  prescription  drug,  and  long-term  care  benefits.     There  is 
no  cost-sharing  for  preventive  services,  hospice,  or  hospital 
care,  and  only  a  10  percent  coinsurance  for  most  other  acute  care 
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services.     For  most  individuals,   it  will  no  longer  be  necessary 
to  purchase  supplemental  insurance.     The  proposal  also 
incorporates  strict  cost  controls,  malpractice  reforms,  and  the 
elimination  of  waste  and  duplication. 

The  Association  is  proposing  two  options  for  financing  Health 
Care  America:     1)  A  three-percent  income  tax  that  would  apply  to 
all  income  above  $15,000  for  an  individual  or  $20,000  for  a 
family;  or  2)  a  five-percent  value  added  tax,  exempting  food, 
housing,  and  medical  care.     In  addition,  AARP  is  proposing  other 
financing  sources  such  as  a  five-percent  surtax  on  existing 
corporate  income  tax,   increased  estate  taxes,  and  increased 
alcohol  and  tobacco  taxes. 

The  Association  knows  that  any  comprehensive  health  care  reform 
plan  will  be  controversial.     If  we  are  to  fix  the  serious 
problems  that  our  health  care  system  faces,  controversy  will  be 
unavoidable.     Debate  is  the  essence  of  a  democratic  society,  and 
we  hope  this  plan  will  move  the  health  care  reform  debate  closer 
to  resolution. 

We  have  no  illusions  about  a  quick  solution,  but  clearly,  the 
1992  elections  offer  an  important  opportunity  to  help  solidify 
America's  commitment  to  reforming  our  health  care  system.  AARP 
and  thousands  of  our  volunteer  leaders  are  helping  to  make  health 
care  reform  a  focal  point  of  debate  in  the  national  elections. 


THE  PRESIDENT'S  FY  1993  BUDGET  PROPOSAL 

The  President's  FY  1993  budget  proposal  is  disappointing  in  a 
number  of  ways.     First,  the  budget  sends  a  harsh  message  to  low- 
income  Americans.     The  budget  calls  for  a  "modified  freeze"  on 
domestic  spending,  accomplished  through  sharp  reductions  in,  or 
the  elimination  of,  some  important  programs  serving  low-income 
Americans.     The  impact  of  these  cutoacks  is  made  more  serious  by 
the  recession.     Examples  of  proposed  reductions  in  programs  which 
assist  low-income  older  persons  include: 

o    a  cut  of  over  90  percent  in  new  construction  for  housing  for 
the  elderly  under  Section  202; 

o    a  one-third  reduction  in  the  Low-Income  Home  Energy 
Assistance  Program; 

o    elimination  of  the  Community  Service  Block  Grant;  and 

o    a  reduction  of  over  $50  million  in  the  Senior  Community 
Service  Employment  Program. 

The  unwillingness  of  the  President  to  use  at  least  part  of  the 
money  saved  from  reductions  in  defense  spending  to  meet  domestic 
needs  means  that  low- income  Americans  are  once  again  asked  to 
sacrifice  beyond  their  means  and  their  share. 

This  budget  will  do  little  to  dispel  the  public's  growing 
cynicism  about  government  in  general  and  the  federal  budget 
process  in  particular.     One  of  the  positive  attributes  of  the 
1990  budget  agreement  was  a  general  rejection  of  phony 
assumptions  and  budget  gimmickry.     Unfortunately,  this  budget  too 
often  uses  these  tactics  "to  make  the  numbers  work."  For 
example,  the  budget  claims  almost  $40  billion  in  savings  over 
five  years  from  passage  of  reform  legislation  and  related 
accounting  changes  for  the  Pension  Benefit  Guarantee  Corporation 
and  deposit  insurance.     This  accounting  change,  from  cash 
accounting  to  accrual  accounting,  may  be  good  policy,  but  it  is 
highly  suspect  because  it  uses  these  "paper"  savings  to  offset 
"real"  revenue  losses  from  the  President's  proposed  tax  cuts. 
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In  the  same  vein,  the  budget's  deficit  numbers  are  based  on  the 
elimination  of  almost  250  domestic  programs  and  unspecified 
savings  in  domestic  programs  in  FY  1994  and  FY  1995.     Many  of  the 
programs  slated  for  elimination  have  been  targeted  before;  and, 
while  Congress  may  well  decide  to  prune  some  programs  from  the 
list,  most  will  likely  remain. 


Is  BUDGET  PROCESS 

The  President's  budget  proposes  a  series  of  "budget  process 
reforms."     These  include: 

o    extending  the  structure  and  enforcement  procedures  of  the 
Budget  Enforcement  Act  ( BEA)  until  "the  budget  is  balanced," 
including  the  continuation  of  1)  the  existing  discretionary 
spending  categories  and  their  limits,  and  2)  the  pay-as-you- 
go  requirements  for  mandatory  programs; 

o    establishing  caps  for  mandatory  programs;  and 

o    changing  the  rules  on  sequestration. 

Due  to  the  magnitude  of  cuts  and  revenues  in  the  Omnibus  Budget 
Reconciliation  Act  of  1990  (OBRA  '90),  too  little  attention  was 
paid  to  the  provisions  of  the  BEA.     For  this  reason,   it  is 
especially  important  for  Congress  to  now  thoroughly  examine  and 
debate  the  BEA  before  any  decision  is  made  about  modifying  or 
extending  its  structure  and  enforcement  mechanisms. 

Even  before  the  BEA,  expansion  of  entitlement  (mandatory) 
programs  was  governed  by  informal  pay-as-you-go  requirements. 
This  committee,   its  counterpart  in  the  Senate,  and  many  of  the 
interest  groups  working  on  entitlement  programs  (including  AARP) 
recognized  that  proposals  had  to  be  deficit  neutral  or  they  would 
not  be  adopted. 

It  is  interesting  to  note  that  while  the  President's  budget 
proposes  changes  that  would  make  pay-as-you-go  an  even  more 
restrictive  system,  the  health  care  proposal  introduced  by  the 
President  does  not  include  specific  financing  mechanisms. 


Discretionary  Spending  Caps:     Clearly,  Congress  should  examine 
whether  or  not  to  continue  separate  discretionary  caps  for 
defense  and  domestic  programs  in  light  of  the  vast  changes  that 
have  taken  place  in  the  world.     The  President's  FY  1993  budget 
uses  all  of  the  savings  from  defense  for  deficit  reduction,  with 
no  money  redirected  to  meet  pressing  domestic  needs.  AARP 
believes  that  deficit  reduction  is  important  and  must  continue  to 
be  one  of  the  nation's  primary  policy  goals.     But  the  wisdom  of 
cutting  defense  spending  in  a  recession  and  not  shifting  any  of 
the  money  back  to  the  civilian  economy  is  at  best  questionable. 
The  first  order  of  business  is  to  get  the  economy  growing  again. 

Entitlement  Spending  Caps:     A  major  threat  to  older  Americans  is 
masked  under  the  innocuous  rubric  of  "budget  process  reform." 
One  of  the  most  obvious  of  these  threats  is  the  proposed  cap  on 
mandatory  programs.     The  President  proposes  capping  mandatory 
programs  by  limiting  growth  to  the  growth  in  the  eligible 
population,  the  Consumer  Price  Index,  plus  an  average  of  2.5 
percent  (before  health  care  reform)  and  1.5  percent  (after  health 
care  reform) .     If  growth  in  mandatory  programs  were  to  exceed 
these  levels,  reconciliation  would  be  triggered.  If 
reconciliation  failed  to  bring  program  growth  back  to  the  capped 
level,  a  sequester  would  be  triggered.      This  proposal  seems  to 
assume  that  all  entitlement  programs  would  be  subject  to  the 
caps. 
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Unquestionably,  the  real  target  of  this  proposal  is  Medicare  and 
possibly  Medicaid,  since  the  growth  in  health  care  costs 
generally  and  in  the  federal  budget  has  far  exceeded  general 
rates  of  inflation.     But,  the  mandatory  cap  does  nothing  to 
address  the  uncontrolled  growth  in  health  care  costs.     Since  the 
early  1980' s  Congress  has  subjected  Medicare  to  a  series  of  cuts. 
These  efforts  have  slowed  the  rate  of  growth  mainly  on  the 
Hospital  side  of  the  program.     Despite  these  efforts,  it  has  not 
been  possible  to  keep  the  rate  of  growth  near  the  general 
inflation  rate.     A  mandatory  cap  would  simply  require  ever 
sharper  cuts  in  Medicare  without  any  regard  for  the  overall 
effectiveness  of  the  program. 

Sequestration  Rules;     Another  attack  on  Medicare  and  other 
programs  of  interest  to  older  Americans  in  the  budget  process 
reform  is  a  major  change  in  sequestration.     Under  current  law, 
many  entitlement  programs,  such  as  low-income  and  civil  service 
retirement  and  health  benefit  programs,  are  not  subject  to 
automatic  cuts  to  meet  deficit  targets.     Currently,  Medicare  is 
sequestrable,  but  the  amount  of  any  automatic  cut  is  limited  to 
four-percent  of  program  costs.     (This  was  an  increase  from  two- 
percent  under  the  Gramm-Rudman-Hol lings  sequester  rules.)  The 
budget  proposal  would  eliminate  most  exemptions  from 
sequestration,  thereby  "uncapping"  the  Medicare  sequester. 

Since  the  enactment  of  the  first  Gramm-Rudman-Hol lings  law, 
Congress  has  protected  most  low-income  entitlement  programs  from 
automatic  reductions.     Unless  we  are  to  believe  that  Congress 
would  abandon  this  commitment  to  ensure  that  low-income 
individuals  would  not  suffer  from  deficit  reduction  efforts,  the 
bulk  of  any  savings  (70  percent  or  more)  from  either  the 
entitlement  cap  or  sequestration  would  come  from  Medicare  and 
civil  service  retirement. 

Any  plan  to  subject  Medicare  to  full  sequestration,  particularly 
at  these  levels,  would  be  a  fundamental  attack  on  the  program, 
even  without  adopting  the  proposal  for  caps  on  mandatory 
programs.     Combined  with  the  mandatory  caps,  a  full  sequestration 
of  Medicare  would  be  devastating  for  the  future  stability  and 
security  of  the  program.     In  this  instance,  Medicare  would  be 
subject  to  two  rounds  of  reductions,  without  any  limit  on  the 
amount  that  could  be  cut  from  the  program. 

These  proposed  budget  "reforms"  are  unwarranted  and  unwise, 
especially  at  a  time  when  there  is  heightened  concern  on  the  part 
of  older  persons  about  losing  Medicare  benefits.     Indeed,  a 
recent  survey  conducted  by  the  Daniel  Yankelovich  Group  (DYG)  for 
AARP  shows  that  75  percent  of  older  persons  express  a  fear  of 
losing  government  health  insurance. 

No  one  should  be  misled  by  what  appears  to  be  arcane  technical 
modifications  to  the  Budget  Enforcement  Act.     They  will  be  seen 
for  what  they  are  —  an  all  out  attack  on  Medicare. 


II.     HEALTH  CARE  PROGRAMS 

Overall,  the  President's  FY  1993  Medicare  and  Medicaid  proposals 
are  similar  to  those  he  proposed  last  year  —  and  were  soundly 
rejected  by  the  Congress. 

A.  Medicare 

Under  the  Omnibus  Budget  Reconciliation  Act  of  1990   (OBRA  '90), 
the  Medicare  program  continues  to  make  enormous  contributions  to 
federal  deficit  reduction.     OBRA  '90,  enacted  in  the  Autumn  of 
1990,  included  a  five-year  deficit  reduction  plan  which  will 
reduce  Medicare  benefit  outlays  (Parts  A  and  B  combined)  by  a 
total  of  $43  billion  by  the  end  of  FY  1995.     In  FY  1993  alone, 
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OBRA  '90  will  reduce  Medicare  benefit  outlays  by  an  estimated 
$8.9  billion. 

Now,  in  addition  to  the  substantial  Medicare  cuts  enacted  in 
OBRA  '90,  the  President's  FY  1993  budget  proposes  to  cut  the 
Medicare  program  by  another  $1.4  billion  in  FY  1993  and 
S13.9  billion  over  the  next  five  years  (FY  1993-97)  —  (see 
Chart  IV) .     In  addition,  the  Administration  proposes  to  require 
all  state  and  local  workers  to  participate  in  Medicare,  bringing 
in  $1.6  billion  more  in  revenue  in  FY  1993  and  $7.5  billion  over 
the  next  five  years   (FY  1993-97). 

Higher  Part  B  Premium  for  Upper  Income  Beneficiaries:     The  budget 
proposal  would  raise  $3.1  billion  in  new  revenue  over  six  years 
(FY  1992-97)  by  tripling  the  cost  of  the  Medicare  Part  B  premium 
for  upper  income  beneficiaries  (from  $31.80  per  month  to  $95.40 
per  month  in  1992) .     Specifically,  beneficiaries  with  annual 
incomes  over  $100,000  ($125,000  for  couples)  would  have  $95.40 
deducted  from  their  monthly  Social  Security  check  presumably 
beginning  August  1,   1992,  to  pay  for  their  Part  B  premium. 

This  proposal  is  similar  to  those  opposed  by  AARP  and  rejected  by 
the  Congress  both  last  year  and  during  the  1990  budget  summit. 

Income-relating  Medicare  premiums  does  nothing  to  contain 
escalating  program  costs.     Rather,   it  merely  shifts  those  costs 
onto  beneficiaries  who  have  no  control  over  Medicare  spending. 

Medicare  Coverage  of  State  and  Local  T^mpi  nymm;     The  budget 
proposal  includes  $1.6  billion  in  new  revenue  for  FY  1993  by 
requiring  that  all  state  and  local  employees  and  their  employers 
(state  and  local  governments)  pay  the  Medicare  Hospital  Insurance 
(Part  A)  payroll  tax  (1.45%  of  payroll)   beginning  July  1,  1992. 
AARP  believes  this  proposal  is  fair  and  equitable,  although  the 
revenues  should  be  used  to  pay  for  health  care. 

Medicare  Provider  Reimbursement  Constraints:    As  in  the  past,  the 
Administration's  FY  1993  budget  proposes  reductions  in  Medicare 
provider  payments.     A  total  reduction  of  $1.1  billion  in  provider 
reimbursement  in  FY  1993  and  $10.8  billion  over  the  next  five 
years  is  proposed.     AARP  believes  that  any  reductions  in  provider 
reimbursements  should  not  jeopardize  physician  payment  reform. 

Medicare  Contractor  Reform:    The  Administration's  proposal  offers 
various  reforms  involving  Medicare  contractors.     AARP  supports 
many  elements  of  this  "contractor  reform,"  but  such  efforts  must 
not  impede  adequate  funding  for  toll-free  hotlines  for 
beneficiaries.     In  addition,  AARP  believes  that  adequate  funding 
should  be  included  in  the  budget  to  revise  the  Explanation  of 
Medicare  Benefits  (EOMB)  form  to  include  specific  information  on 
the  balance  billing  limit. 

Further,  the  proposed  budget  would  eliminate  carrier  bonuses  for 
increasing  the  number  of  Medicare  participating  physicians  — 
that  is,  doctors  who  agree  to  accept  Medicare  payment  rates  as 
payment-in-full.     AARP  opposes  eliminating  these  bonuses. 

Medicare  and  Medicaid  Research.  Demonstration,  and  Evaluation: 

The  FY  1993  proposal  gives  priority  in  its  HCFA  research  budget 
to  refining  the  new  physician  payment  system  to  ensure  its 
successful  implementation  and  to  evaluate  its  impact  on 
utilization,  access  and  appropriateness.     The  Association 
applauds  this  focus  as  essential  to  the  implementation  of  the 
1989  Physician  Payment  Reform  law. 

B.    Medicaid  and  Other  Health  Programs 

The  Medicaid  program «    The  President's  FY  1993  budget  proposes  a 
savings  of  $5  million  in  the  Medicaid  program  by  requiring  states 
to  ensure  that  noncustodial  parents'  health  insurance  provides 
medical  support  for  their  children,  thereby  requiring  private 
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health  insurance  to  provide  medical  support  instead  of  Medicaid. 
AARP  believes  that  this  proposal  could  help  provide  health 
insurance  to  some  of  America's  most  vulnerable  children. 

Survey  and  Certification  Fund;     The  proposal  would  raise 
$255  million  in  new  user-fees  by  establishing  a  survey  and 
certification  revolving  fund  to  charge  facilities  for  costs 
associated  with  federally-required  quality  surveys  under  Medicare 
and  Medicaid.    AARP  opposes  charging  survey  and  certification 
providers  such  "user-fees"  which  could  weaken  state  survey 
agencies  at  a  critical  time  when  major  long-term  care  quality 
reforms  are  being  put  in  place.     Such  fees  may  also  create 
incentives  for  providers  to  shift  costs  onto  private-pay 
patients,  further  escalating  out-of-pocket  costs. 

Breast  and  Cervical  Cancer  Prevention:     The  Administration 
recommends  an  increase  in  funding  for  breast  and  cervical  cancer 
screening  for  low-income,  as  well  as  non-Medicaid,  uninsured 
women.     AARP  commends  the  Administration  for  this  proposal,  which 
could  help  reduce  the  number  of  deaths  from  these  types  of 
cancers . 


III.     RETIREMENT  INCOME  SECURITY 

A.  Social  Security 

Through  Social  Security,  the  federal  government  provides 
retirement  income  to  over  30  million  older  Americans  who  worked 
in  Social  Security-covered  employment.     The  government  also 
provides  retirement  benefits  to  federal  workers  —  the  largest 
category  of  workers  outside  Social  Security.     Once  again,  the 
President's  budget  provides  full  cost-of-living  adjustments 
(COLAs)  for  both  of  these  retirement  income  programs.  A  full  COLA 
enables  older  Americans  to  keep  pace  with  the  rising  cost  of 
goods  and  services. 

The  President's  FY  1993  budget  includes  a  welcome,  albeit  modest, 
increase  in  the  administrative  funds  for  the  Social  Security 
Administration  (SSA) .  Unfortunately,  the  President  proposes  a 
freeze  on  SSA  staffing  for  FY  1993. 

Despite  an  increase  of  1,000  full  time  equivalent  (FTE)  staff 
permitted  under  the  FY  1992  budget,  the  agency's  disability 
application  backlog  rose  substantially  and  the  toll  free  800 
telephone  number  experienced  continued  problems.     These  and  other 
service  delivery  problems  are  an  outgrowth  of  an  OMB-ordered 
17,000  FTE  staff  cut  (see  Chart  V)  that  took  place  from  1985 
through  1990. 

The  mounting  disability  backlog  poses  a  serious  hardship  on 
applicants.    AARP  believes  SSA  needs  to  have  the  resources  to 
reduce  the  number  of  people  awaiting  action  on  their  disability 
applications. 

B.  Supplemental  Security  Income  (SSI) 

SSI  provides  a  sub-poverty  level  income  for  low-income  persons 
who  are  elderly,  blind  or  disabled.     The  President  proposes  a 
$129  million  reduction  in  SSI  spending  over  five  years  by 
recouping  SSI  overpayments  from  Social  Security  beneficiaries. 
This  proposal,  which  has  been  rejected  by  Congress  previously, 
would  create  serious  financial  hardship  and  anxiety,  because  most 
beneficiaries  already  have  inadequate  incomes. 

C.  Pensions 

Pension  Benefit  Guaranty  Corporation  (PBGC) :  The  PBGC  provides 
mandatory  insurance  of  pension  benefits  to  defined  benefit  plan 
participants  if  an  employer  terminates  a  plan  and  is  unable  to 
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pay  benefits.     The  President's  FY  1993  budget  includes  proposals 
to  change  the  budgetary  treatment  of  PBGC  and  proposes 
legislation  to  reduce  PBGC's  future  exposure. 

The  Administration  proposes  to  account  for  PBGC  in  the  federal 
budget  on  an  accrual,  rather  than  on  a  cash,  accounting  basis  — 
this  will  show  the  present  value  of  PBGC's  estimated  future 
obligations.     In  other  words,  costs  are  to  be  measured  as  they 
arise,  not  later  when  they  are  paid.     The  Administration  also 
proposes  three-part  legislation  to  reduce  PBGC's  future 
liabilities.     The  legislation  would  make  improvements  to  the 
current  minimum  funding  rules,  freeze  guarantees  for  currently 
underfunded  plans,  and  enhance  PBGC's  standing  and  recovery  from 
employers  in  bankruptcy. 

The  cumulative  effect  of  changing  to  accrual-basis  accounting  and 
implementing  the  proposed  legislative  changes  would  be  to  lower 
the  PBGC's  accrued  "cost"  in  the  federal  budget  by  $8.7  billion 
in  the  first  year.     This  figure  is  reached  despite  the  fact  that 
assumptions  of  future  obligations  are  quite  uncertain. 
Furthermore,  the  proposed  first  year  savings  far  exceed  current 
PBGC  obligations,  making  it  unclear  exactly  where  these  savings 
would  come  from. 

Retirement  Plans  and  Distributions:     The  Administration  proposes 
a  number  of  measures  to  change  pension  distribution  rules  and 
would  encourage  employers  to  sponsor  pension  plans.  The 
Administration  proposes  the  creation  of  a  simpler  pension  plan 
option,  with  less  paperwork  and  less  stringent  nondiscrimination 
testing.     In  addition,  it  would  ease  rollovers  to  Individual 
Retirement  Accounts  (IRAs)  and  phase-out  current  preferred  tax 
treatment  of  pension  distributions. 

AARP  believes  that  any  changes  adopted  should  also  ensure  the 
maintenance  of  equitable  benefits  to  lower-income  workers. 

Real  Estate  Investment  by  Pension  Funds:     The  Administration 
proposes  to  modify  the  rules  on  pension  investments  in  real 
estate.     These  changes  are  intended  to  facilitate  direct  equity 
investment  in  real  estate  by  decreasing  the  taxation  of  debt- 
financed  investments.     Although  current  pension  law  does  not 
specifically  prohibit  investment  in  real  estate,  current 
fiduciary  rules  of  prudence  and  diversification  often  limit  such 
investment.     Retaining  current  fiduciary  standards  are  essential 
to  ensure  that  favorable  tax  changes  do  not  adversely  affect 
pension  funds. 


Mr.  Chairman,  I  appreciate  the  opportunity  to  testify  before  you 
today.     AARP  stands  ready  to  work  with  you  and  your  colleagues  in 
producing  a  more  realistic  FY  1993  budget  and  achieving  the  goal 
of  comprehensive  and  affordable  health  care  for  all  Americans. 
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Mr.  Gibbons.  Thank  you,  sir. 
Mr.  Glover. 

STATEMENT  OF  EUGENE  GLOVER,  PRESIDENT,  NATIONAL 
COUNCIL  OF  SENIOR  CITIZENS 

Mr.  Glover.  Thank  you,  Mr.  Chairman,  members  of  the  commit- 
tee. It  is  a  pleasure  to  be  here  today.  My  name  is  Gene  Glover  and 
I  represent  the  National  Council  of  Senior  Citizens. 

We  are  here  to  discuss  the  President's  health  reform  proposal 
and  to  begin  the  debate  on  whether  or  not  it  will  live  up  to  its 
promises.  Unfortunately,  there  are  fundamental  flaws  in  his  ap- 
proach, flaws  which  will  not  solve  the  problems  of  our  current 
system.  Instead,  they  will  exacerbate  them. 

The  biggest  mistake  the  President  makes  is  to  base  his  plan  on 
our  current  health  system,  a  system  near  collapse.  This  is  not  the 
system  on  which  the  Nation  wants  to  build  an  efficient  and  equita- 
ble national  health  program. 

Mr.  Chairman,  having  been  involved  in  this  issue  for  over  25 
years,  the  National  Council  has  developed  a  strong  position  on  this 
issue.  Rather  than  develop  a  specific  legislative  proposal,  our  gen- 
eral board  and  our  conventions  have  constructed  a  set  of  ten  princi- 
ples by  which  we  evaluate  health  reform  legislation.  Simply  put, 
these  principles  call  for  a  program  that  is  comprehensive,  financed 
progressively,  includes  long-term  care,  and  keeps  costs  down  effec- 
tively and  protects  the  rights  of  patients  and  families. 

We  have  used  these  10  points  to  evaluate  the  President's  health 
care  proposal  and,  sad  to  say,  he  fails  to  meet  a  single  point.  His 
plan  does  not  provide  universal  access.  Rather,  it  offers  marginally 
better  options  to  those  who  cannot  currently  afford  insurance.  It 
does  not  provide  comprehensive  benefits.  Just  the  opposite  is  true, 
since  $3,750  per  family  will  only  provide  a  bare-bones  insurance 
policy.  His  program  does  not  address  the  long-term  care  needs  of 
impaired  persons,  both  young  and  old. 

Since  his  program  lacks  financing,  it  is  difficult  to  tell  if  it  would 
be  progressive  in  nature.  His  malpractice  reform  does  not  address 
quality  assurance  issues,  which  we  hope  will  be  raised  when  mal- 
practice reform  is  raised  by  this  committee.  He  fails  to  eliminate 
unnecessary  procedures  and  fails  to  plan  for  future  application  of 
health  technology.  This  means  there  are  no  serious  cost  contain- 
ment or  rational  health  planning  provisions  in  his  proposal. 

Obviously  a  program  which  prevents  patients  from  seeking  re- 
dress in  the  courts  does  not  encourage  the  creation  of  a  patients' 
bill  of  rights.  With  the  President's  program  based  on  our  current 
chaotic  system,  points  9  and  10  of  our  principles,  which  call  for  fun- 
damental administrative  reform,  are  not  met. 

In  sum,  Mr.  Bush's  program  offers  little  to  nothing  for  the  work- 
ing people  and  the  middle  class  and  the  elderly  population  of  this 
country.  We  have  no  choice  but  to  flunk  the  President  for  develop- 
ing this  solution. 

Is  there  a  real  solution?  Certainly  there  is.  We  believe  that  our 
principles  point  toward  such  a  solution.  We  have  used  our  princi- 
ples to  evaluate  legislation  pending  before  this  committee  and  the 
Congress.  Many  bills  meet  at  least  some  of  the  principles.  Unfortu- 
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nately,  many  of  the  bills  fall  by  the  wayside  for  their  failure  to  pro- 
vide long-term  care. 

We  found  that  H.R.  1300,  introduced  by  Congressman  Marty 
Russo,  and  the  companion  legislation  to  be  introduced  by  Senator 
Paul  Wellstone  on  Thursday,  S.  2320,  comes  closest  to  meeting  the 
intent  of  our  principles.  This  bill  will  provide  effective  control  of 
escalating  health  costs.  It  is  not  perfect  but  it  goes  a  long  way 
toward  meeting  our  goals. 

A  single  payer  approach  makes  it  possible  to  expand  access  and 
to  provide  long-term  care  while  holding  down  costs.  As  a  practical 
matter,  only  the  single  payer  approach  allows  us  to  eliminate  cost- 
sharing  burdens  which  inhibit  access  to  care  and  increase  adminis- 
trative costs. 

The  administrative  savings  of  adopting  H.R.  1300  and  S.  2320  are 
incontestible.  The  GAO  reports  the  Nation  could  save  $67  billion  by 
adopting  a  Canadian-style  health  care  system.  Other  studies  have 
suggested  even  greater  savings. 

It  is  important  to  note  that  we  make  no  claim  that  Canada  has 
solved  all  of  their  health  care  problems.  They  too  face  cost  pres- 
sures. The  prompt  and  efficient  introduction  of  new  medical  tech- 
nologies is  hotly  debated  in  Canadian  health  journals.  Preserving 
high  quality  rural  health  service  is  a  constant  challenge,  as  is  the 
completion  of  a  national  long-term  health  care  program  with  qual- 
ity service  available  in  all  provinces,  rich  and  poor. 

But  what  they  do  have  is  a  coherent  and  politically  responsive 
national  framework  within  which  they  can  assess  needs  and  re- 
sources against  systemic  capabilities.  The  Canadians  know  that 
these  vital  decisions  cannot  be  left  to  a  market  force. 

In  contrast,  we  have  a  chaotic,  runaway  goliath  of  a  health  care 
system  with  no  framework  of  control  nor  agreed  upon  direction. 
We  have  immense  market  forces  all  struggling  for  position,  power, 
profits,  and  survival.  Caught  in  these  struggles  are  millions  of  indi- 
viduals. That  is  all  of  us.  That  is  the  nature  of  the  health  care 
crisis  facing  the  Nation  today. 

It  is  unrealistic  to  not  recognize  that,  like  national  defense,  law 
enforcement,  national  savings  for  retirement  income,  and  basic  en- 
vironmental standards,  that  health  care  can't  be  left  responsibly  to 
the  marketplace.  But  because  we  have,  we  are  witnessing  the  col- 
lapse in  full  view  of  the  whole  Nation. 

The  American  people  want  a  national  health  care  program  that 
provides  every  American,  young  and  old,  with  comprehensive  qual- 
ity health  care.  They  want  long-term  care  included.  They  want 
help  in  keeping  costs  down  and  they  want  to  make  sure  that  the 
system  is  financed  fairly.  They  want  the  rights  of  patients  and  fam- 
ilies protected,  including  the  right  to  choose  their  own  doctor. 

They  do  not  want  the  Government  to  force  them  into  care-limit- 
ing and  profit-sharing  managed  care  programs.  They  want  healing, 
not  redtape  and  paperwork.  They  want  their  physician  to  return  to 
the  practice  of  medicine,  not  to  continue  in  the  pursuit  of  financial 
gain.  This  is  also  what  the  National  Council  wants  and  what  we 
think  H.R.  1300  and  S.  2320  can  make  possible. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  EUGENE  GLOVER,  PRESIDENT, 
NATIONAL  COUNCIL  OF  SENIOR  CITIZENS 


Introduction 

Good  morning,  Mr.  Chairman,  Members  of  the  Committee.  It  is 
a  pleasure  to  be  here  today.  My  name  is  Eugene  Glover.  I  am  the 
President  of  the  National  Council  of  Senior  Citizens  (NCSC).  NCSC 
represents  over  five  million  older  Americans  nationwide  through  our 
5,000  affiliated  clubs  and  State  Councils.  The  National  Council 
was  founded  in  1961  to  lead  the  fight  for  Medicare.  After  its 
enactment — an  event  we  considered  the  first  step  in  the  creation  of 
a  universal  national  health  care  system--the  Council  turned  to 
other  advocacy  issues  as  well  as  continuing  our  fight  for  national 
health  care.  These  issues  include  but  are  not  limited  to  Social 
Security  and  retirement  income,  housing,  civil  rights,  transpor- 
tation and  employment  programs  for  older  citizens.  But  today  these 
issues  are  being  overwhelmed  by  the  economic  and  social  pressures 
generated  by  the  need  to  reform  our  national  health  care  system  and 
to  provide  for  the  inclusion  of  long-term  care  in  any  national 
health  plan. 

Our  Current  System 

Mr.  Chairman,  all  of  us  in  this  room  today  are  here  to  discuss 
the  President's  health  reform  proposal  and  to  begin  the  debate  on 
whether  or  not  it  will  live  up  to  his  promises  and  the  nation's 
needs.  There  are  fundamental  flaws  in  the  Administration  proposal. 
The  National  Council  believes  it  will  not  solve  the  problems  of  our 
current  health  care  system.  In  truth,  we  believe,  if  enacted,  this 
program  would  exacerbate  them.  The  biggest  error  the  President 
makes  is  to  depend  upon  our  current  system  as  the  basis  for  his 
plan.     After  all,  why  must  we  build  upon  a  system  that 

•  Rations  care  by  leaving  millions  of  Americans  out  in  the 
cold; 

•  Requires  many  of  us  to  go  through  unnecessary  procedures 
so  providers  can  maintain  high  income  levels; 

•  Allows  manufacturers  to  reap  billions  of  dollars  in 
profits  from  publicly  funded  research; 

•  Refuses  to  winnow  out  incompetent  or  impaired  physicians; 

•  Rewards  physicians  for  undertaking  procedures  before  they 
have  been  proven  medically  effective? 

Mr.  Chairman,  Americans  pay  the  highest  out-of-pocket  costs  in 
the  industrialized  world,  and  yet  our  utilization  rates  continue  to 
rise  as  fast  as  providers  can  figure  out  new  and  expensive 
procedures  to  apply  to  our  ills.  Yet  the  President  still  wants  to 
build  upon  a  system 

•  In  which  the  health  insurance  industry  makes  billions  in 
profits  without  contributing  one  cent  to  care  all  while 
shipping  their  claims  processing  jobs  overseas; 

•  In  which  every  single  decision  made  by  a  physician  is 
open  to  questioning  by  the  private  health  insurance 
bureaucracy; 

•  That  forces  more  and  more  people  into  rigid,  profit- 
making  managed-care  programs  which  allow  for  no 
individual  choice  of  physicians,  increased  limitations  on 
basic  services  and  zero  influence  over  the  quality  of 
care; 
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•  Where  citizens  are  provided  care  based  upon  their  income 
and  health  insurance  coverage  rather  than  on  their  need; 

•  Where  millions  of  people  are  no  longer  free  to  change 
jobs  solely  because  of  adverse  health  insurance 
conseguences ; 

•  In  which  if  you  manage  to  contract  a  life-threatening 
illness  your  health  insurance  premiums  either  skyrocket 
or  they  cancel  you  altogether. 

The  National  Council  submits,  Mr.  Chairman,  that  this  is  not  the 
type  of  system  we  wish  to  build  upon.  And  the  President  should 
know  better. 

The  President's  "Plan" 

When  in  Cleveland,  the  President  said  his  plan  would  "ensure 
every  American  universal  access  to  affordable  health  insurance." 
Yes,  he  would  make  affordable  health  insurance  more  available  than 
it  is  today.  Unfortunately,  this  is  not  the  same  thing  as 
providing  universal  access  to  health  care.  Also,  this  does  not 
mean  that  the  insurance  would  be  adeguate.  He  offers  poor  families 
a  voucher  of  $3,750  to  buy  health  insurance  in  a  market  where  the 
average  price  of  an  adeguate  policy  is  far  more  than  $5,000  for  a 
family.  The  only  policy  $3,750  would  buy  is  a  "bare  bones" 
policy.  A  policy  which  limits  the  number  of  days  someone  can  spend 
in  a  hospital  within  a  year  (rather  than  for  an  illness)  and  limits 
the  annual  number  of  visits  to  a  physician.  For  a  working-class 
family  he  offers  even  less.  Someone  taxed  at  the  fifteen  percent 
rate  would  be  given  a  deduction  egual  to  $3,750,  which  eguals  a 
reduction  in  tax  liability  of  $562  a  year.  This  would  pay  about 
one  month's  HMO  premium  for  a  National  Council  employee  (NCSC  pays 
the  entire  premium,  not  the  employee)  .  And  he  does  all  this  by 
turning  Medicaid  into  a  capped  entitlement.  Is  this  Congress  ready 
to  say  to  a  poor  American,  "Sorry,  you've  used  all  the  money  we've 
allocated  for  your  care.     You  have  to  leave  the  hospital  now"? 

Mr.  Bush  claims  that  his  voucher  and  deduction  system  would 
"help  ease  the  fears  that  so  many  Americans  have  that  changing  jobs 
will  cost  them  their  health  coverage."  Not  true.  If  an  employer 
does  not  offer  health  insurance  then  the  best  someone  could  hope 
for  is  to  be  poor  enough  to  be  given  one  of  these  "bare  bones" 
policies  the  states  would  develop.  Otherwise,  you  would  just  be 
out  of  luck. 

President  Bush  said  his  program  would  "cut  the  runaway  costs 
of  health  care  by  making  the  system  more  efficient."  Even  at  its 
best,  this  assertion  is  absurd.  Blue  Books  and  Health  Insurance 
Networks  will  not  force  providers  to  lower  their  rates  or  reduce 
the  numbers  of  procedures  they  undertake.  Nor  will  it  prevent 
hospitals  and  physicians  from  investing  in  the  newest  technology 
and  over  utilizing  it  before  its  efficacy  has  been  proven  in 
clinical  testing.  While  prevention  is  very  important,  we  need  much 
more  than  the  President  offers.  As  for  personal  responsibility, 
the  President  does  not  say  how  we  are  supposed  to  stop  people  from 
abusing  drugs  (we  have  already  spent  billions  trying  to  eradicate 
them) ,  abusing  alcohol  and  undertaking  risky  sexual  behavior  and  he 
offers  no  money  for  financing  any  educational  or  behavioral 
efforts . 

It  is  very  interesting  that  a  key  way  the  President  proposed 
to  "wring  out  waste  and  excess  in  the  present  system"  is  to 
"reform"  the  way  medical  malpractice  cases  are  handled  in  the 
courts.  Of  course,  what  this  means  is  placing  limits  on  the 
damages.  Someone  injured  by  a  provider  may  seek  redress.  Placing 
a  cap  on  damages  will  not  increase  the  number  of  physicians  who 
lose  their  license  for  incompetence  or  impairment.  A  cap  will  not 
reduce  the  number  of  procedures  a  physician  performs  in  "defensive" 
attempts  to  ward  off  suits.  The  only  person  hurt  by  a  cap  is  the 
consumer  who  placed  his  or  her  faith  in  a  health  care  provider  who 
was  not  up  to  doing  the  job.  Even  if  a  cap,  and  the  other 
malpractice  "reforms"  proposed  by  the  President,  were  100  percent 
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effective,  it  would  only  save,  according  to  the  American  Medical 
Association,  less  than  two  percent  of  the  annual  national  health 
bill.  Other  analysts  estimate  a  cost  impact  of  less  than  one 
percent,  including  "defensive"  medicine. 

The  entire  malpractice  system  needs  to  be  changed.  Under  the 
current  system,  since  incompetent  or  impaired  physicians  are  the 
reason  malpractice  insurance  rises,  the  good  physicians  end  up 
subsidizing  the  bad  ones.  A  number  of  studies  indicate  that 
medical  negligence  may  be  causing  between  150,000  and  300,000 
injuries  and  deaths  annually.  Mr.  Chairman,  the  President  should 
demonstrate  a  passion  to  discipline  the  bad  doctors  equal  to  his 
passion  to  strip  legal  rights  from  citizen-victims  and  limit  their 
access  to  proper  representation. 

The  President  says  one  way  to  get  control  over  our  health  care 
system  is  to  slow  the  growth  in  government  health  program.  While 
health  programs  are  the  fastest  growing  portion  of  the  Federal 
budget,  Medicare  is  the  slowest  growing  component  of  the  health 
care  system  overall.  In  1989,  Congress  put  cost  control  on 
physicians,  controls  which  only  now  are  beginning  to  be  put  into 
place  and  take  effect.  In  1983,  Congress  set  up  Diagnostic  Related 
Groups  to  limit  the  growth  of  Medicare  Part  A.  States  are 
experimenting  with  controls  for  Medicaid.  For  example,  Maryland 
now  requires  all  Medicaid  recipients  to  have  a  personal  care 
physician  in  order  to  keep  patients  out  of  the  emergency  room. 

Finally,  NCSC  is  concerned  with  the  President's  unwillingness 
to  say  how  he  would  fund  his  $100-billion  program.  Hard  choices 
are  going  to  have  to  be  made  in  this  area,  and  while  the  President 
vacillates  on  this  issue,  many  members  of  this  Committee  have  had 
the  courage  to  show  where  the  money  would  come  from  to  finance 
genuine  health  reform  plans. 

Government  Programs 

The  problem  is  not  in  government-run  programs  per  se. 
Medicaid's  low  reimbursement  rates  are  due  to  the  Administration's 
budget  axe  over  the  past  twelve  years  and  state  budget  woes.  But 
the  over-all  quality  of  care  for  millions  of  poor  citizens  is  good. 
Compared  to  private  insurance  plans,  Medicare  is  run  wonderfully 
well.  Medicare  uses  only  two  percent  of  every  dollar  brought  in 
for  administrative  expenses.  Private  plans  use  24  percent  on  the 
average  and  can  be  as  high  as  50  percent.  Believe  it  or  not,  it  is 
actually  easier  to  deal  with  the  Medicare  bureaucracy  than  to  deal 
with  that  of  a  private  insurer.  Medicare  offers  accountable  routes 
of  appeal.  We  believe  that  it  is  far  better  to  deal  with  an 
impartial  person  judging  a  reimbursement  claim  on  its  merits,  than 
with  someone  in  the  employ  of  a  health  insurance  company  who  is 
interested  solely  in  saving  the  company  money. 

The  National  Council  has  sometimes  found  it  easier  to  make 
changes  in  the  Medicare  program  than  in  our  own  contracted  HMO. 
Unlike  the  private  health  insurance  market,  we  know,  we  have  535 
ombudsmen  here  in  the  Capitol  ready  to  take  our  concerns  to  the 
Health  Care  Financing  Administration.  Our  members  have  lived  with 
a  government-run  program  for  twenty-seven  years  now.  Congress' 
unwillingness  to  cut  the  program  or  means-test  the  premiums  is,  in 
part,  because  of  Medicare's  popularity  among  its  beneficiaries. 
Perhaps  a  poll  should  be  taken  comparing  the  level  of  contentment 
of  the  Medicare  population  with  those  who  have  received  services 
through  private  health  insurance. 

In  this  regard,  we  would  hope  that  the  President  and  this 
Administration  would  recognize  what  we  believe  is  clear — there 
already  is  a  national  consensus  on  the  need  for  a  universal  health 
system.  We  do  not  need  another  Advisory  Council  on  Social  Security 
recommending  as  they  did  in  December  that  universal  coverage  for 
all  citizens  be  postponed  at  least  to  the  end  of  the  century! 
After  two  years  of  work,  the  Steelman  Commission  opted  for  a  paltry 
shopping  list  of  activities,  including  limited  health  coverage  for 
school-age  children  and  a  decade  or  more  of  demonstration  projects 
to  test  otherwise  interesting  and  possibly  useful  ideas. 
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As  the  minority  on  the  Commission  noted  in  their  Report,  "When 
the  flood  came,  Noah  did  not  build  demonstration  arks."  Two  months 
after  this  Report,  the  President  is  still  essentially  paddling  in 
a  leaking  "demonstration  ark"  against  the  rising  tide  of  health 
costs  and  systemic  collapse. 

NCSC  Position 

Mr.  Chairman,  having  been  involved  in  this  issue  for  over 
twenty-five  years  now,  the  National  Council  has  developed  a  strong 
position  on  needed  changes.  Rather  than  develop  a  specific 
legislative  proposal,  our  General  Board  and  our  Conventions  have 
constructed  a  set  of  ten  principles  by  which  we  evaluate  health 
reform  legislation.  We  list  these  principles  here  in  the  hope  that 
you  and  your  colleagues  will  use  them  in  crafting  final  legislative 
proposals  for  comprehensive  reform  legislation.  Simply  put,  these 
principles  call  for  a  national  health  program  that  is  compre- 
hensive, financed  progressively,  includes  long-term  care,  keeps 
cost  down  effectively  and  protects  the  rights  of  patients  and 
families. 

1)  Universal  Access 

Under  the  program,  every  American  will  be  covered,  regardless 
of  ability  to  pay.  Basic  health  protection  must  be  considered  a 
right  and  the  program  must  clearly  establish  this  principle. 

2)  Comprehensive  Benefits,  Including  Long-Term  Care 

In  addition  to  protection  for  hospitalization  and  physician 
services,  the  program  must  cover  all  medically  necessary  health  and 
preventive  services,  long-term  institutional  and  home  health  care, 
and  other  essential  health  services . 

3)  Financing 

Any  system  of  financing  a  new  national  health  care  program 
must  be  broad-based  and  progressive,  based  upon  our  nation's 
traditional  approach  to  financing  social  insurance  programs. 

4 )  Cost  Sharing 

Cost-sharing  requirements  on  beneficiaries  must  not  create 
economic  barriers  to  receiving  adequate  health  care.  Deductibles 
and  co-payments  penalize  the  sick  and  therefore  should  not  be 
relied  upon  as  sources  of  financial  support  for  the  program.  All 
physicians  would  be  required  to  accept  assignment  and  would  not  be 
allowed  to  pass  along  additional  fees  to  beneficiaries. 

5)  Quality  Assurance 

Standards  would  be  established  to  govern  patient  care  in  all 
medical  settings.  Independent  oversight  of  the  medical  profession 
and  peer-review  organizations  would  monitor  the  quality  of  all 
medical  care.  Physicians,  nurses  and  other  health  care 
professionals  who  have  demonstrated  a  commitment  to  providing  the 
highest  quality  care  should  be  recognized  and  rewarded. 

6)  Cost  Containment 

A  system  of  budgeting  for  all  health  care  services  would  be 
established  and  adhered  to  in  determining  payment  policies  to 
service  providers.  Prospective  hospital  budgeting  and  a  national 
physicians'  fee  schedule  coupled  with  expenditure  targets  and 
negotiated  on  an  annual  basis  will  act  to  control  health  care 
costs . 

7)  Health  Planning 

Resources  for  capital  expenditures  on  new  construction  and 
rehabilitation  of  existing  facilities  would  be  allocated  on  the 
basis  of  local,  state  and  regional  needs  for  additional  health  care 
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services.  This  will  ensure  that  the  health  care  needs  of  all  our 
citizens  will  be  considered  in  determining  spending  patterns  for 
the  new  technologies  and  services. 

8)  Patients'  Rights 

Patients  must  be  treated  in  a  timely  manner  and  with 
compassion  and  decency  and  a  patient-grievance  procedure  must  be 
established.  The  burden  of  seeking  reimbursement  for  services 
rendered  should  fall  on  the  health  provider  and  not  the  patient. 

9 )  Program  Administration 

The  national  health  program  will  be  administered  in  such  a  way 
as  to  assure  a  strong  role  for  the  Federal  government  and  the 
states.  In  addition,  health  care  consumers  must  have  the  right  to 
participate  in  the  administrative  and  policy-making  decisions  at 
all  levels  of  government. 

10 )  Payment  Mechanism 

In  working  toward  a  single-payer  system,  the  National  Council 
should  support  legislation  incorporating  progressive  steps  creating 
a  uniform  national  payment  mechanism  financed  through  social 
insurance  principles. 

The  Bush  Proposal  and  NCSC's  Ten  Points 

Mr.  Chairman,  we  have  utilized  these  principles  to  evaluate 
the  President's  health  care  proposal  and,  sad  to  say,  he  fails  to 
meet  a  single  point.  His  plan  does  not  provide  universal  access 
nor  does  it  provide  comprehensive  benefits-- just  the  opposite  is 
true.  His  program  does  not  address  the  long-term  care  needs  of 
impaired  persons,  young  and  old.  Since  his  program  lacks 
financing,  it  is  difficult  to  tell  if  it  would  be  progressive  in 
nature,  but  we  can  guess.  Cost-sharing  requirements  in  the  "bare 
bones"  policies  that  the  Bush  program  implies  are  the  norm,  so  he 
failed  to  make  the  grade  on  our  principle  which  calls  for  little  or 
no  cost  sharing.  His  malpractice  reform  ideas  do  not  address  the 
quality  assurance  issue  we  hope  will  be  raised  if,  and  when, 
malpractice  reform  is  discussed  by  this  Committee.  Failure  to  show 
how  to  eliminate  unnecessary  procedures  or  to  posit  planning  for 
technological  growth  in  treatment  demonstrates  there  is  no  cost- 
containment  or  rational  health  planning  provisions  in  his  proposal. 
Obviously,  a  program  which  prevents  patients  from  seeking  redress 
in  the  courts  does  not  encourage  the  creation  of  a  patients'  bill 
of  rights.  With  the  President's  program  based  upon  our  current 
ramshackled  and  chaotic  system,  points  nine  and  ten  of  our 
principles  (a  strong  role  for  the  Federal  government  and  movement 
toward  a  single-payer  system)  are  not  met.  In  sum,  Mr.  Bush's 
program  offers  little  to  nothing  for  the  working  people,  middle 
class  and  elderly  population  of  this  country.  We  have  no  choice 
but  to  flunk  the  President  and  his  Administration  for  developing 
this  half-baked  "solution." 

Solution 

Is  there  a  "real"  solution  to  our  crisis?  The  National 
Council  believes  there  is  and  we  believe  that  our  health  principles 
point  toward  such  a  solution.  We  have  used  our  principles  to 
evaluate  legislation  pending  before  this  Committee  and  the  House. 
Many  bills  meet  at  least  some  of  these  principles,  such  as 
comprehensive  benefits,  strong  cost-containment  and  feasible  and 
efficient  administration.  Unfortunately,  many  bills  fall  by  the 
wayside  for  their  failure  to  consider  the  chronic  care  needs  of  the 
nation  while  addressing  the  acute  care  concerns. 

Our  examination  of  all  the  pending  bills  leads  us  to  a  finding 
that  H.R.  1300,  introduced  by  Congressman  Marty  Russo,  and  the 
companion  legislation  to  be  introduced  by  Senator  Paul  Wellstone  on 
Thursday,  comes  closest,  at  this  time,  to  meeting  the  intent  of  our 
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principles.  This  legislation  promises  a  sound  framework  on  which 
to  provide  comprehensive  and  efficient  services  under  conditions 
that  would  enhance  quality  of  care  for  all  citizens.  We  believe 
that  this  bill  will  provide  effective  control  of  escalating  health 
costs.  It  is  not  perfect,  but  it  goes  a  long  way  toward  meeting 
our  goals. 

We  suggest  that  these  bills  deserve  the  support  of  all 
citizens,  young  and  old,  and  the  serious  consideration  of  the 
Congressional  leadership  and  all  Members.  To  encourage  a  fair 
hearing  of  this  legislation  before  the  Congress,  we  will,  over  the 
course  of  the  election  be  encouraging  candidates  to  give  strong  and 
specific  endorsement  to  H.R.  1300  and  Senator  Wellstone's  bill  or 
to  similar  comprehensive  programs  on  the  single-payer  model.  We 
will  continue  our  efforts  to  make  this  a  fundamental  issue  in  every 
Congressional  election  and  in  the  election  of  the  President. 

Single  Payer 

It  is  our  experience  that  the  most  sound  public  programs 
enacted  are  those  which  are  inclusive  by  intent  and  design.  The 
most  popularly  supported  Federal  and  local  programs  are  those  which 
meet,  at  a  basic  level,  the  common  needs  of  all  citizens.  These 
programs  incorporate  equitable  methods  of  universal  contributions 
in  exchange  for  benefits  or  services  received  by  all  within  a  range 
of  reasonable  definitions  of  qualification.  Medicare  and  Social 
Security  are  good  examples.  So  is  community-level  fire  protection. 
So  is  Federal  deposit  insurance  and  public  health  requirements 
which  include  mandatory  inoculations  of  children.  Such  programs 
respond  to  the  sense  of  community,  equity  and  practicality. 

Health  care  is  a  basic  human  need  and  right.  The  American 
people  have  come  to  a  recognition  that  all  citizens  must  have 
access  to  comprehensive  quality  health  care,  not  on  the  basis  of 
income,  employment  status,  age,  sex,  race,  geography  or  education, 
but  rather  on  the  basis  of  their  membership  in  the  national 
community. 

The  single-payer  model  provides  a  clear  approach  to  such 
inclusiveness  in  the  provision  of  care  to  all  while  having  the 
greatest  potential  for  holding  the  political  support  of  working 
people  and  the  middle  class.  Mr.  Chairman,  we  are  ultimately 
talking  about  the  viability  of  this  legislation  in  terms  of 
political  support  and  a  reasonable  promise  of  efficiency  and  cost 
containment.  Our  judgment  is  that  the  model  provided  by  H.R.  1300 
does  best  inspire  that  support  and  the  confidence  that  costs  of 
care  can  be  held  to  a  reasonable  part  of  personal  and  national 
budgets . 

Conclusion 

The  American  people  want  a  universal  health  care  system  and  we 
believe  that  polls  and  public  calls  for  reform  show  that  the  public 
is  far  ahead  of  those  of  us  who  work  inside  the  Washington  beltway. 
They  want  a  system  where  an  inner-city  youth  and  a  rural  widow  will 
receive  the  same  level  of  care  as  a  Manhattan  socialite  or  the 
President  of  the  United  States.  H.R.  1300  gives  us  confidence  in 
the  probability  of  this  level  of  care  as  the  norm. 

A  single-payer  approach  makes  it  possible  to  expand  access  and 
provide  long-term  care  for  this  nation's  chronically  ill  population 
while  holding  down  costs.  H.R.  1300  provides  comprehensive 
community-  and  home-based  care,  in  addition  to  institutional  long- 
term  care.  As  a  practical  matter,  only  the  single-payer  approach 
allows  us  to  eliminate  cost-sharing  burdens  which  inhibit  access  to 
care  and  increases  administrative  costs.  H.R.  1300  specifically 
bars  cost  sharing. 

The  administrative  savings  of  adopting  the  H.R.  1300  model  are 
incontestable.  The  General  Accounting  Office  reports  that  the 
nation  could  save  $67  billion  a  year  by  adopting  a  Canadian-style 
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health  care  system.  Other  studies  have  suggested  even  greater 
savings.  Such  savings  could  be  used  to  create  new  services  and  to 
continue  the  U.S.  lead  in  research  and  innovation. 

Mr.  Chairman,  I  think  that  it  is  important  to  note  that  we 
make  no  claim  that  our  Canadian  brothers  and  sisters  have  solved 
all  their  health  care  problems — far  from  it.  They,  too,  face  cost 
pressures.  The  prompt  and  efficient  introduction  of  new  medical 
technologies  in  Canada  is  hotly  debated  in  Canadian  health 
journals.  Preserving  high  guality  rural  health  service  is  a 
constant  challenge  as  is  the  completion  of  a  national  long-term 
care  program  with  quality  services  available  in  all  Provinces--rich 
and  poor. 

But,  what  they  do  have,  Mr.  Chairman,  is  a  coherent  and 
politically  responsive  national  framework  within  which  they  can 
assess  needs  and  resources  against  systemic  capabilities.  They  can 
quantify  allocation  problems  and  pinpoint  tax  impacts. 

The  Canadians  know  that  these  vital  decisions  cannot  be  left 
to  market  forces  because  they  are  core  to  their  definition  of 
citizenship  and  the  minimum  qualities  of  marking  a  good  and  decent 
society.  In  response  to  these  fundamental  political  and  ethical 
decisions  regarding  health  care  as  a  citizenship  right,  they  have 
created  a  national  mechanism  to  provide  these  services  in  a 
reasonable  manner. 

In  contrast,  we  have  a  chaotic,  runaway  goliath  of  a  health 
care  system,  arguably  the  nation's  largest  economic  activity,  with 
no  framework  of  control  nor  an  agreed-upon  direction  of 
development.  We  have  immense  market  forces—health  insurance 
companies,  hospitals,  physicians,  medical  technology  companies, 
corporate  health  plans,  trade  union  health  clinics,  etc.-- 
struggling  for  position,  power,  profits  and  survival.  Caught  in 
these  struggles  are  millions  of  individuals — all  of  us — families, 
the  sick,  the  poor,  the  rich. 

It  is  truly  loony,  Mr.  Chairman,  to  not  recognize  that  like 
national  defense,  law  enforcement,  national  savings  for  retirement 
income  and  basic  public  environmental  standards,  that  health  care 
cannot  be  left  responsibly  to  the  marketplace.  But  because  we 
have,  we  are  witnessing  its  collapse  in  full  view  of  the  nation  and 
the  Congress  itself. 

The  American  people  want  a  national  health  care  program  that 
provides  every  American,  young  and  old,  with  comprehensive,  quality 
health  care.  They  want  long-term  care  included.  They  want  help  in 
keeping  costs  down  and  they  want  to  make  sure  that  the  system  is 
financed  fairly.  They  want  the  rights  of  patients  and  families 
protected,  including  the  right  to  choose  their  own  doctors.  They 
do  not  want  the  government  to  force  them  into  care-limiting  and 
profiteering  managed-care  programs.  They  want  healing  and  not  red 
tape  and  paperwork.  They  want  their  physicians  to  return  to  the 
practice  of  medicine,  not  continue  in  pursuit  of  financial  gain. 

This  is  also  what  the  National  Council  wants  and  what  H.R. 
1300  can  make  possible. 


Thank  you. 
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Mr.  Gibbons.  Thank  you,  sir. 
Ms.  Allen. 

STATEMENT  OF  KITTY  ALLEN,  MEMBER,  BOARD  OF  DIRECTORS, 
AND  CHAIR,  PUBLIC  POLICY  COMMITTEE,  ALZHEIMER'S  ASSO- 
CIATION 

Ms.  Allen.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. We  appreciate  your  holding  this  hearing  today  and  for  in- 
viting the  Alzheimer's  Association  to  share  with  you  our  thoughts 
on  an  issue  of  utmost  concern  to  American  voters — health  care 
reform. 

My  name  is  Kitty  Allen.  I  am  a  member  of  the  board  of  directors 
of  the  national  Alzheimer's  Association  and  chair  of  its  Public 
Policy  Committee.  I  have  served  as  president  of  the  Greater  Hous- 
ton chapter  of  the  Alzheimer's  Association  and  presently  serve  as 
vice  chair  of  the  Texas  Council  on  Alzheimer's  Disease,  which  ad- 
vises our  Governor  and  legislature  in  our  State. 

My  family  has  lived  with  Alzheimer's  disease  for  the  past  11 
years,  from  the  time  my  mother-in-law  was  first  diagnosed  in  1981 
until  she  died  on  New  Years  Day  of  this  year. 

The  Alzheimer's  Association  is  the  national  voluntary  organiza- 
tion that  speaks  for  4  million  Americans,  like  Gran,  who  have  Alz- 
heimer's disease,  and  for  the  families  who  care  for  them.  These 
families  are  dealing  with  one  of  the  most  expensive  and  uninsured 
health  problems  in  this  country  today. 

The  association  has  adopted  principles  for  comprehensive  health 
care  reform,  which  I  have  asked  to  be  submitted  for  the  record.  It 
is  against  these  principles  that  we  have  measured  the  President's 
health  care  proposals.  Regrettably,  they  fall  short  of  meaningful 
reform.  His  plan  will  do  nothing  to  help  a  family  facing  a  health 
care  crisis  like  Alzheimer's  disease,  because  it  simply  does  not  deal 
with  long-term  care. 

The  President's  plan  is  like  putting  new  tires  on  a  car  that  has 
no  brakes.  It  will  not  take  care  of  the  basic  problem,  and  it  might 
even  make  things  worse. 

Mr.  Chairman,  I  know  health  care  reform  is  one  of  the  most  com- 
plicated issues  facing  the  Congress  today.  Here  in  Washington,  it 
might  seem  tempting  to  separate  acute  care  from  long-term  care. 
But  in  the  real  world — where  people  live — it  just  cannot  be  done. 

How  can  you  say  to  a  65-year-old  woman,  we  will  make  sure  you 
can  pay  for  the  cost  of  care  if  your  husband  has  a  heart  attack,  but 
if  he  gets  Alzheimer's  disease,  you  are  on  your  own? 

And  how  do  you  tell  the  mother  of  a  high  school  football  player, 
if  your  son  hurts  his  knee,  be  sure  you  have  protection,  but  if  he 
suffers  a  spinal  cord  injury  and  needs  long-term  care,  tough  luck? 

This  is  more  than  just  an  issue  of  how  much  you  are  going  to 
help  individual  families.  The  bottom  line  is  that  you  cannot  solve 
the  problems  in  the  health  care  system,  if  you  ignore  long-term 
care. 

You  will  still  have  people  with  chronic  care  needs  occupying  ex- 
pensive hospital  beds  because  they  cannot  get  into  a  long-term  care 
setting,  where  they  could  get  more  appropriate  care  at  far  less  cost. 
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You  will  still  have  frail  elderly  people  being  left  in  hospital 
emergency  rooms  because  their  families  just  cannot  find  any  other 
way  to  cope. 

A  person  who  has  Alzheimer's  disease  needs  full-time  care,  for 
anywhere  from  2  or  3  years  to  20  years  or  more.  A  family  can 
easily  spend  as  much  as  $30,000  a  year  to  pay  for  that  care,  and 
there  is  almost  nothing  available  to  help. 

Medicare — the  protection  older  Americans  think  they  have — does 
not  pay  for  long-term  care  for  a  person  with  Alzheimer's  disease. 
Neither  does  private  health  insurance.  There  are  new  long-term 
care  insurance  policies  on  the  market,  but,  quite  frankly,  they 
leave  serious  gaps  in  coverage,  are  unaffordable  for  most  older 
Americans,  and  are  not  available  to  a  person  who  has  Alzheimer's. 
Medicaid  is  a  potential  source  of  help  after  a  family  has  exhausted 
its  own  resources,  but  we  know  that  is  a  fragile  system  now  at 
great  risk. 

It  is  hard  to  explain  what  a  disease  like  Alzheimer's  does  to  a 
family — watching  the  person  you  have  known  and  loved  all  your 
life  turn  into  a  stranger,  learning  how  to  feed  and  bathe  and  diaper 
a  husband  or  a  mother. 

It  is  no  wonder  that  family  caregivers  have  more  stress-related 
illnesses  than  others  their  age.  This  is  the  result  of  exhaustion, 
lowered  immune  function  and  injuries  associated  with  caregiving. 
Estimates  of  depression  among  caregivers  of  the  frail  elderly  are  as 
high  as  45  percent,  nearly  three  times  the  national  norm.  This  is  a 
serious  public  health  problem  in  this  country  that  we  cannot  ad- 
dress until  we  deal  with  long-term  care. 

We  have  a  suggestion  for  a  place  for  you  to  start  this  year.  Most 
people  who  need  long-term  care  live  at  home,  where  families  and 
friends  provide  at  least  80  percent  of  their  care.  If  we  had  to  re- 
place this  informal  system  of  caregiving  with  paid  care,  it  would 
add  an  estimated  $54  billion  to  health  care  costs  in  this  country. 
No  one  wants  that  to  happen. 

There  is  a  bill  pending  before  this  committee,  the  Family  Care- 
giver Support  Act,  that  has  been  introduced  by  Congressman 
Levin,  which  would  give  families  the  help  they  say  they  need 
most — respite  care.  H.R.  2106  is  not  a  total  answer  to  the  long-term 
care  crisis  in  this  country,  but  it  is  a  simple  and  affordable  step 
forward,  much  like  the  first  step  in  long-term  care  recommended 
by  the  Pepper  Commission.  It  is  a  place  to  begin. 

In  closing,  I  would  like  to  leave  the  committee  with  one  plea: 
However  you  proceed  with  health  care  reform,  please  include  long- 
term  care.  If  you  present  anything  to  the  American  people  as  sig- 
nificant reform  that  does  not  include  long-term  care,  you  will 
betray  millions  of  American  families  for  whom  long-term  care  is 
the  health  care  crisis  in  this  country. 

Thank  you  very  much.  I  would  be  happy  to  respond  to  any  ques- 
tions. 

[Material  submitted  for  the  record  follows:] 
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ALZHEIMER'S  ASSOCIATION 
PRINCIPLES  FOR  HEALTH  CARE  REFORM 


Alzheimer's  disease  is  a  time  bomb  in  the  American  health  care  system  that  is  ready  to 
explode.  Today,  it  affects  4  million  Americans,  at  a  cost  to  society  of  over  $90  billion.  In  the 
absence  of  effective  treatments  and  means  of  prevention,  14  million  Americans  will  have 
Alzheimer's  by  the  middle  of  the  next  century.  Every  one  of  them  will  need  total  care. 

Alzheimer's  disease  strikes  the  brain,  robs  its  victims  of  memory  and  judgement,  and 
leaves  them  unable  to  function  on  their  own,  cognitively  or  physically.  Persons  with 
Alzheimer's  disease  and  their  caregivers  (most  of  them  older  spouses  and  daughters)  have 
complex  and  long-lasting  health  and  long  term  care  needs  that  are  ill  met  by  our,  current  health 
care  system. 

All  of  the  problems  and  inequities  of  that  system  -  access,  affordability,  coverage,  and 
quality  —  are  compounded  for  a  family  dealing  with  Alzheimer's  disease.  Most  people  who 
have  Alzheimer's  are  elderly,  but  neither  Medicare  nor  supplementary  private  health  insurance 
covers  most  of  the  care  and  services  they  need.  Even  the  best  long  term  care  insurance 
policies  fall  short  in  coverage  of  Alzheimer  care  and  are  unaffordable  for  most  older  Americans. 
For  the  younger  Alzheimer  patient  who  loses  health  insurance  when  the  disease  forces  him  or 
her  out  of  the  work  force,  there  may  be  no  health  or  long  term  care  insurance  at  all. 

The  health  care  system  itself  is  not  designed  to  meet  the  special  needs  of  Alzheimer 
patients,  whose  health  problems  are  compounded  by  their  loss  of  cognitive  ability.  The  lack  of 
integration  between  the  acute  care  and  long  term  care  systems,  and  the  absence  of  linkages  to 
broader  social  services  delivery  systems,  leave  many  Alzheimer  patients  trapped  in  inappropriate 
and  unnecessarily  costly  care  settings  or  without  any  services  at  all. 

To  meet  the  needs  of  persons  with  Alzheimer's  disease  and  their  families,  the 
Alzheimer's  Association  calls  for  comprehensive  health  care  reform,  according  to  the  following 
principles: 

1.  Any  health  care  reform  plan  must  include  long  term  care,  providing  an  integrated 
continuum  of  care  that  addresses  both  acute  health  care  needs  in  a  hospital  or 
outpatient  setting  and  long  term  care  at  home,  in  the  community,  and  in  residential  care 
settings. 

2.  The  plan  must  assure  equity  of  coverage  for  all  persons,  regardless  of  age,  income, 
employment  status,  or  cause  of  illness  or  disability. 

3.  It  must  be  financed  progressively,  in  a  manner  that  spreads  cost  equitably  across  the 
entire  population. 


(adopted  by  the  Board  of  Directors  1/19/92) 
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4.        It  must  include  mechanisms  for  cost  containment  that  will  ensure  our  ability  to  pay  for 
quality  health  and  long  term  care,  as  individuals  and  as  a  society,  including 

•  Local  decision-making  about  facility  and  service  design  based  on  an  assessment  of 
community  needs, 

•  Gatekeepers  and  utilization  review  to  ensure  that  only  those  who  need  care  and 
services  get  them  and  that  care  and  services  are  appropriate  to  the  needs  of  the 
individual  and  his/her  family,  and 

•  Administrative  simplification,  to  concentrate  resources  on  direct  care. 

5.       It  must  recognize  the  special  needs  of  Alzheimer  patients  and  unique  aspects  of 
Alzheimer  care  in  both  acute  and  long  term  care  settings,  providing  for: 

Reimbursement  mechanisms  that  recognize  that  care  of  a  person  with 
Alzheimer's  in  both  acute  and  long  term  care  settings  is  complex,  time 
consuming,  interdisciplinary,  and  often  complicated  by  secondary  disabilities. 

•  Education  and  training  of  all  health  and  long  term  care  providers  who  come  in 
contact  with  persons  with  Alzheimer's,  to  understand  their  needs  and  appropriate 
methods  of  managing  the  behavioral  symptoms  of  the  disease. 

•  Eligibility  for  long  term  care  based  on  cognitive  impairment,  recognizing  the  need 
for  supervision,  verbal  reminding  and  physical  cueing  in  activities  of  daily  living, 
and  supervision  because  of  inappropriate  behaviors. 

•  Individual  care  planning  that  is  sensitive  to  the  particular  needs  of  persons  with 
Alzheimer's  disease,  which  are  often  nonmedical  in  nature  and  change  over  time. 

6.  All  aspects  of  the  plan,  including  service  delivery,  care  planning,  education  and  training, 
and  research,  must  take  into  consideration  and  respond  to  the  particular  needs  of  the 
nation's  culturally  and  linguistically  diverse  ethnic  populations. 

7.  The  plan  must  guarantee  a  standard  benefit  package  for  all  participants  which  includes, 
in  addition  to  basic  hospital  and  medical  benefits,  coverage  of  the  following  benefits 
particularly  important  to  persons  with  Alzheimer's: 

A  full  range  of  home  and  community  care,  including  not  only  home  health  care 
but  personal  care  and  companion  services,  day  care,  and  respite  for  caregivers. 

•  Residential  care  in  nursing  facilities  and  appropriate  alternative  settings. 

Prescription  drugs,  including  experimental  drugs  when  approved  for  use  under 
FDA  guidelines,  with  cost  control  and  drug  utilization  review  to  prevent  overuse 
or  misuse. 
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Diagnostic  and  assessment  services  performed  by  qualified  providers  in  a  patient's 
home  as  well  as  in  outpatient  or  inpatient  settings. 

Mental  health  and  counseling  services  to  treat  secondary  disabilities  of  Alzheimer 
patients  and  for  family  caregivers. 

•  Home  adaptive  devices  and  consumable  supplies  (including  incontinence  supplies 
and  medical  foods)  necessary  for  care  of  the  Alzheimer  patient  at  home. 

•  Care  coordination  that  is  sensitive  to  the  remaining  abilities  of  the  patient  and 
the  role  of  the  family  in  planning  and  delivering  care. 

8.  The  plan  must  include  mechanisms  for  quality  assurance  to  monitor  care  and  to  protect 
against  abuse  or  inadequate  care.  Such  mechanisms  must  recognize  the  particular 
vulnerability  of  patients  who  are  cognitively  impaired  and  may  not  be  able  to  evaluate  or 
comment  on  the  care  received. 

9.  Assuming  the  plan  includes  a  role  for  private  insurance,  it  must  provide  for  uniform 
national  standards  and  protection  against  medical  underwriting  and  exclusion  for 
preexisting  conditions,  to  assure  coverage  for  Alzheimer  patients  for  the  care  they  need. 

10.  It  must  include  provisions  for  the  collection  of  data  and  for  health  services  research  to 
evaluate  the  efficacy  of  current  treatments,  to  find  better  cost-effective  ways  to  treat  and 
care  for  the  Alzheimer  patient,  and  to  facilitate  the  continuing  improvement  of  service 
systems  to  best  meet  the  needs  of  persons  with  cognitive  impairments. 
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First  Steps  toward  Comprehensive  Reform 

The  inadequacy  of  the  current  health  and  long  term  care  system,  its  inaccessibility  for 
increasing  numbers  of  Americans,  and  the  skyrocketing  costs  to  individuals,  families,  employers 
and  society  demand  comprehensive  reform  now.  There  are  certain  incremental  steps  that  could 
be  taken  immediately  which  are  important  for  Alzheimer  patients,  are  consistent  with  the 
principles  set  forth  above,  and  move  us  closer  to  comprehensive  reform: 

1.  Enact  the  Family  Caregiver  Support  Act  (S.972  and  H.R.2106)  to  provide  a  minimum 
amount  of  respite  care  to  support  and  sustain  the  informal  caregivers  who  now  provide 
at  least  80%  of  long  term  care  in  this  country. 

2.  Reduce  the  institutional  bias  of  existing  public  programs  and  encourage  a  balance  of 
services  across  the  continuum  of  care  by 

A       Eliminating  the  cap  on  federal  expenditures  for  home  and  community  based 

services  provided  to  frail  elderly  persons  as  an  option  under  state  Medicaid  plans. 

B.       Eliminating  the  3-day  hospital  stay  requirement  for  Medicare  nursing  facility 
services. 

3.  Expand  Medicare  to  include  prescription  drugs,  with  cost  containment  and  drug 
utilization  review. 

4.  Assure  access  to  Medicare  hospice  care  for  Alzheimer  patients  who  are  at  the  end  stage 
of  the  disease. 

5.  Enact  national  mandatory  minimum  standards  and  strong  consumer  protections  for  the 
sale  of  private  long  term  care  insurance. 

6.  Expand  state-funded  long  term  care  services,  particularly  home  and  community  based 
services  including  respite  care,  to  provide  models  and  an  infrastructure  for  a  national 
health  and  long  term  care  system. 

7.  Increase  public  support  for  training  in  the  care  and  management  of  patients  with 
cognitive  impairments,  for  acute  health  care  providers,  including  primary  care  physicians 
and  hospital  personnel,  as  well  as  long  term  care  providers. 
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Mr.  Gibbons.  Mr.  Richtman. 

STATEMENT  OF  MAX  RICHTMAN,  EXECUTIVE  VICE  PRESIDENT, 
NATIONAL  COMMITTEE  TO  PRESERVE  SOCIAL  SECURITY  AND 
MEDICARE 

Mr.  Richtman.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee. 

I  am  Max  Richtman,  executive  vice  president  of  the  National 
Committee  to  Preserve  Social  Security  and  Medicare.  Many  of  our 
5  million  members  and  supporters  rely  on  Medicare  to  pay  for 
health  care.  They  know  how  essential  Medicare  protection  is,  and 
they  object  to  Medicare  cuts. 

But  Medicare  does  not  cover  all  of  their  health  care  needs,  espe- 
cially long-term  nursing  home  and  home  health  care,  and  it  cannot 
on  its  own,  control  skyrocketing  health  care  costs,  which  threaten 
to  undermine  our  health  care  system.  The  administration's  health 
care  budget  and  reform  proposals  fail  to  meet  the  expectations  of 
our  members. 

Congress  has  been  successful  in  controlling  Medicare  costs.  In 
fact,  growth  in  per  capita  health  expenditures  is  actually  lower  for 
Medicare  than  for  the  Nation  as  a  whole.  To  cut  costs  further,  as 
the  administration  proposes,  without  reform  of  the  health  care 
market,  is  unrealistic.  If  non-Medicare  beneficiaries  are  paying 
$100  to  a  health  care  provider,  and  Medicare  beneficiaries  are 
paying  less  to  the  same  provider  for  the  same  service,  further  cuts 
are  simply  going  to  discourage  providers  from  treating  Medicare 
patients. 

Because  of  outdated  budget  procedures,  Medicare  and  other  trust 
funds  loom  much  larger  in  the  budget  than  they  should.  Medicare 
is  projected  to  spend  $145  billion,  but  the  budget  ignores  the  $116 
billion  in  dedicated  revenues.  This  hides  the  fact  that  Medicare  re- 
ceives a  relatively  small  amount  of  money  from  general  revenues. 
That  is  why  the  National  Committee  has  worked  to  develop,  with 
the  leadership  of  Congressman  Jacobs,  a  member  of  this  commit- 
tee, a  truth  in  budgeting  proposal,  which  will  properly  account  for 
both  spending  and  revenues  for  trust  funds.  This  is  significant  not 
only  for  Medicare,  but  also  for  social  security. 

Social  Security  tax  revenues  are  more  than  enough  to  cover  ben- 
efits and  administrative  costs.  Yet,  the  administration  has  request- 
ed less  administrative  money  than  needed  to  provide  services,  be- 
cause of  budget  limitations  on  administrative  expenses. 

Finally,  in  regard  to  the  budget,  tax  deductions  for  employer-paid 
health  care  and  other  tax  breaks  are  rarely  accounted  for.  The 
most  fundamental  objection  to  the  proposal  that  upper-income 
Medicare  beneficiaries  pay  three  times  the  Medicare  part  B  premi- 
um is  that  it  changes  the  very  nature  of  Medicare  as  a  social  insur- 
ance program  and  undermines  broad  political  support  for  Medi- 
care. 

Further,  it  could  narrow  the  risk  pool,  by  encouraging  upper- 
income  individuals  to  disenroll.  Medicare  spending  per  upper- 
income  senior  was  only  79  percent  of  what  Medicare  spent  per 
capita  on  all  seniors  in  1987.  If  premiums  are  75  percent  of  cost, 
upper-income  beneficiaries,  especially  younger  retirees,  may  be 
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able  to  find  private  insurance  premiums  that  are  at  least  as  com- 
petitive as  Medicare  part  B  premiums.  Besides  receiving  less  in 
benefits  than  other  beneficiaries,  upper-income  beneficiaries  pay 
more  in  payroll  taxes  during  their  work-life  and  pay  more  income 
taxes  that  go  towards  the  general  contribution  of  Medicare  part  B. 

Finally,  the  income  thresholds  at  which  the  higher  premiums 
would  apply  may  seem  to  target  only  a  small  number  who  can 
clearly  afford  to  pay  more,  but  at  those  levels,  the  proposal  does 
not  raise  much  money.  Some  speculate  that  if  the  proposal  was 
adopted  in  principle,  the  thresholds  would  eventually  be  lowered. 
Something  similar  already  happened  in  this  year's  proposal,  which 
has  income  thresholds  $25,000  lower  than  last  year's  administra- 
tion proposal. 

We  had  hoped  that  the  administration  would  have  put  forth  a 
health  care  reform  proposal  guaranteeing  comprehensive  health 
care,  including  long-term  nursing  home  and  home  health  care  for 
all  Americans,  while  controlling  skyrocketing  health  care  costs. 
Unfortunately,  the  administration's  plan  disappoints  the  National 
Committee  members. 

While  the  National  Committee  supports  several  of  the  adminis- 
tration's proposals,  taken  in  its  totality,  it  falls  far  short  of  what 
this  country  needs.  And  while  the  administration  insists  that  its 
plan  will  not  require  massive  tax  increases,  it  does  suggest  that 
Medicare  and  Medicaid  beneficiaries  bear  the  brunt  of  paying  for 
this  $100  billion  5-year  plan.  We  believe  that  health  care  reform 
financing  should  not  be  financed  on  the  backs  of  senior  citizens  and 
the  poor. 

The  most  glaring  omission  in  the  administration's  health  care 
reform  proposal  is  the  lack  of  any  provision  to  help  disabled  Ameri- 
cans of  all  ages  pay  for  long-term  nursing  home  and  home  health 
care.  You  have  heard  some  of  that  by  this  panel  already  today. 

Less  than  2  percent  of  the  cost  of  nursing  home  and  home  health 
care  costs  are  covered  by  private  insurance.  Medicaid  pays  for 
almost  46  percent  of  the  total  costs  for  the  poor  and  for  most  of 
those  who  have  run  out  of  their  life  savings.  Medicaid  is  supposed 
to  be  a  program  of  last  resort,  but  in  20  States  disabled  individuals, 
with  income  over  the  poverty  level,  cannot  qualify  for  Medicaid, 
even  if  they  have  no  resources  and  their  long-term  care  costs  are 
more  than  their  income. 

Mr.  Chairman,  the  good  news  is  that  the  health  care  reform 
debate  has  begun.  Notwithstanding  our  disappointment  with  the 
administration's  reform  proposals,  we  are  hopeful  that  Congress 
and  the  administration  can  work  out  constructive  proposals  that 
meet  the  needs  of  the  American  people.  Once  health  care  reform  is 
implemented,  we  believe  that  the  solution  to  many  of  Medicare's 
problems  will  fall  into  place. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  MAX  RICHTMAN,  EXECUTIVE  VICE  PRESIDENT, 
NATIONAL  COMMITTEE  TO  PRESERVE  SOCIAL  SECURITY  AND 
MEDICARE 

I  am  Max  Richtman,  Executive  Vice  President  of  the  National 
Committee  to  Preserve  Social  Security  and  Medicare,  which  represents  about 
five  million  members  and  supporters.  Health  care  is  vital  to  our  members 
and  supporters  who  strongly  support  government  involvement  in  health 
care.  Many  of  our  members  rely  on  Medicare  to  pay  for  health  care.  They 
know  how  essential  Medicare  protection  is  and  strenuously  object  to 
Medicare  cuts.  But  Medicare  does  not  cover  all  their  health  care  needs, 
especially  long-term  nursing  home  or  home  health  care,  and  it  cannot  on  its 
own  control  skyrocketing  health  care  costs  which  threaten  to  undermine  our 
health  care  system.  The  Administration's  health  care  budget  and  reform 
proposals  fail  to  meet  the  expectations  of  our  members. 

Administration's  Health  Budget 

While  the  Administration's  health  care  budget  cuts  are  smaller  than  in 
previous  years,  Congress  should  reject  these  proposals  as  it  did  last  year. 
While  the  Administration  proposes  "only"  $1.2  billion  in  FY  93  cuts 
compared  to  $2.6  billion  proposed  last  year,  it  continues  to  be  guided  by 
concern  for  "unrestrained  growth  of  so-called  mandatory  programs." 

In  regard  to  Medicare,  this  concern  has  its  roots  in  two  fundamentally 
flawed  rationales.  First,  the  Adminstration  acts  as  if  government  spending 
on  Medicare  (and  Medicaid)  is  in  some  way  independent  of  the  cost  spiral 
afflicting  the  health  care  system  as  a  whole.  Second,  current  budget 
accounting  exaggerates  the  contribution  of  Medicare  to  the  country's  deficit 
problems  while  minimizing  other  government  "expenditures"  in  the  form  of 
tax  breaks  for  health  care  provided  by  employers. 

Mix  these  two  misunderstandings  with  a  misunderstanding  of  the 
social  insurance  nature  of  Medicare  and  one  comes  up  with  a  misguided 
proposal  to  charge  upper  income  beneficiaries  three  times  the  regular 
Medicare  Part  B  premium. 

Medicare  and  National  Health  Care  Costs 

Congress  has  been  successful  in  controlling  Medicare  costs.  To  cut  costs 
further  without  reform  of  the  health  care  market  is  unrealistic.  Since  1983, 
Medicare  as  a  percentage  of  national  health  expenditures  has  remained  steady 
at  17  percent  despite  an  increase  in  the  senior  population.  In  fact  between 
1985  and  1988  growth  in  per  capita  health  expenditures  was  only  2.9  percent 
for  Medicare  compared  to  4.0  percent  for  the  nation  as  a  whole. 

Medicare's  success  in  controlling  costs  since  1983  is  attributable  partially 
to  the  Medicare  hospital  prospective  payment  reform  passed  by  Congress  in 
1983  and  additional  budget  cuts.  The  Congressional  Budget  Office  concluded 
that  "Medicare  spending  per  enrollee  in  1990  was  about  82  percent  of  what  it 
would  have  been  if  its  growth  rate  between  1975  and  1980  had  continued."1  In 
1990,  Congress  cut  an  additional  $40  billion  over  five  years. 

The  ability  of  Medicare  to  control  costs  further  would  seem  to  be 
limited  by  the  overall  health  care  market.  Medicare  beneficiaries  do  not  have 
a  separate  health  care  delivery  system.  If  non-Medicare  beneficiaries  are 
paying  $100  to  a  health  care  provider  and  Medicare  beneficiaries  are  paying 
less  to  the  same  provider  for  the  same  service,  further  cuts  are  going  to 
discourage  providers  from  treating  Medicare  patients.  Hospitals,  for  example, 
were  estimated  to  have  a  loss  of  2.5  percent  on  Medicare  patients  in  1991,  the 
Prospective  Payment  Assessment  Commission  reported.2 


^Sandra  Christensen,  Memorandum  on  the  "Impact  of  Legislation  (1981-1990)  on  Federal 
Spending  for  Medicare,"  Congressional  Budget  Office,  February  4, 1991,  p.  2. 
Prospective  Payment  Assessment  Commission,  "Report  and  Recommendations  to  the  Congress, 
March  1, 1991,"  p.  16. 
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Truth  in  Budgeting 

Because  of  outdated  budget  procedures  which  are  twenty-five  years  old, 
Medicare  and  other  trust  funds  loom  much  larger  in  the  budget  than  they 
should.  In  FY  1993,  Medicare  is  projected  to  spend  $145  billion.  But  the 
budget  ignores  the  $116  billion  in  revenue  from  the  Medicare  payroll  tax  ($87 
billion),  interest  payments  to  the  Medicare  trust  funds  ($12  billion)  federal 
government  contributions  on  behalf  of  its  employees  ($2  billion)  and 
Medicare  premiums  ($13  billion). 

The  budget  accounts  for  interest  under  "Net  Interest"  and  government 
contributions  on  behalf  of  it  employees  under  'Undistributed  Offsetting 
Receipts."  Payroll  taxes  and  Part  B  premiums  are  simply  added  to 
government  revenues.  All  this  hides  the  fact  that  Medicare  receives  a 
relatively  small  amount  of  money  from  general  revenues. 

That  is  why  the  National  Committee  has  worked  to  develop  with  Rep. 
Andy  Jacobs  a  Truth  in  Budgeting  Proposal  which  will  properly  account  for 
both  spending  and  revenues  for  trust  funds.  This  is  significant  not  only  for 
Medicare  but  also  for  Social  Security.  Social  Security  tax  revenues  are  more 
than  enough  to  cover  benefits  and  administrative  costs,  yet  the 
Administration  has  requested  less  administrative  money  than  needed 
because  of  budget  limitations  on  administrative  expenses.  The 
Administration  is  squabbling  over  $500  million  in  administrative  expenses 
even  though  the  backlog  of  disability  claims  is  expected  to  grow  from  800,000 
to  1335,000  under  the  Administration's  budget.  And  this  is  just  one  area 
where  service  is  suffering. 

Finally,  in  regards  to  the  budget,  tax  deductions  for  employer  paid 
health  care  and  other  tax  breaks  are  rarely  accounted  for.  In  FY  1990,  so  called 
tax  expenditures  for  health  cost  the  federal  government  $47  billion,  almost 
half  of  Medicare  direct  spending.  While  Medicare  benefits  are  worth  the 
same  to  all  beneficiaries  regardless  of  income,  tax  expenditures  are  worth 
more  to  individuals  with  comprehensive  health  insurance  and  to 
individuals  in  higher  tax  brackets. 

Higher  Premiums  for  Upper  Income  Beneficiaries 

While  the  National  Committee  expects  Congress  to  reject  the  proposal 
that  Medicare  beneficiaries  with  adjusted  gross  income  over  $100,000  ($125,000 
for  a  couple)  pay  three  times  the  Medicare  Part  B  premium,  the  National 
Committee  hopes  that  Congress  will  do  so  for  the  right  reasons. 

The  most  fundamental  objection  to  this  proposal  is  that  it  changes  the 
nature  of  Medicare  as  a  social  insurance  program  and  undermines  broad 
political  support  for  Medicare.  It  could  narrow  the  risk  pool  by  encouraging 
higher  income  individuals  to  disenroll. 

The  Administration  argues  that  charging  upper  income  Medicare 
beneficiaries  75  percent  of  program  costs  would  "reduce  the  subsidy  that  high- 
income  beneficiaries  receive  from  middle  and  low-income  taxpayers,"  says 
HHS.  However,  by  doing  so,  upper  income  beneficiaries,  especially  younger 
retirees,  will  be  able  to  find  private  insurance  premiums  that  are  at  least  as 
competitive  as  Medicare  Part  B  premiums. 

High  income  individuals  have  lower  health  risks  than  low  income 
individuals.  More  than  half  of  seniors  with  family  income  over  $35,000  rated 
their  health  as  excellent  or  good  in  1988,  but  only  29  percent  of  seniors  with 
family  income  under  $10,000,  according  to  results  from  the  1988  National 
Health  Interview  Survey. 
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Medicare  spending  per  high  income  senior  was  only  79  percent  of  what 
Medicare  spent  per  capita  on  all  seniors,  according  to  the  1987  National 
Medical  Expenditure  Survey.  (See  Table  1.)  If  upper  income,  low  risk 
individuals  begin  to  disenroll  in  Medicare  Part  B,  the  Medicare  per  capita  cost 
will  go  up.  This  will  force  higher  premiums  for  all  beneficiaries  and,  unless 
Congress  uses  restrictive  measures  to  keep  upper  income  seniors  in  Medicare 
Part  B,  it  will  drive  more  upper  income  beneficiaries  out  of  the  program. 

Table  1.  Senior  Per  Capita  Medicare  Expenditures  by  Income,  1987 

Income  Level  Medicare 
Total  $2,067 
Poor  $2,503 
Low  Income  $2,337 
Middle  Income  $1,998 
High  Income  $1,635 

Includes  hospital,  ambulatory  medical  care  and  home  care,  dental  and  vision  services,  and  prescribed 
medicine  and  medical  equipment  purchases. 

Poor  refers  to  families  with  income  below  the  federal  poverty  line;  low  income,  over  the  poverty  line  to  200 
percent  of  the  poverty  line;  middle  income,  over  200  to  400  percent  of  the  poverty  line;  and  high  income, 
over  400  percent  of  the  poverty  line. 

Source:  Based  on  statistics  from  the  Agency  for  Health  Care  Policy  and  Research:  National  Medical 
Expenditure  Survey— Household  Survey 

The  cost  to  Medicare  is  only  one  part  of  the  picture,  however.  Upper 
income  beneficiaries  contribute  more  to  Medicare  than  other  beneficiaries.  A 
beneficiary  retiring  in  1992  who  was  a  maximum  earner  during  his  or  her 
work  life  has  paid  $18,146  in  Medicare  employer  /employee  payroll  taxes  or  2.4 
times  what  an  average  earner  retiree  paid.  Upper  income  seniors  also  pay 
taxes  that  help  to  "subsidize"  Medicare  Part  B.  A  single  individual  with 
$100,000  in  adjusted  gross  income  and  standard  deductions  and  exemptions 
for  taxpayers  65  or  older  paid  over  $25,000  in  taxes  for  1991.  A  couple  with 
$125,000  in  adjusted  gross  income  and  standard  deductions  and  exemptions 
for  taxpayers  65  or  older  paid  almost  $30,000  in  taxes  for  1991.  Why  should 
upper  income  Medicare  beneficiaries  be  targeted  in  this  way  to  reduce 
spending  when  they  derive  no  additional  benefit? 

Finally,  the  income  thresholds  at  which  the  higher  premiums  would 
apply  may  seem  to  target  only  a  small  number  who  can  clearly  afford  to  pay 
more.  But  at  those  levels,  the  proposal  does  not  raise  much  money.  Some 
speculate  that  if  the  proposal  was  adopted  in  principle,  that  the  thresholds 
eventually  would  be  lowered.  Something  similar  happened  to  the  proposal 
since  last  year.  Last  year's  had  income  thresholds  $25,000  higher  than  this 
year's  proposal.  And  no  one  has  faced  the  question  how  "upper  income 
beneficiaries"  would  be  identified  or  how  the  higher  premium  would  be 
collected. 


Health  Care  Reform 


We  had  hoped  the  Administration  would  have  put  forth  a  health  care 
reform  proposal  guaranteeing  comprehensive  health  care,  including  long- 
term  nursing  home  and  home  health  care,  to  all  Americans  while  controlling 
skyrocketing  health  care  costs.  Unfortunately,  the  Administration's  plan 
disappointed  National  Committee  members.  While  the  National  Committee 
supports  several  of  the  Administration's  proposals,  taken  in  its  totality,  it  falls 
far  short  of  what  this  country  needs. 
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National  Committee  members  are  ready  to  go  farther  than  the 
Administration.  Seventy-five  percent  of  National  Committee  members  agree 
"The  government  should  create  a  national  health  plan  like  Medicare  for 
everyone"  and  "All  employers  should  be  required  to  provide  health 
insurance  for  everyone."  While  these  two  solutions  are  different 
alternatives,  it  is  clear  that  National  Committee  members  endorse  a  more 
activist  government  role  in  solving  the  nation's  health  care  problems  than 
the  Administration  envisions. 

And  while  the  Administration  insists  that  its  plan  will  not  require 
massive  tax  increases,  it  suggests  Medicare  and  Medicaid  beneficiaries  bear  the 
brunt  of  paying  for  this  $100  billion  five  year  plan.  The  Administration's 
plan  could  cost  as  much  as  or  more  than  the  "play  or  pay"  plan  that  the 
Administration  criticized  for  requiring  "massive  tax  increases."  Significant 
savings  in  Medicare  and  Medicaid,  while  possible  if  health  care  reform  really 
controls  costs,  are  illusory  at  this  time.  Health  care  reform  financing  should 
not  be  exclusively  on  the  backs  of  senior  citizens  and  the  poor. 

Long-Term  Care 

The  most  glaring  omission  in  the  Administration's  health  care  reform 
proposal  is  the  lack  of  any  provision  to  help  disabled  Americans  pay  for  long- 
term  nursing  home  and  home  health  care.  The  Administration's  plan  shares 
this  deficiency  with  many  other  major  reform  plans.  Seven  million  seniors 
and  over  three  million  Americans  under  age  65  have  one  or  more 
limitations  in  activities  of  daily  living  and  are  in  need  of  some  long-term 
care.  Eighty-eight  percent  of  National  Committee  members  agree  that  "A 
government  long-term  care  program  should  provide  for  all  disabled 
Americans  who  need  long-term  care,  not  just  senior  citizens." 

The  need  for  long-term  care  affects  the  whole  family,  not  just  the 
disabled.  Currently  eighty  percent  of  long-term  care  is  provided  directly  by 
family  members.  The  financial  cost  of  paid  care  can  also  have  an  impact  on 
the  entire  family. 

In  1992,  the  United  States  will  spend  $73  billion  on  nursing  home  and 
home  health  care  and  less  than  two  percent  of  that  cost  will  be  covered  by 
private  insurance.  Only  two  million  Americans  have  long-term  care  private 
insurance  to  protect  themselves.  Medicare  covers  eight  percent  of  costs  only 
for  skilled  care  for  up  to  100  days. 

Medicaid  will  pay  for  almost  46  percent  of  the  total  cost  for  the  poor 
and  for  most  of  those  who  have  run  out  of  their  life  savings.  Medicaid  is 
supposed  to  be  a  program  of  last  resort  for  those  who  run  out  of  their  life 
savings,  but  in  over  twenty  states  it  is  ironic  that  disabled  individuals  with 
income  over  the  poverty  level  cannot  qualify  for  Medicaid  even  if  they  have 
no  resources  and  their  long-term  care  costs  are  more  than  their  income. 
Disabled  Americans  and  their  families  will  pay  directly  out-of-pocket  for  over 
forty  percent  of  nursing  home  and  home  health  care  costs. 

Health  Care  Access 

Thirty  six  million  Americans  have  no  health  insurance  at  any  one 
time  and  many  of  them  are  uninsurable  in  today's  market.  Thirteen  percent 
of  Americans  age  55  to  65  do  not  have  health  insurance.  Millions  of 
Americans  fear  losing  their  health  insurance. 

Tax  credits  and  tax  deductions  proposed  by  the  Administration  will 
help  some  Americans  afford  health  insurance  and  insurance  market  reforms 
will  eliminate  barriers  to  insurance  for  many  individuals  and  small 
businesses.  The  Administration's  budget  also  expands  funding  for 
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Community  Health  Centers,  Migrant  Health  Centers  and  the  National  Health 
Service  Corps  to  expand  health  care  services  in  underserved  areas. 

Market  reforms  are  essential.  The  National  Committee  also  supports 
expanding  services  in  underserved  areas.  However,  the  National  Committee 
fears  that  these  measures  will  fall  short  of  providing  comprehensive  health 
care  to  all  Americans  despite  the  cost  of  tax  credits  and  deductions.  The  cost 
of  health  insurance  for  many  families  still  will  be  significantly  higher  than 
the  tax  breaks.  These  tax  breaks  also  do  not  apply  to  Medicare  eligible 
Americans  even  though  seniors  pay  more  than  twice  as  much  out-of-pocket 
for  health  insurance  premiums  than  non-seniors  ($881  compared  to  $368  in 
1988). 

Cost  Control 

All  Americans,  but  especially  senior  citizens,  have  a  stake  in 
controlling  skyrocketing  health  care  costs.  Out-of-pocket  health  care  costs 
average  18  percent  of  senior  income.  Health  care  cost  containment  is 
essential  to  controlling  Medicare  and  Medicaid  costs.  Eighty  five  percent  of 
National  Committee  members  in  a  recent  poll  agree  that  "To  contain  costs, 
doctors  and  hospitals  should  negotiate  fees  with  insurers  within  an  overall 
health  care  budget  established  by  the  government." 

The  Administration's  cost  control  plan  relies  on  improved 
information  for  the  consumer,  a  reduction  in  administrative  costs,  greater 
reliance  on  managed  care  and  malpractice  reform.  The  National  Committee 
supports  all  these  ideas,  at  least  in  principle,  but  it  is  wishful  thinking  to 
believe  that  these  proposals  will  do  more  than  slow  down  the  health  care  cost 
juggernaut. 

Malpractice  insurance  premiums  are  too  high  and  contribute  to 
defensive  medicine.  The  current  malpractice  situation  results  in  excessive 
fees  for  lawyers.  While  the  cost  of  defensive  medicine  is  also  a  concern,  the 
National  Committee  hopes  that  the  development  and  utilization  of 
treatment  guidelines  will  help  reduce  both  malpractice  and  defensive 
medicine. 

The  National  Committee  also  agrees  that  the  nation  can  save 
substantial  money  in  administrative  costs.  Extensive  efforts  should  be  made 
to  curtail  the  paperwork  and  streamline  other  administrative  processes. 

The  National  Committee  strongly  supports  improved  consumer 
education.  The  Medicare  Hospital  Mortality  Reports  and  the  Nursing  Home 
guides  are  a  good  first  step. 

Conclusion 

The  good  news  is  that  the  health  care  reform  debate  has  begun  in 
earnest.  Notwithstanding  our  disappointment  with  the  Administration's 
reform  proposals,  we  are  hopeful  that  Congress  and  the  Administration  can 
work  out  constructive  proposals  that  meet  the  needs  of  the  American  people. 
Once  health  care  reform  is  implemented,  the  solution  to  many  of  Medicare's 
problems  will  fall  into  place. 
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Mr.  McDermott  [presiding].  Thank  you. 
Mr.  Gibbons,  do  you  have  any  questions? 

Mr.  Gibbons.  I  do  not  have  a  question.  I  just  want  to  thank  the 
panel  for  their  participation  today. 

Ms.  Allen,  I  know  what  you  are  talking  about,  about  long-term 
care.  My  younger  brother  for  12  years  had  Alzheimer's.  I  watched 
this  family  suffer  through  all  of  that. 

Mr.  Lehrmann,  I  am  going  to  take  some  quotes  out  of  your  testi- 
mony and  use  it  in  my  next  newsletter.  I  will  distribute  it  to 
AARP.  It  will  help  me  analyze  objectively,  I  think,  what  the  Presi- 
dent's proposal  is.  You  have  done  a  very  fine  job.  All  of  you  have 
done  a  fine  job,  and  I  regret  I  cannot  stay  to  hear  the  rest.  I  have 
an  engagement  I  cannot  break. 

Thank  you. 

Mr.  McDermott.  Mr.  Levin. 

Mr.  Levin.  Thank  you  very  much. 

I  would  like  to  echo  Mr.  Gibbons'  statement.  There  is  some  excel- 
lent analytical  material.  Let  me  just  say,  Mr.  Richtman  says  the 
good  news  is  that  the  health  care  reform  debate  has  begun  in  ear- 
nest, and  that  is  good  news.  So  whatever  the  disappointment  with 
specific  proposals  and  however  far  they  might  fall  short,  and  some 
do,  there  truly  is  now  for  the  first  time  a  serious  debate  in  confron- 
tation with  this  issue. 

What  several  of  you  have  done  is  to  remind  us  that,  as  we  carry 
on  this  serious  debate,  there  has  to  be  some  attention  to  long-term 
care.  That  is  not  going  to  be  easy,  in  part,  because  of  cost.  Also,  we 
have  had  some  experiences  here  that  may  make  people  somewhat 
shy  of  the  issue. 

But  your  continued  reminder  to  the  Congress  and  to  the  people 
and  to  the  administration  that  long-term  care  has  to  be  in  the  mix 
is  really  critical.  It  may  well  be  that  when  a  package  is  put  togeth- 
er in  the  next  few  weeks  on  this  side,  that  there  will  not  be  all  in  it 
that  we  would  like,  but  maybe  the  most  critical  point  is  that  we 
are  going  to  have  to  make  a  start.  Whether  it  is  with  H.R.  2106  or 
some  other  device,  there  has  to  be  some  significant  beginning  along 
this  road. 

So  your  continued  input  is  going  to  be  critical,  and  I  would  just 
like  to  say  to  all  five  of  you,  thanks  very  much,  and  keep  the  heat 
on  and  up. 

Thank  you. 

Mr.  McDermott.  As  my  staffer  was  leaving  the  room,  he  said  the 
AARP  analysis  is  the  best  you  will  find  anywhere  of  the  Presi-  j 
dent's  proposal.  That  is  a  high  compliment  from  staff  and  the  Con-  | 
gress,  so  I  think  you  should  tell  your  staff  that  they  did  a  good  job. 

I  would  agree  with  both  Mr.  Levin  and  Mr.  Gibbons  that  all  of  us 
are  glad  that,  finally,  the  President  discovered  the  issue,  and  it 
may  be  that  his  proposal  is  deficient  in  more  than  a  few  things,  but  j 
I  think  that  if  we  are  ever  going  to  get  anything  done,  we  have  to 
have  a  President  that  we  can  work  with. 

The  desire  in  the  Congress  is  here,  and  I  think  our  problem  from 
the  outset  has  been  a  total  refusal  to  even  look  at  this  issue.  And  I 
think  the  fact  that  the  President  is  at  the  table  at  all  is  a  credit  to 
all  of  you,  the  fact  that  your  organizations,  the  grass  roots  organi- 
zations have  put  the  pressure  and  have  raised  the  issue  and  forced 
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the  President  finally  to  confront  the  fact  that  this  is  something  he 
is  not  going  to  be  able  to  get  through  this  election  without  dealing 
with,  and  certainly  in  the  next  4  years  is  going  to  have  to  be  dealt 
with  in  this  country. 

Those  of  us  who  care  about  comprehensive  reform  cannot  do  it 
by  ourselves,  and  without  your  help,  we  will  not  be  able  to  do  it,  so 
we  are  counting  on  you  to  keep  raising  the  public  consciousness  of 
the  problems. 

I  was  in  the  State  legislature  when  we  passed  the  first  respite 
care  bill  for  people  living  with  Alzheimer's  patients,  and  I  know 
those  issues  from  that  level,  and  it  needs  to  have  the  continual  ef- 
forts of  groups  like  yours  to  make  the  American  people  understand 
that  only  through  a  comprehensive  reform,  will  we  deal  with  these. 
We  cannot  deal  with  it  with  one  band-aid  after  another. 

I  want  to  thank  all  of  you  for  coming. 

Mr.  McDermott.  The  next  panel  is  Mr.  Skwierczynski  and  Mr. 
Smedsrud.  As  we  have  said  to  the  other  panels,  your  full  state- 
ments will  be  entered  in  the  record,  and  if  you  wish  to  summarize, 
we  would  appreciate  it,  but  you  are  certainly  welcome  to  give  your 
statement  as  you  feel. 

Mr.  Skwierczynski. 

STATEMENT  OF  WITOLD  SKWIERCZYNSKI,  PRESIDENT,  NATION- 
AL COUNCIL  OF  SSA  FIELD  OPERATIONS  LOCALS,  AMERICAN 
FEDERATION  OF  GOVERNMENT  EMPLOYEES,  AFL-CIO 

Mr.  Skwierczynski.  My  name  is  Witold  Skwierczynski.  I  repre- 
sent the  National  Council  of  SSA  Field  Operations  Locals.  We  are  a 
labor  union.  We  represent  employees  of  the  Social  Security  Admin- 
istration who  work  in  1,100  field  offices  and  teleservice  centers 
across  the  50  States,  Puerto  Rico,  and  the  Pacific  islands. 

I  feel  like  sort  of  an  alien,  because  I  am  not  going  to  be  talking 
about  health  insurance.  My  focus  is  the  part  of  the  DHHS  budget 
that  deals  with  the  administrative  expenses  for  the  Social  Security 
Administration. 

However,  there  were  some  comments  made  today  about  the  Fed- 
eral Government's  ability  to  manage  a  national  health  insurance 
program.  In  the  Social  Security  Administration,  we  manage  a 
rather  massive  retirement  insurance  program  and  disability  insur- 
ance program  and  a  supplemental  security  income  program,  and 
our  overhead  is  about  0.8  percent.  I  think  that  the  Social  Security 
Administration  is  an  example  of  what  the  Federal  Government  can 
do  in  terms  of  managing  a  national  program  such  as  national 
health  insurance. 

In  fact,  we  are  located  in  1,400  facilities  across  the  country  and 
37  teleservice  centers,  and  we  certainly  would  be  open  for  business, 
if  the  Government  decided  to  have  a  national  health  insurance  pro- 
gram and  needed  an  agency  to  administer  it. 

As  I  said,  the  focus  of  my  testimony  is  the  administrative  budget 
for  the  Social  Security  Administration.  What  we  have  been  faced 
with  since  1984  is  a  20  percent  cut  in  the  staffing  of  the  Social  Se- 
curity Administration.  Back  in  1984,  our  staffing  level  was  approxi- 
mately 80,000,  about  79,900.  The  Reagan-Bush  administration  de- 
cided, for  political  reasons,  to  cut  that  staff  by  20  percent.  They 
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had  no  evidence  or  studies  at  the  time  that  there  was  any  need  for 
that  kind  of  a  cut,  nor  did  they  know  what  would  happen  if  such  a 
cut  occurred. 

Well,  over  a  6-year  period,  through  1990,  our  staff  was  cut  by  20 
percent,  and  a  lot  of  adverse  things  have  occurred  because  of  that 
cut.  What  the  administration  tried  to  do  to  alleviate  some  of  the 
pain  of  that  cut  was  to  shift  service,  and  what  has  happened  is  that 
much  of  our  service  has  been  shifted.  For  instance,  a  national  800 
number  system  has  been  established,  which  is  handled  by  employ- 
ees in  37  different  teleservice  centers  across  the  country.  We  have 
a  rather  large  one  in  Auburn,  WA,  with  over  400  people  there. 

Unfortunately,  even  though  we  have  about  4,000  employees  cur- 
rently who  work  on  that  800  number  service,  the  staffing  is  insuffi- 
cient to  deal  with  the  influx  of  phone  calls.  The  busy  rates  for  that 
service  on  so-called  peak  days  in  1991  ran  over  40  percent.  On 
other  non-peak  days,  they  ran  in  the  area  of  25  percent.  These  are 
unacceptable  totals.  The  staff  is  just  not  sufficient  to  deal  with  the 
demand  that  has  been  created  on  this  800  number. 

Unfortunately,  the  President's  budget  provides  for  a  702  cut  in 
staff,  rather  than  any  increase.  Besides  the  800  number,  there  are 
a  number  of  other  problems  that  have  occurred.  In  the  area  of  dis- 
ability, in  the  President's  proposal,  the  administration's  proposal,  it 
is  projected  that  disability  backlogs,  which  now  are  running  about 
90  days,  would  by  the  close  of  fiscal  year  1993  become  213  days.  We 
are  talking  of  31  weeks,  on  average,  for  somebody  filing  a  disability 
claim  to  get  an  initial  decision.  This  is  over  7  months,  and  this  is 
almost  a  tripling  of  current  processing  time. 

We  are  seeing  right  now  an  800,000  backlog  of  cases.  The  admin- 
istration projects  that  backlog  will  increase  to  1.35  million  by  the 
end  of  fiscal  1993.  This  is  an  over  50-percent  increase  of  the 
backlog. 

What  we  are  seeing  is  that  the  staffing  cuts  that  were  initiated 
by  the  Reagan-Bush  administration  are  causing  gridlock  and  a  vir- 
tual collapse  of  the  agency's  ability  to  process  workloads,  specifical- 
ly the  disability  workload. 

We  have  also  seen  cuts  in  other  areas,  such  as  in  training. 
Claims  representatives  are  hired  off  the  street  into  a  highly  techni- 
cal position.  They  are  responsible  for  taking  claims  from  the  public 
for  retirement  disability.  They  formerly  received  13  weeks  of  spe- 
cialized classroom  training.  In  some  regions  of  the  country,  that 
training  has  been  cut  to  8  weeks,  because  the  SSA  cannot  afford 
the  travel  expenses  to  put  them  in  training  classes. 

Service  representatives,  who  deal  with  postentitlement  problems, 
in  some  places  in  the  country  are  not  being  trained  at  all.  They  are 
just  being  thrown  onto  the  job.  This  is  an  outrageous  method  of 
trying  to  bring  personnel  on  board  and  an  outrageous  method  of 
treating  the  American  public. 

There  are  other  problems  in  the  agency,  too,  environmental  prob- 
lems. Employees  have  been  subjected  to  a  national  systems  mod- 
ernization plan,  which  is  basically  a  computer  on  every  desk.  Un- 
fortunately, the  Administration  has  failed  to  provide  employees 
with  adequate  furniture.  What  we  have  is  an  escalating  incidences 
of  carpal  tunnel  syndrome  problems  and  other  musculoskeletal  dif- 
ficulties. 
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I  travel  around  the  country  quite  frequently  to  visit  offices,  and  I 
am  seeing  more  and  more  carpel  tunnel  problems  wherever  I  go. 
The  Administration,  even  in  a  labor  agreement,  is  saying  they  will 
provide  us  with  ergonomic  furniture.  However,  it  has  refused  to  do 
so.  Basically,  they  are  saying  they  cannot  afford  it,  there  is  not 
enough  money  in  the  budget. 

We  think  there  are  solutions  to  the  problem.  We  do  not  think  the 
President's  budget  is  a  solution.  We  think  that  at  least  $300  million 
in  additional  funds  needs  to  be  appropriated  just  to  deal  with  the 
disability  problem.  This  is  a  figure  which  Commissioner  King  had 
requested  from  DHHS  and  OMB,  who  turned  her  down  in  her  ini- 
tial budget  negotiations.  We  think  that  another  $100  million  is  nec- 
essary in  the  appropriations  to  deal  with  other  backlogged  work, 
and  we  would  hope  that  an  additional  expenditure  would  be  appro- 
priated for  our  furniture  problems,  so  that  the  employees  can  work 
under  a  healthy  and  safe  atmosphere  and  working  conditions. 

Both  Congressman  Jacobs  and  Congressman  Rostenkowski  have 
introduced  legislation  to  take  the  administrative  funds  off-budget. 
Our  union  very  much  endorses  that.  We  think  it  is  time  to  include 
the  administrative  expenses  with  the  rest  of  the  trust  funds  that 
Congress  took  off-budget  in  1990.  Consequently,  we  would  not  be 
subjected  to  the  limits  under  the  Omnibus  Budget  Resolution  of 
1990. 

We  think  that  the  American  public  has  a  contract  with  Social 
Security,  and  we  think  that  the  American  public  wants  good  serv- 
ice out  of  the  Social  Security  Administration.  We  are  a  unique 
agency,  and  the  off-budget  legislation  would  solve  many  of  our 
problems,  Congress  could  then  look  rationally  at  the  needs  of  the 
agency,  rather  than  throw  us  in  with  every  other  agency  of  the 
Government.  We  also  endorse  the  independent  agency  legislation, 
H.R.  2838  that  Congressmen  Rostenkowski  and  Jacobs  have 
offered. 

Another  problem  in  the  backlogged  disability  area  is  the  State 
disability  determination  services.  We  think  one  solution  to  deal 
with  that  issue  is  to  federalize  those  DDS's.  Right  now,  all  their 
funding  comes  out  of  SSA's  budget.  However,  they  are  State  em- 
ployees. A  problem  that  has  occurred  throughout  the  country  is 
many  of  the  States  are  using  different  criteria  to  administer  the 
disability  program.  You  have  members  of  the  public  who  are  suffer- 
ing under  disabilities  getting  approved  in  one  State  and  denied  in 
another  even  though  both  have  the  same  condition. 

We  think  that  many  of  the  States  have  varying  problems  in 
terms  of  their  backlogs  and  also  their  staffing.  We  think  that  if  the 
DDS's  were  federalized  and  managed  directly  by  the  Social  Securi- 
ty Administration,  that  many  of  these  problems  can  be  alleviated — 
at  least  responsibility  would  be  more  appropriately  focused. 

In  addition,  we  feel  that  the  fiscal  year  1992  $100  million  contin- 
gency reserve  fund  should  be  released  immediately.  We  understand 
that  the  Commissioner  has  asked  the  Office  of  Management  and 
Budget  to  release  the  moneys.  Hopefully,  Mr.  Darman  will  release 
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the  funding.  If  he  does  not,  I  would  hope  the  Congress  would  force 
him  to  release  the  funding,  because  the  disability  program  is  in 
very  dire  straits.  The  money  is  necessary  in  fiscal  year  1992  to  at 
least  attempt  to  work  off  those  backlogs. 
Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  WITOLD  SKWIERCZYNSKI,  PRESIDENT,  NATIONAL 
COUNCIL  OF  SSA  FIELD  OPERATIONS  LOCALS,  AMERICAN 
FEDERATION  OF  GOVERNMENT  EMPLOYEES,  AFL-CIO 

My  name  is  Witold  Skwierczynski .  I  am  President  of  the 
National  Council  of  SSA  Field  Operations  Locals  (NCSSAFOL), 
American  Federation  of  Government  Employees  (AFGE),  AFL-CIO. 
NCSSAFOL  represents  approximately  26,000  SSA  employees  who  work  in 
1100  District  Offices,  Branch  Offices,  Resident  Stations  and 
Teleservice  Centers  throughout  the  United  States. 

I  wish  to  thank  the  House  Ways  and  Means  Committee  for 
providing  me  with  the  opportunity  to  address  the  issue  of  the 
President's  proposed  FY  '93  budget  and  its  impact  on  the  quality  of 
SSA's  service  to  the  aged,  the  disabled  and  their  dependents.  In 
addition,  I  appreciate  the  opportunity  to  provide  information  to 
the  Committee  regarding  the  effect  the  President's  budget  will  have 
on  the  working  conditions  of  SSA  employees. 

SSA  implemented  a  planned  staff  reduction  program  in  FY  1984. 
The  intent  of  this  so-called  downsizing  effort  was  to  reduce  the 
staffing  level  within  the  Agency  by  20%  over  a  six  year  period. 
Full  Time  Equivalent  (FTE)  staffing  levels  were  reduced  from  the  FY 
1984  level  of  79,951,  to  the  1992  budgeted  ceiling  of  64,730.  This 
reduction  in  personnel  was  not  based  on  any  national  assessment  of 
the  workforce  needs  within  SSA.  Instead,  the  Reagan  Administration 
determined  for  political  reasons  that  SSA's  staffing  level  would  be 
reduced  by  20%.  The  public  rationale  for  the  FTE  cut  was  that 
systems  modernization  would  result  in  diminished  staffing 
requirements.  However,  no  studies  were  conducted  proving  this 
contention.  In  fact,  the  results  of  the  20%  staff  reduction  have 
been  disastrous  to  the  Agency. 

In  the  midst  of  the  Agency's  staff  reduction  program,  SSA 
instituted  an  entirely  new  service  delivery  system  -  the  nationwide 
800  number  service.  This  service  was  fully  implemented  on  10/1/89. 
Significant  staff  resources  were  shifted  to  this  800  Number  service 
while  the  overall  Agency  workforce  was  being  reduced.  Four  new 
Mega  Teleservice  Center's  (TSC's)  were  opened.  Over  1500  FTE  were 
allocated  for  the  Mega  TSC's.  In  addition,  the  remaining  33  TSC's 
received  significant  additional  staff  support.  The  current  FY  '92 
FTE  allocation  for  the  TSC's  is  4103.  Unfortunately  this  staffing 
allocation  has  not  prevented  the  public  from  experiencing  massive 
busy  signal  rates  when  utilizing  the  800  number  service. 

SSA  attempted  to  reduce  these  unacceptably  high  busy  rates  by 
reassigning  other  employees,  such  as  Benefit  Authorizers,  to  answer 
the  telephones  on  so-called  peak  call  days.  If  this  had  not  been 
done,  busy  rates  would  have  been  worse.  In  1991  busy  rates  for  all 
days  average  28%.  On  peak  days  these  busy  rates  averaged  45%. 
Thus,  despite  SSA's  action  to  shift  significant  number  of  employees 
from  field  offices  to  TSC's,  the  800  number  service  does  not  afford 
the  public  prompt  and  easy  access  to  Agency  personnel.  The  800 
number  service  will  not  succeed  as  an  alternate  service  delivery 
option  unless  additional  permanent  staff  is  assigned  to  it.  The 
establishment  of  the  800  number  appeared  to  meet  a  desire  for  the 
public  to  obtain  service  from  SSA  through  the  telephone.  However, 
a  significant  percentage  of  the  public  desired  to  maintain  the 
ability  to  call  their  local  Social  Security  office  rather  than  the 
toll-free  service.  The  Agency  discouraged  such  access  by  not 
publishing  local  office  telephone  numbers,  decreasing  local  lines 
and  failing  to  assign  sufficient  personnel  to  answer  telephone 
inquiries  on  the  remaining  lines. 

Congress  recognized  this  desire  for  the  public  to  be  able  to 
contact  their  local  office  by  phone.  Congress  ordered  SSA  to 
republish  local  phone  numbers  so  that  the  public  could  exercise  its 
option  to  call  the  local  office.  Unfortunately,  SSA  has  attempted 
to  circumvent  the  will  of  Congress  by  failing  to  reinstall  an 
adequate  number  of  office  telephone  lines.  SSA  did  not  provide 
enough  staff  to  answer  local  telephone  contacts.  The  Agency  argued 
that  there  was  not  enough  staff  to  answer  such  phone  calls.  This 
is  entirely  correct.  Staffing  has  been  reduced  at  the  district 
office,  branch  office  and  resident  station  levels  to  accommodate 
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both  the  800  toll  free  number  and  SSA's  political  goal  of  reducing 
staff  by  20%. 

The  telephone  service  fiasco  can  be  rectified  if  additional 
FTE  are  allocated  to  TSC's  and  other  field  offices  to  meet  the 
public's  preference  for  an  effective  telecommunications  access 
system.  Absent  additional  staffing,  the  800  number  toll  free 
service  will  experience  even  greater  busy  rates  as  evidenced  by  the 
January,  1992  busy  rates  of  80%  on  peak  days.  Additional  staff  and 
additional  telephone  lines  must  also  be  allocated  to  remaining 
field  offices  to  enable  the  public  to  call  their  local  office  with 
the  expectation  of  prompt,  courteous  service. 

Staff  cuts  and  the  shift  of  resources  to  the  toll  free  800 
number  service,  have  adversely  affected  the  ability  of  SSA  to 
provide  prompt,  efficient,  accurate  and  courteous  service  to  the 
public.  The  President's  FY  '93  budget  proposals  do  nothing  to 
solve  this  problem.  In  fact,  the  evidence  indicates  that  SSA  has 
lost  control  over  its  disability  workload  due  to  severe  staff  cuts. 

SSA's  own  FY  '93  budget  justification  states  that  processing 
times  for  disability  claims  increased  from  80  days  at  the  end  of  FY 
'90  to  90  days  at  the  end  of  FY  '91.  SSI  disability  processing 
time  increased  by  14  days  during  the  same  period  from  94  to  108 
days.  SSA  projects  that  disability  processing  time  will  increase 
to  152  days  in  FY  '92  and  213  days  in  FY  '93.  Despite  these 
projections,  SSA  proposes  that  no  measures  be  taken  to  halt  this 
progressive  deterioration  in  service. 

In  budget  discussions  with  DHHS  and  0MB,  SSA  proposed  that 
$300  million  be  added  to  the  FY  '93  budget  to  deal  with  the 
disability  backlog.  If  $300  million  were  earmarked  for  processing 
disability  claims,  SSA  projects  that  the  average  processing  time 
would  be  144  days  in  FY  '93.  Although  this  is  an  unacceptably  high 
level,  it  is  10  weeks  less  than  the  FY  *93  proposal  which  actually 
reduces  staff  by  702  FTE.  0MB  and  DHHS  rejected  SSA's  request  for 
the  additional  $300  million. 

Staff  cuts  have  created  this  crisis  in  the  disability 
workload.  There  simply  are  not  enough  personnel  remaining  in  SSA 
field  offices  to  process  these  claims.  The  State  Disability 
Determination  Services  (DDS)  are  similarly  backlogged.  FTE 
reductions  have  also  forced  SSA  to  take  shortcuts  in  the  processing 
of  claims.  Lengthy  and  complex  medical  report  forms  are  commonly 
mailed  to  claimants.  These  are  frequently  returned  partially 
completed.  Prior  to  staff  reductions,  trained  SSA  claims 
representatives  completed  such  forms  during  interviews.  Not  only 
were  forms  filled  out  completely,  but  also  valuable  observations 
were  documented.  Such  observations  assisted  DDS  personnel  in  their 
decision  making  process.  Today,  claimants  complete  their  own  forms 
and  observations  are  not  done. 

In  addition,  error  rates  have  increased  especially  in  SSI 
disability  cases.  This  is  caused  by  factors  such  as  the  stressful 
working  conditions  and  reductions  in  training. 

Previously  claims  representatives  received  13  weeks  of  formal 
classroom  training.  Such  training  has  been  reduced  in  some  Regions 
to  6  to  8  weeks.  Service  Representatives  formerly  received  8  weeks 
of  formal  classroom  training.  In  some  cases  this  training  has  been 
eliminated  altogether.  These  reductions  are  due  to  severe  cuts  in 
SSA's  travel  budget. 

Such  budget  cuts  have  also  affected  in-office  training. 
Teleservice  center  employees  have  generally  been  given  minimal 
training  on  the  T  XVI  program.  The  Agency  has  concentrated  on 
answering  phones  instead  of  training  people  to  deal  with  T  XVI 
issues.     Consequently,  TSC  error  rates  are  high. 

State  cut  backs  in  General  Assistance  programs  have  resulted 
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in  increased  disability  workloads.  Such  increases  can  be 
anticipated  in  the  future  if  States  continue  to  reduce  public 
assistance  benefits.  GA  beneficiaries  are  typically  asked  to  file 
for  SSI  disability  benefits  to  prevent  termination  of  their  General 
Assistance  grants.  States  such  as  Michigan  and  Illinois  are 
experiencing  exploding  disability  workloads  due  to  such  State 
benefit  cuts. 

Much  of  SSA's  claims  work  is  now  accomplished  through 
appointments.  In  many  Regions  appointments  are  booked  solid  for  4 
or  5  weeks.  Thus,  claimants  must  undergo  a  lengthy  waiting  period 
prior  to  receiving  service. 

To  obtain  immediate  service,  a  claimant  must  visit  a  field 
office  without  an  appointment.  In  urban  areas  the  waiting  times 
for  such  individuals  can  exceed  2  to  3  hours.  In  some  offices 
claimants  are  turned  away  well  before  the  normal  closing  time. 
There  simply  is  not  enough  time  and/or  staff  to  take  care  of 
everyone. 

In  the  New  York  and  Kansas  City  Regions  some  offices  have 
reduced  the  hours  offices  are  open  to  the  public.  This  has  been 
done  to  afford  employees  time  to  process  their  paperwork. 

SSA's  staff  reductions  caused  the  Agency  to  concentrate  on 
maintaining  as  many  employees  as  possible  in  the  Claims 
Representative  and  Service  Representative  positions.  Consequently, 
positions  such  as  Development  Clerks  (DCS)  and  Field 
Representatives  (FR's)  have  been  drastically  cut. 

Virtually  all  offices  are  understaffed  in  the  DC  position. 
Some  offices  have  no  remaining  DCs.  This  requires  CR's  and  SR's 
to  do  most  of  their  own  clerical  tasks.  This  reduces  the  time 
employees  have  available  to  accomplish  their  regularly  assigned 
tasks. 

Staffing  allocations  for  field  representatives  have  been  cut 
by  over  50%.  Field  Representatives  are  utilized  for  outreach 
activities  and  also  assist  claimants  who  are  unable  to  come  to  the 
office.  Many     offices     have     completely     eliminated  Field 

Representatives.  In  these  offices  CR's  are  assigned  FR  functions. 
Again,  this  reduces  the  time  they  have  available  for  processing 
claims.  The  remaining  Field  Representatives  are  often  assigned  to 
interview  claimants  in  the  office.  This  minimizes  the  Agency's 
outreach  efforts. 

Budget  cuts  have  caused  SSA  to  save  money  by  closing  hundreds 
of  contact  stations.  Such  sites  are  typically  in  remote  areas  or 
in  institutions.  FR's  visit  these  sites  periodically  to  assist 
climates/beneficiaries  with  their  Social  Security  needs.  Limited 
funds  are  available  for  contact  station  visits.  Thus,  SSA  has 
eliminated  many  of  them.  This  has  resulted  in  obvious  reductions 
of  public  service  options. 

Due  to  staffing  cuts,  the  Agency  has  failed  to  release 
thousands  of  Continuing  Disability  Review  (CDR)  cases  for 
processing.  CDR's  are  cases  wherein  the  beneficiary  may  have 
recovered  from  their  disability.  Failure  to  process  CDR's  timely 
results  in  continuing  improper  benefits  payments  to  individuals  who 
are  no  longer  disabled.  SSA,  however,  is  not  releasing  these  cases 
since  there  are  insufficient  employees  available  to  do  the  work. 

Budget  cuts  have  not  only  affected  the  level  of  service  that 
is  available  to  the  American  public,  but  such  reductions  have  also 
adversely  affected  the  working  conditions  of  SSA  employees. 

The  largest  impact  is  in  the  area  of  health  and  safety.  SSA 
has  refused  to  provide  its  employees  with  ergonomic  work  stations. 
This  has  caused  an  increased  incidence  in  carpel  tunnel  syndrome, 
back    problems,    stress    related    disorders,    etc.        The  Agency 
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continually  asserts  that  it  .has  no  money  to  pay  for  such 
furnishings . 

Workers  are  also  forced  to  work  in  substandard  facilities. 
Besides  unsafe  workstations,  many  buildings  are  hazardous.  In  the 
Richmond,  CA  Program  Service  Center  (PSC),  10  employees  were 
infected  with  legionnaires  disease  in  1991.  One  contract  employee 
died  and  another  is  in  a  coma.  The  Chicago  PSC  has  experienced 
repeated  elevator  malfunctions  which  resulted  in  serious  injuries 
to  employees  who  were  caught  in  the  elevator  at  the  time  of  the 
malfunction.  In  Las  Vegas,  NV  SSA  will  not  evacuate  the  space 
despite  the  fact  that  the  facility  contains  many  building  code 
violations.  These  are  just  a  few  examples  of  general  SSA  space 
problems.  Many  facilities  contain  poor  heating  and  air 
conditioning  systems.     Sick  building  syndrome  is  common. 

SSA,  AFGE  and  the  Management  Association  have  all  conducted 
morale  surveys  which  indicate  that  employee  morale  is  at  a  low 
point.  SSA  could  implement  a  variety  of  initiatives  that  would 
improve  employee  morale.  The  Union  has  suggested  that  SSA  expand 
child  care  centers  to  locations  outside  of  Headquarters.  Also,  the 
Union  proposed  that  partial  subsidies  be  paid  to  employees  in  field 
offices  who  utilize  child  care.  The  Union  also  proposed  the 
establishment  of  fitness  centers  outside  of  Baltimore,  MD.  AFGE 
suggested  that  the  Agency  explore  providing  employees  with  transit 
subsidies.  SSA  rejected  these  proposals  to  enhance  employee  morale 
due  to  lack  of  budgetary  resources. 

SSA's  FY  '93  budget  request  contains  an  FTE  estimate  of  64,028 
which  is  702  FTE  less  than  the  FY  '92  FTE.  However,  SSA  has 
budgeted  an  increase  in  actual  workyears  in  FY  '93  of  925.  The 
discrepancy  is  due  to  SSA's  projection  of  an  85%  increase  in 
overtime  from  1923  workyears  in  FY  '92  to  3550  workyears  in  FY  '93. 
SSA  explains  this  massive  increase  in  overtime  in  the  budget 
justification  by  asserting  that  it  is  needed  to  process  the 
increased  disability  workload. 

Currently,  employees  are  working  large  amounts  of  overtime. 
In  view  of  low  Agency  morale,  a  virtual  doubling  of  overtime  will 
be  counterproductive  and  lead  to  significant  burn  out.  More 
overtime  is  not  needed.  What  is  necessary  are  higher  staffing 
levels  to  process  the  large  volume  of  disability  workloads.  There 
is  no  indication  that  the  number  of  disability  claims  will  diminish 
in  the  foreseeable  future.  Given  the  large  backlogs  of  disability 
work  SSA  and  the  increased  claims  anticipated,  an  infusion  of 
permanent  staff  is  what  is  necessary  -  not  overtime. 


SOLUTIONS 


SSA's  FY  '93  budget  request  of  $4.8  million  constitutes  a  5.7% 
increase  over  the  FY  '92  appropriation.  This  is  basically  an 
inflationary  increase.  In  fact,  the  FTE  portion  of  the  budget 
would  be  cut  by  702.  SSA  could  easily  use  $300  -  $400  million 
increase  to  deal  with  disability  workloads  alone.  Additional 
budgetary  authority  is  needed  to  increase  staffing  levels  in  hard 
pressed  urban  offices.  More  staff  is  needed  to  process  other 
escalating  workloads,  to  process  backlogs  which  are  the  result  of 
inadequate  workforce  allocations  and  to  increase  staffing  for  the 
toll  free  800  number  service.  $100  million  is  needed  for  these 
staffing  requirements. 

In  addition,  SSA  has  a  contractual  commitment  with  AFGE  to 
install  ergonomic  furniture  for  all  employees  who  utilize  VDT 
terminals.  SSA  officials  estimate  the  cost  of  such  furniture 
installation  to  be  $333  million. 

Restoration  of  sufficient  travel  funds  to  resume  adequate 
classroom  training  of  personnel  is  another  budgetary  necessity.  In 


5 


291 


addition,  funds  should  be  included  in  the  budget  for  space 
improvements,  restoration  of  telephone  lines  to  field  offices,  and 
other  environmental  concerns.  Thus,  $850  million  in  additional 
budgetary  authority  is  needed  to  provide  SSA  with  sufficient 
resources  to  restore  adequate  service  and  provide  reasonably  safe 
working  conditions  for  SSA  personnel.  Since  administrative 
expenses  are  currently  less  than  1%  of  the  trust  fund  expenditures, 
such  increased  budgetary  authority  is  not  an  unreasonable  demand. 

In  view  of  the  realities  of  the  Omnibus  Budget  Resolution  of 
1990,  it  is  unlikely,  however,  that  the  above  increase  is  feasible 
unless  other  legislation  is  passed.  To  restore  sanity  to  the  SSA 
administrative  budget  process,  legislation  should  be  passed  to  take 
SSA' s  administrative  funds  off -budget.  AFGE  enthusiastically 
supports  HR  2838  which  would  accomplish  this  task.  The  Union 
believes  that  Congress  intended  to  remove  the  Administrative  funds 
from  the  budget  process  when  legislation  was  passed  in  1990  taking 
the  rest  of  the  trust  fund  off -budget.  Congressman  Rostenkowski ' s 
bill  (HR  2838)  would  clarify  this  intent.  Once  off  budget, 
Congress  could  assess  the  budgetary  needs  of  SSA  in  a  rational 
manner.  Congress  could  do  so  without  viewing  SSA's  administrative 
budget  in  the  contest  of  domestic  spending  caps.  This  is  only  fair 
since  the  expenditures  for  these  expenses  emanate  from  the  trust 
fund  which  is  off  budget. 

Congressman  Rostenkowski '  s  bill  also  would  establish  SSA  as  an  7 
Independent  Agency.  AFGE  fully  supports  Independent  Agency  status 
for  SSA.  Social  Security  should  be  insulated  form  political 
influences  and  Independent  Agency  legislation  is  the  best  vehicle 
for  accomplishing  this  goal.  Another  legislative  consideration 
that  AFGE  supports  is  the  federalization  of  the  state  DDS's. 
Presently  Congress  appropriates  the  entire  funding  of  the  state 
DDS's  from  the  LAE  account.  Disability  decision  making  criteria 
vary  widely  from  state  to  state  Backlogs  and  processing  times  also 
differ.  It  is  not  sensible  to  have  50  different  semi -independent 
State  Agencies  that  make  disability  decisions  for  the  federal  - 
Social  Security  program.  If  the  DDS's  were  federalized,  uniformity 
could  be  established  in  the  decision  making  process.  Personnel 
could  be  shifted  across  state  borders  to  deal  with  particular 
backlog  problems.  The  current  personnel  of  the  state  DDS's  should 
be  converted  to  federal  employees.  SSA  could  assert  more  central 
control  over  the  operations  of  these  critical  components. 
Federalizing  the  DDS's  is  an  idea  that  makes  sense. 

Finally,  SSA  needs  to  have  immediate  access  to  the  $100 
million  contingency  reserve  fund  contained  in  the  FY  '92  budget  in 
order  to  avert  the  steady  deterioration  of  the  disability  backlogs. 
If  0MB  fails  to  act  or  acts  negatively  on  SSA's  request  for  the 
contingency  reserve,  Congress  should  force  0MB  to  release  the 
funds . 

Thank  you,  again,  for  giving  AFGE  the  opportunity  to  comment 
on  the  SSA's  FY  '93  budget  request. 
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Mr.  McDermott.  Thank  you. 
Mr.  Smedsrud. 

STATEMENT  OF  JEFFREY  SMEDSRUD,  EXECUTIVE  VICE 
PRESIDENT,  COMMUNICATING  FOR  AGRICULTURE 

Mr.  Smedsrud.  Thank  you. 

My  name  is  Jeffrey  Smedsrud.  I  am  executive  vice  president  of 
Communicating  for  Agriculture.  With  me  today  is  Bill  Sonnleitner, 
who  is  a  consulting  actuary,  behind  me. 

On  behalf  of  our  80,000  members  represented  by  CA,  we  thank 
you  for  the  opportunity  to  step  forward.  We  have  a  long  history  of 
promoting  access  to  insurance  for  the  self-employed.  We  have  testi- 
fied many  times  before  State  legislatures  on  the  State  risk  pools,  as 
a  principal  architect  for  that,  and  many  times  before  Congress.  We 
have  worked  hard  to  secure  broad  support  from  farm  and  commodi- 
ty groups  for  a  100  percent  tax  reduction  for  the  self-employed. 

Let  me  state  from  the  onset  that  we  feel  that  one  of  the  number 
one  problems,  the  number  one  reason  for  our  health  care  costs  is 
the  system  that  fuels  runaway  medical  costs.  While  insurance  un- 
derwriting, administrative  and  regulatory  reform  get  to  a  part  of 
the  problem,  they  touch  only  a  small  part. 

We  must  find  a  way  to  control  doctor  and  hospital  charges  and 
make  such  controls  uniform  across  the  entire  health  care  system. 
Limits  on  Medicare  charges,  while  they  may  control  health  care 
costs  for  one  sector,  are  a  principal  villain  in  terms  of  cost-shifting 
that  drive  up  costs  for  those  who  have  private  insurance.  We  must 
find  ways  to  stop  cost-shifting. 

As  you  consider  ways  in  which  legislation  could  affect  access  to 
health  insurance  for  small  business,  we  ask  that  you  clarify  the 
treatment  of  association  group  insurance  contracts.  We  are  con- 
cerned that  such  reform  may  have  an  unintended  effect  on  individ- 
uals who  join  associations  that  provide  group  insurance  for  their 
members.  If  enrollment  into  insurance  programs  sponsored  by 
these  associations  did  not  require  individual  underwriting,  they,  in 
essence,  become  a  dumping  place  for  those  in  society  who  cannot 
get  insurance.  This  drives  up  costs  for  those  already  in  association 
group  contracts  and  members  of  associations,  and  it  further  may 
reduce  access  to  affordable  care. 

Nearly  3  million  self-employed  Americans  are  covered  by  associa- 
tion group  contracts.  These  policies  provide  important  consumer 
protection,  the  most  noteworthy  of  which  is  full  portability.  It  does 
not  matter  which  company  you  work  for,  as  long  as  you  are  a 
member  of  an  association,  you  can  continue  to  have  insurance  cov- 
erage. Also,  individuals  enrolled  in  association  group  contracts 
cannot  be  singled  out  for  rate  increases  or  cancelled  because  of 
claims  experiences.  Thus,  they  are  better  in  the  long  run  for  con- 
sumers and  individual  policies  marketed  by  some  insurance  compa- 
nies. 

We  need  to  find  ways  to  stop  insurance  companies  that  have 
made  a  specialty  of  blocking,  creaming,  skimming  and  pooling  indi- 
viduals into  rating  categories  that  charge  $1,000  a  month  for  basic 
insurance  plans. 
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We  strongly  support  the  part  of  the  President's  plan  that  calls 
for  health  insurance  networks,  because  it  gives  serious  consider- 
ation and  recognizes  the  inherent  strengths  of  group  insurance. 

We  believe  all  Americans  need  tax  fairness.  Self-employed  indi- 
viduals must  pay  the  lion's  share  of  their  health  insurance  with 
after-tax  dollars,  while  employees  of  large  corporations  receive 
their  benefits  tax-free.  We  must  eliminate  this  tax  discrimination. 

Farmers  are  the  highest  percentage  of  the  population  that  are 
uninsured.  They  also  are  the  most  likely  to  pay  and  the  highest 
percentage  of  the  population  that  pays  for  their  own  health  insur- 
ance. There  is  a  correlation  between  the  two,  and  this  issue  of  tax 
fairness  for  those  who  pay  for  their  own  insurance  is  one  that  is 
getting  very,  very  important  in  rural  America. 

We  believe  the  concept  of  tax  credits  has  a  place  in  improving 
access.  They  should  not,  however,  be  tied  to  guaranteed  issue  of  in- 
surance policies.  They  should  be  further  refined  by  pegging  the 
amount  of  the  credit  to  the  size  of  the  family,  as  well  as  the  age 
and  residency. 

In  an  effort  to  provide  solutions  to  the  problems  faced  by  Ameri- 
cans without  insurance,  we  ask  this  committee  not  to  overlook  the 
success  of  State  comprehensive  risk  pools  that  have  been  approved 
for  operation  in  25  States.  Pools  face  funding  challenges  now  that 
could  be  overcome  by  Federal  efforts  to  require  self-insured  plans 
which  are  exempt  from  ERISA,  to  assist  paying  the  assessed  costs 
to  operate  the  pools. 

More  than  80,000  Americans  who  otherwise  would  not  have  in- 
surance are  covered  by  State  comprehensive  risk  pools.  We  must 
remember  that  only  about  2  million  Americans  are  medically  unin- 
surable. The  rest  either  cannot  afford  insurance  or  none  is  offered 
to  them,  or  some  choose  not  to  carry  insurance  at  all. 

Finally,  in  my  view,  one  of  the  reasons  our  health  care  system  is 
out  of  control  is  this:  When  health  care  dollars  are  spent,  most 
often,  someone  else  is  paying  the  bill.  Nearly  90  percent  of  all 
Americans  receive  their  insurance  from  either  their  employer, 
their  union,  or  their  Government.  Reliance  on  this  type  of  insur- 
ance creates  a  marketplace  for  individuals  who  do  not  spend  their 
own  money.  While  deductibles  help  slow  utilization,  individuals 
with  full  insurance  have  every  incentive  to  overuse  care  and  no  in- 
centive to  comparison  shop. 

We  do  not  want  to  abandon  the  notion  of  private  insurance,  but 
let  us  make  health  insurance  work  like  insurance  should,  to  cover 
the  loss  for  unanticipated  catastrophic  accidents  or  illnesses.  Insur- 
ance should  not  be  a  prepayment  voucher  for  routine  or  nonemer- 
gency care.  Let  us  give  tax  incentives  to  save  for  those  routine 
medical  expenses. 

For  example,  if  it  is  acceptable  tax  policy  for  an  employer  to  pro- 
vide a  health  plan  for  employees  that  has  a  low  deductible  and 
costs  $5,000  per  year  per  person,  should  it  not  be  equally  acceptable 
to  have  that  employer  provide  a  plan  with  a  high  deductible  that 
costs  $3,000,  and  then  give  the  difference  of  $2,000  to  the  employee 
to  place  in  a  medical  IRA,  with  specific  use  only  for  routine,  non- 
emergency health  care?  And  perhaps  as  that  money  accumulates, 
it  could  pay  for  long-term  care  at  a  later  date. 
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Both  scenarios  cost  the  same,  and  neither  impacts  the  Federal 
budget. 

In  conclusion,  I  believe  we  need  an  American  solution  to  Ameri- 
ca's health  care  crisis,  a  system  that  encourages  each  of  us  to  be 
educated  shoppers  for  services,  a  solution  that  brings  the  consumer 
squarely  into  the  decisionmaking  process,  and  one  that  gives  each 
of  us  as  much  access  to  unbiased  information  about  the  outcomes 
of  health  care  as  we  have  in  nearly  all  other  major  purchases,  one 
that  has  the  doctor  looking  into  his  or  her  patient's  eyes  and  ex- 
plaining the  reason  for  treatment  based  on  outcome,  effectiveness 
and  costs. 

Yes,  we  need  to  make  incremental  administrative  reforms,  but 
we  must  focus  on  concrete  solutions  to  bring  health  care  costs 
down.  Government  and  this  committee  has  a  role  to  accomplish 
both,  as  a  watchdog  of  the  large  and  powerful  insurance  and  medi- 
cal interests,  but,  importantly,  as  a  coach  and  teacher  for  each 
person  as  we  begin  to  make  wiser  health  care  decisions  for  our- 
selves. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  JEFFREY  SMEDSRUD,  EXECUTIVE  VICE  PRESIDENT, 
COMMUNICATING  FOR  AGRICULTURE 

Mr.  Chairman.. .Members  of  the  Committee...On  behalf  of  the  80,000  individuals  represented  by 
Communicating  for  Agriculture,  we  wish  to  make  known  our  views  on  ways  to  make  health  insurance 
more  affordable  for  individuals  and  to  improve  its  access.  My  name  is  Jeffrey  Smedsrud,  and  I  am 
executive  vice  president  of  CA.  With  me  today  is  Bill  Sonnleitner,  our  consulting  actuary  from  Life 
Investors  Insurance  Company. 

We  have  a  long  history  of  actively  promoting  access  to  insurance  for  self-employed  individuals.  As  a 
principal  architect  of  state  comprehensive  risk  pools,  we  have  testified  before  more  than  30  state 
legislatures  and  many  times  before  committees  of  this  Congress.  We  recently  secured  the  backing  of 
1 6  farm  and  commodity  groups  who  have  announced  their  support  of  a  100  percent  tax  deduction  of 
health  insurance  premiums  paid  by  the  self-employed. 

Before  proceeding  with  the  details  of  our  testimony,  let  me  state  from  the  onset  that  the  number  one 
reason  for  our  health  care  crisis  is  a  system  that  fuels  runaway  medical  costs.  While  insurance 
underwriting,  administrative,  tax  and  regulatory  reform  get  to  a  part  of  the  problem  —  it  touches  only 
a  small  part.  We  must  find  a  way  to  control  doctor  and  hospital  charges  and  make  such  controls 
uniform  across  the  entire  health  care  sector.  Limits  on  Medicare  charges,  while  they  may  control 
health  care  costs  for  one  sector,  are  the  principal  villain,  in  terms  of  cost-shifting,  that  drive  up  costs 
for  those  who  have  private  insurance.  We  must  stop  cost-shifting  by  treating  all  charges  to  a  standard 
set  of  rules.  For  that  reason,  we  support  the  concept  of  Optional  Provider  Payment  Rates  as  a  cost 
containment  method. 

If  health  costs  are  reasonable,  states  can  afford  to  expand  their  Medicaid  program  to  cover  the 
indigent;  if  health  costs  are  affordable,  risk  pools  can  provide  for  more  uninsurables  without  incurring 
severe  funding  problems. 

Our  testimony  will  comment  on  the  following: 

—  ways  in  which  legislation  could  affect  access  to  health  insurance  for  individuals 

Additionally,  we  ask  that  you  consider  technical  changes  to  HR  3626  that  would  clarify  the  treatment 
of  association  group  insurance  contracts,  particularly  as  it  relates  to  state  mandates  and  underwriting 
practices.  We  are  concerned  that  such  reform  may  have  an  unintended  effect  on  individuals  who 
enroll  in  associations  that  provide  "group"  insurance  for  their  members. 

Individuals  enroll  in  non-profit  membership  associations,  such  as  Farm  Bureau,  Wheat  Growers,  CA, 
dairy  co-ops  and  others,  for  many  reasons,  but  employment  is  not  one  of  them. 

If  enrollment  into  the  insurance  programs  sponsored  by  these  associations  did  not  require  individual 
underwriting,  they  would  become  a  dumping  place  for  those  in  society  who  could  not  get  insurance 
elsewhere,  either  because  they  had  been  medically  uninsurable  or  because  their  employer  did  not 
offer  insurance  coverage.  It  would  create  a  scenario  whereby  individuals  would  choose  not  to  carry 
insurance  until  they  needed  it,  and  at  such  time  they  would  become  a  dues-paying  member  of  a  non- 
profit association,  and  as  such  would  be  automatically  eligible  for  its  group  association  master  policy. 

This  would  drive  up  costs  for  those  already  covered  under  an  association  contract  —  an  outcome 
directly  opposite  of  the  intentions  of  HR  3626  and  mav  reduce  access  to  affordable  insurance. 

—  the  inherent  consumer  value  of  group  insurance  vs.  individual  insurance  contracts 

For  example,  about  3  million  self-employed  Americans  are  covered  by  association  group  contracts, 
sponsored  by  hundreds  of  associations  formed  for  purposes  other  than  selling  insurance.  These 
policies  provide  important  consumer  protection,  including  spreading  risk  through  a  larger  pool,  higher 
loss  ratios  and  consumer  assurance  that  they  cannot  be  singled  out  for  rate  adjustments  or  canceled 
because  of  claim  experience.  They  are  better  for  the  consumer  than  "individual"  policies  marketed  by 
some  insurance  companies. 

Even  individual  policies  that  are  so-called  guaranteed  renewable  do  not  provide  consumer 
guarantees.  In  1991 ,  one  insurance  company  in  many  states  "withdrew"  its  plan,  only  to  allow  the 
insureds  to  reapply  for  a  new  plan.  Those  without  claims  or  medical  problems  were  readmitted;  those 
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with  such  problems  were  left  without  insurance.  Many  companies  have  made  a  specialty  of  "blocking 
and  pooling"  individuals  with  poor  health  into  rating  categories  that  charge  $1 ,000  or  more  a  month 
for  a  basic  insurance  plan.  These  types  of  actions  must  be  stopped. 

The  part  of  the  president's  plan  that  calls  for  Health  Insurance  Networks  deserves  serious 
consideration  because  it  recognizes  the  inherent  strength  of  group  insurance.  We  must  make  sure 
that  there  always  remains  an  arms  length  between  the  group  sponsor — an  association  —  and  the 
insurer. 

—  supporting  rationale  for  a  100  percent  tax  deduction  for  self-employed  individuals  who 
pay  for  their  own  health  insurance; 

All  Americans  need  tax  fairness.  Self-employed  Americans  must  pay  the  lion's  share  of  their  health 
insurance  with  after-tax  dollars  while  employees  of  large  corporations  receive  their  benefits  tax-free. 
We  must  eliminate  this  tax  discrimination.  It  reduces  access  to  care  by  making  the  net  cost  of 
insurance  higher  for  self-employed  individuals. 

We  offer  these  suggestions:  If  it  is  not  possible  for  budget  reasons  to  implement  an  immediate  100 
percent  deduction,  than  phase  it  in  over  a  three-year  period. 

The  concepts  of  tax  credits  have  a  place  in  improving  access  by  improving  affordability.  Again, 
perhaps  at  the  very  least,  these  too  can  be  phased  in.  They  should  not,  however,  be  tied  to 
guaranteed  issue. 

—  the  role  of  state  comprehensive  risk  pools  in  addressing  the  needs  of  the  uninsurable. 

In  the  effort  to  provide  solutions  to  the  problems  faced  by  35  million  Americans  without  insurance,  do 
not  overlook  the  success  of  state  comprehensive  risk  pools  that  have  been  approved  for  operation  by 
25  states.  These  pools  do  provide  needed  relief  for  Americans  who  can  afford  care,  but  are  denied  it 
because  of  medical  reasons.  Pools  face  funding  challenges  that  could  be  overcome  by  federal  efforts 
to  require  self-insured  plans,  exempt  by  ERISA  from  state  regulations,  to  assist  in  paying  the 
assessed  costs  to  operate  the  pools. 

We  must  also  remember  that  of  our  35  million  without  insurance,  only  about  2  million  are  medically 
uninsurable.  The  rest  either  cannot  afford  insurance.. .none  is  being  offered  to  them.. .or  they  choose 
not  to  carry  insurance. 

—  how  costs  can  be  lowered  by  increasing  consumer  involvement  in  the  health  care 
buying  decision 

To  understand  how  costs  can  be  lowered  —  short  of  placing  price  caps  on  doctor  and  hospital 
charges  —  we  must  study  the  current  system  and  determine  why  it  costs  so  much. 

Part  of  the  reason  lies  in  our  culture  and  the  diversity  of  our  nation.  We  have  higher  expectations 
from  medical  treatment  than  do  the  people  of  most  countries,  and  we  use  expensive  new  technology 
at  a  greater  level. 

On  the  other  hand,  we  are  a  nation  with  serious  social  ills.  Violent  crime.  Drug  and  alcohol  abuse. 
Sexual  diseases.  Crack  babies.  Obesity.  Malnutrition.  Our  health  care  system  is  not  the  reason  for 
these  problems.  But  these  maladies  are  part  of  the  reason  our  health  care  system  is  in  a  crisis  stage. 

In  my  view,  one  of  the  reasons  our  health  care  system  is  out  of  control  is  this:  When  health  dollars 
are  spent,  most  often  it  is  someone  else  paying  the  bill.  When  my  1 8-month-old  needed  surgery  to 
unplug  a  blocked  tear  duct,  I  worried  about  the  trauma  it  would  cause  him,  but  not  about  the  cost.  My 
insurance  pays  it.  And  when  your  loved  one  needs  care,  your  insurance  does  too. 

Nearly  90  percent  of  all  Americans  receive  their  insurance  from  either  their  employer  or  union. 
Reliance  on  this  type  of  insurance  creates  a  marketplace  where  individuals  don't  spend  their  own 
money.  While  deductibles  help  slow  down  utilization,  individuals  with  insurance  have  every  incentive 
to  overuse  care  and  almost  no  incentive  to  comparison-shop.  A  person  with  a  $100  deductible 
utilizes  health  care  services  more  often  than  someone  with  a  $1 ,500  deductible. 

I  do  not  want  to  abandon  the  notion  of  private  insurance.  But  let  us  make  health  insurance  work  like 
insurance  should  —  to  cover  the  loss  for  unanticipated  catastrophic  accidents  or  illnesses.  Insurance 
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is  not  a  prepayment  voucher  for  routine  or  non-emergency  care. 

Let's  instead  give  consumers  a  chance  to  save  and  spend  their  own  money  for  such 
procedures.. .while  insuring  them  against  catastrophic  costs.  Let's  give  tax  incentives  to  save  for 
medical  expenses.  For  example,  if  it  is  acceptable  tax  policy  for  an  employer  to  provide  a  health  plan 
for  employees  that  has  a  low  deductible  and  costs  $5,000  a  year  per  person;  should  it  not  be  equally 
acceptable  to  have  that  employer  provide  a  plan  with  a  high  deductible  that  costs  $3,000,  and  then 
give  the  difference  —  $2,000  —  to  the  employee  to  place  in  a  medical  IRA,  with  specific  use  only  for 
routine,  non-emergency  health  care? 

Both  scenarios  cost  the  employer  the  same.  Neither  cost  the  federal  government  net  tax  dollars.  But 
a  medical  IRA  will  provide  the  incentive  for  the  employee  to  look  for  the  best  care.. .at  the  best  price. 

In  conclusion,  we  need  an  American  solution  to  America's  health  care  crisis.  One  that  lets  people  — 
not  their  bosses,  their  unions  or  their  government  —  decide  the  level  of  insurance  they  need,  or  the 
type  of  care  they  desire.  A  system  that  encourages  each  of  us  to  be  educated  shoppers  for  services. 
A  solution  that  brings  the  consumer  squarely  into  the  decision-making  process.  And  one  that  gives 
each  of  us  as  much  access  to  unbiased  information  about  the  outcomes  of  health  care  procedures, 
as  we  have  in  nearly  all  other  major  purchases  —  be  it  the  cars  or  homes  we  buy,  the  food  we  eat,  or 
the  schools  we  choose.  One  that  has  the  doctor  looking  into  his  or  her  patients'  eyes  and  explaining 
the  reasons  for  treatment  based  on  outcome,  effectiveness  and  cost. 

Yes,  we  need  to  reduce  insurance  administrative  costs.  And  we  must  let  insurance  companies  know 
that  they  must  take  seriously  their  public  responsibilities  to  provide  services  at  a  fair  cost.  But  unless 
we  focus  on  concrete  solutions  to  bring  health  care  costs  down,  such  as  efforts  to  quickly  control 
doctor  fees  and  hospital  charges,  we  have  not  solved  the  root  problem. 

Government  has  a  role  to  accomplish  at  both  ends  —  as  a  watchdog,  but  not  master  —  of  the  large 
and  powerful  insurance  and  medical  interests;  and  as  a  coach  and  teacher  for  each  person  as  we 
begin  to  make  wiser  health  care  decisions  for  ourselves. 

Thank  you.  I  welcome  any  questions. 


Jeffrey  Smedsrud 
Communicating  for  Agriculture 
2626  East  82nd  St.,  Suite  325 
Bloomington,  MN  55425 
1-800-445-1525 
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Mr.  McDermott.  Thank  you,  both. 

From  my  office  experience  in  Seattle,  I  can  tell  you  that  the 
Social  Security  Administration's  decision  to  cut  personnel,  or  the 
President's  decision  to  cut  personnel  creates  probably  the  No.  1 
issue  that  my  casework  staff  has  to  deal  with,  and  that  is  figuring 
out  some  way  to  get  people  their  benefits.  It  is  a  real  problem,  the 
reduction,  and  I  think  it  is  one  the  Congress  is  going  to  have  to 
deal  with. 

I  think  the  proposals  of  Congressman  Jacobs  to  take  Social  Secu- 
rity administrative  costs  off-budget  would  return  the  program  to 
the  status  of  a  benefit  that  Americans  are  entitled  to  and  have 
earned,  and  ought  to  be  able  to  access.  I  think  it  is  unfair  to  blame 
the  employees  for  the  problems  that  have  been  created  in  the  last 
few  years. 

I  personally  appreciate  both  of  your  testimonies  here.  We  will 
have  further  hearings  on  the  health  care  issue. 
Thank  you  very  much. 

[Whereupon,  at  1:22  p.m.,  the  committee  adjourned,  to  reconvene 
at  10  a.m.,  Wednesday,  March  4,  1992.] 


PRESIDENT'S  PROPOSALS  ON  HEALTH  CARE 
REFORM  AND  THE  FISCAL  YEAR  1993  HEALTH 
AND  HUMAN  SERVICES  BUDGET 


WEDNESDAY,  MARCH  4,  1992. 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:02  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski 
(chairman  of  the  committee)  presiding. 

Chairman  Rostenkowski.  The  committee  will  come  to  order. 

In  today's  hearings,  the  committee  will  continue  its  examination 
of  the  President's  proposals  to  resolve  the  twin  problems  of  health 
insurance  coverage  and  health  care  costs. 

The  President  has  proposed  a  system  of  tax  credits  and  deduc- 
tions to  expand  coverage  coupled  with  reliance  on  managed  care  to 
reduce  cost  increases. 

Although  I  applaud  the  President  for  joining  this  debate,  it  is  un- 
clear whether  his  proposals  will,  in  fact,  do  much  to  increase  the 
number  of  insured  Americans  or  to  restrain  skyrocketing  health 
care  costs.  It  is  certainly  true  that  the  tax  credits  and  deductions 
will  do  nothing  for  middle-income  people  who  fear  the  loss  of 
health  insurance.  Further,  it  does  not  appear  that  lower  income 
families  would  be  able  to  afford  comprehensive  health  insurance 
even  with  the  credit. 

With  respect  to  containing  the  increasing  costs  of  health  care, 
the  President's  plan  appears  to  do  very  little.  Other  than  a  propos- 
al to  increase  Medicare  payment  to  HMO's,  I  can't  find  any  specif- 
ics in  the  President's  plan  relating  to  cost  containment. 

Our  goal  must  be  a  strategy  that  deals  simultaneously  with  both 
coverage  and  costs.  I  hope  our  witnesses  today  will  join  us  in  work- 
ing toward  that  important  goal. 

Our  first  witness,  who  is  practically  also  a  member  of  this  com- 
mittee, is  Bob  Reischauer  of  the  Congressional  Budget  Office.  Dr. 
Reischauer  will  present  CBO's  estimates  of  the  effect  of  the  Presi- 
dent's proposal  on  health  coverage  and  costs. 

Bob,  it  is  always  nice  to  have  you  back  with  us  on  the  committee. 
We  are  looking  forward  to  the  advice  and  the  observations  you  can 
make.  If  you  are  ready,  you  may  proceed  with  your  statement. 
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STATEMENT  OF  ROBERT  D.  REISCHAUER,  PH.D.,  DIRECTOR, 
CONGRESSIONAL  BUDGET  OFFICE 

Mr.  Reischauer.  Thank  you,  Mr.  Chairman.  Now  I  know  what  it 
is  like  to  be  a  big  draw  before  the  Ways  and  Means  Committee. 
[Laughter.] 

I  appreciate  the  opportunity  to  come  here  today  to  discuss  the 
President's  health  reform  proposals.  With  your  permission,  I  will 
submit  my  prepared  statement  for  the  record  and  will  use  the  next 
few  minutes  to  say  a  few  words  about  two  dimensions  of  the  Presi- 
dent's plan. 

Chairman  Rostenkowski.  Your  entire  statement  will  be  included 
in  the  record. 

Mr.  Reischauer.  Before  proceeding,  I  want  to  note  that  what  I 
am  providing  is  a  preliminary  or  partial  assessment  of  the  Presi- 
dent's proposals.  There  are  two  reasons  why  a  complete  analysis  of 
the  proposals  is  not  possible  at  this  time.  First,  many  important 
operational  details  of  the  President's  plan  remain  to  be  specified, 
and  these  details  could  affect  the  new  system's  effectiveness  in 
rather  substantial  ways.  Second,  the  proposal  does  not  include  in- 
formation about  how  the  expansion  of  insurance  coverage  would  be 
financed,  and  obviously  the  specific  methods  chosen  to  finance  the 
program  will  determine  its  impact  both  on  the  economy  and  on  the 
Federal  budget. 

The  first  dimension  that  I  want  to  discuss  is  access.  The  bottom 
line  is  that  the  President's  proposal  would  most  likely  result  in  a 
substantial  reduction  in  the  number  of  people  who  lack  health  in- 
surance. Virtually  all  low-income  people  who  would  be  eligible  for 
the  full  tax  credit  would  become  insured.  In  addition,  coverage  of 
people  with  moderate  and  higher  incomes  would  expand  somewhat 
due  to  the  combined  effect  of  the  small  tax  credits  and  deductions 
that  would  be  available  to  them,  the  full  deductions  that  would  be 
allowed  to  the  self-employed,  the  creation  of  basic  health  plans  and 
risk  pools  at  the  State  level,  and  the  various  changes  that  the 
President  has  proposed  in  the  health  insurance  market  for  small 
groups. 

CBO's  preliminary  estimates  indicate  that  if  the  President's  pro- 
posal had  been  in  effect  in  1989,  just  over  half  of  all  tax  units 
would  have  qualified  for  either  a  credit  or  a  deduction.  The  bulk  of 
the  potential  benefits  would  have  been  received  by  low-  and  moder- 
ate-income people. 

Of  the  19.6  million  tax  units  without  health  insurance  in  1989, 
about  two-thirds,  or  12.5  million,  would  have  been  eligible  for  the 
full  refundable  tax  credit,  and  virtually  all  other  tax  units  without 
coverage  would  have  been  able  to  claim  a  reduced  tax  credit  or 
take  a  deduction.  Only  about  300,000  of  the  19.6  million  uninsured 
tax  units  in  1989  would  not  have  been  offered  any  subsidy  to  pur- 
chase health  insurance  under  the  President's  proposal,  and  all  of 
these  units  had  incomes  over  $40,000. 

As  I  said  before,  the  vast  majority  of  those  eligible  to  receive  a 
full  tax  credit  would  use  the  voucher  to  buy  insurance.  It  is  harder 
to  predict  the  response  of  those  who  would  be  eligible  for  smaller 
credits  or  for  the  tax  deduction.  Many  might  choose  not  to  buy  in- 
surance, even  though  they  had  this  subsidy  available  to  them. 
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Given  the  size  of  the  subsidy,  which  as  you  indicated  would  be 
rather  modest,  and  the  cost  of  insurance,  this  decision  may  not  be 
unusual  for  healthy  households  who  lack  insurance  and  are  living 
on  rather  tight  budgets. 

Let  me  give  you  an  example:  An  uninsured  head  of  household 
with  one  dependent  and  an  income  of  $25,000  a  year  who  would  re- 
ceive a  tax  deduction  worth  $375  if  she  purchased  a  health  insur- 
ance policy  that  cost  $2,500  a  year.  That  individual  would  still  have 
to  come  up  with  the  remaining  $2,125  to  pay  the  annual  premiums 
for  this  insurance  policy.  Such  an  expense  might  be  viewed  as  an 
insurmountable  obstacle  and  therefore  the  household  wouldn't  take 
advantage  of  this  proposal. 

The  second  dimension  of  the  President's  proposal  that  I  would 
like  to  discuss  is  cost  control.  Here  my  bottom  line  is  less  positive: 
It  is  that  the  combined  effect  of  all  the  cost  control  measures  in  the 
President's  proposal  could  produce  a  modest  one-time  reduction  in 
national  health  spending,  but  they  would  be  very  unlikely  to  slow 
the  rate  of  growth  of  health  spending  significantly. 

The  basic  reason  for  this  pessimistic  assessment  is  that  most  of 
the  proposed  cost  containment  measures  rely  on  voluntary  re- 
sponses to  relatively  small  financial  incentives,  and  therefore  they 
would  probably  not  have  much  impact. 

The  President  has  placed  a  good  deal  of  emphasis  on  the  effec- 
tiveness of  coordinated-care  organizations  in  reducing  costs  in  the 
future.  However,  recent  experience  suggests  that  a  certain  degree 
of  skepticism  is  warranted  on  this  point.  The  fraction  of  the  popu- 
lation covered  by  some  form  of  managed  care  has  soared  over  the 
past  two  decades,  but  so  have  health  expenditures.  In  other  words, 
managed  care  has  not  been  the  magic  bullet  up  to  this  point. 

To  be  fair,  I  should  note  that  we  have  insufficient  information 
about  the  effectiveness  of  some  of  the  newer  forms  of  coordinated 
care,  which  are  mentioned  quite  prominently  in  the  President's 
proposals. 

The  President's  proposals  to  increase  the  information  available 
to  consumers  and  providers  to  help  them  make  more  efficient  deci- 
sions are  sensible  steps,  but  they  too  are  not  likely  to  curb  expendi- 
tures significantly.  Improved  access  to  information  should  lead  to 
more  efficient  choices  by  consumers  and  therefore  to  some  small 
reduction  in  expenditures.  On  the  provider  front,  however,  the 
result  is  likely  to  be  a  substitution  of  appropriate  services  for  inap- 
propriate ones  rather  than  a  reduction  in  services  and  in  costs. 

Some  of  the  President's  proposals  for  prevention  should  help  to 
reduce  health  care  costs.  For  example,  preventative  programs  that 
improve  maternal  and  child  health — including  the  proposals  to  in- 
crease the  rate  of  immunization — could  result  in  lower  national 
health  expenditures.  However,  the  costs  of  many  other  preventa- 
tive and  routine  screening  services,  if  applied  to  the  entire  popula- 
tion, would  be  likely  to  exceed  the  potential  savings.  This  does  not 
mean  they  represent  undesirable  policy;  it  means  these  measures 
might  improve  health  and  probably  should  be  judged  on  bases 
other  than  their  cost-saving  potential. 

The  changes  in  malpractice  law  proposed  by  the  President  are 
also  unlikely  to  have  a  large  impact  on  health  care  expenditures. 
Premiums  for  malpractice  insurance  amount  to  less  than  eight- 
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tenths  of  1  percent  of  health  care  costs.  If  they  could  be  eliminated 
entirely,  the  savings  would  amount  to  less  than  1  month's  increase 
in  national  health  expenditures. 

The  costs  of  defensive  medicine,  by  which  I  mean  the  costs  of 
medical  procedures  that  occur  solely  because  of  the  liability 
system,  are  probably  greatly  exaggerated.  If  the  system  were 
changed,  much  of  the  care  that  is  now  perceived  as  defensive  medi- 
cine would  probably  still  be  provided  for  other  reasons.  For  exam- 
ple, testing  might  continue  at  the  same  level  because  it  is  thought 
to  reduce  diagnostic  uncertainty  by  some  small  amount. 

The  President's  proposal  offers  several  avenues  for  reducing  ad- 
ministrative costs  within  the  present  health  care  system,  but  large 
savings  are  unlikely  in  this  area  as  well. 

It  is  true  that  administrative  costs  could  be  reduced  if  the  focus 
of  utilization  review  was  shifted  from  individual  cases  to  providers' 
patterns  of  care.  In  addition,  the  development  of  electronic  cards 
and  billing  systems  and  the  computerization  of  patient  records 
could  reduce  costs,  as  could  the  establishment  of  health  insurance 
networks  for  small  groups  and  individual  insurance  policies.  But 
the  proposal  that  the  President  has  put  forward  would  introduce 
new  administrative  costs  as  well.  Insurers  would  have  to  deal  with 
rising  numbers  of  people  with  private  insurance,  which  would  add 
to  their  administrative  costs.  More  important,  the  Federal  and 
State  governments  would  have  to  set  up  new  administrative  proce- 
dures to  determine  who  was  eligible  for  the  tax  credit  and  the  de- 
ductions and  to  monitor  their  eligibility.  Thus,  at  this  point,  with- 
out knowing  the  specifics  of  the  President's  plan,  I  cannot  say 
whether  the  proposal  would  increase  or  decrease  administrative 
costs  overall. 

Let  me  conclude  by  reiterating  that  even  if  the  President's  pro- 
posal would  have  little  effect  on  the  level  or  the  rate  of  growth  of 
national  health  spending,  it  would  significantly  reduce  the  number 
of  people  without  health  insurance  coverage,  particularly  those  in 
the  lowest  income  categories.  It  would  also  make  health  insurance 
more  available  and  affordable  for  employees  of  small  firms  and  for 
individuals  who  have  to  purchase  their  own  coverage. 

While  many  details  remain  to  be  spelled  out,  the  President's  pro- 
posal moves  the  debate  over  how  the  Nation  should  provide  health 
care  to  its  citizens  to  a  new  level  of  specificity.  Therefore,  I  think  it 
should  be  welcomed. 

That  completes  my  statement.  I  will  be  happy  to  answer  any 
questions. 

[The  prepared  statement  follows:] 
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Statement  of 
Robert  D.  Reischauer 
Director 
Congressional  Budget  Office 

Mr.  Chairman,  thank  you  for  the  opportunity  to  appear  before  this  Committee 

today  to  discuss  the  President's  Comprehensive  Health  Reform  Program.  For 
several  reasons,  it  is  not  possible  to  assess  all  the  potential  effects  of  this 
proposal.  First,  the  operational  details  of  many  aspects  of  the  proposal 
remain  to  be  specified  and  the  proposal's  impact  could  be  quite  different 
depending  on  them.  Second,  the  proposal  does  not  include  information  about 
how  the  expansions  of  insurance  coverage  would  be  financed.  A  variety  of 
methods  could  be  used  and  the  impact  of  this  proposal  on  the  federal  budget 
and  the  economy  would  differ  depending  on  the  specific  financing  mechanisms 
chosen.  Third,  a  complete  analysis  depends  on  estimates  that  the  Joint 
Committee  on  Taxation  is  in  the  process  of  preparing.  Several  aspects  of  the 
President's  plan,  however,  can  be  analyzed.  The  appendices  to  this  testimony 
contain  more  detailed  discussions  of  them. 

Briefly,  the  Congressional  Budget  Office's  (CBO's)  analysis  of  the 
President's  proposal  for  health  reform  suggests  that  it  would  significantly 
reduce  the  number  of  people  without  health  insurance.  In  particular,  virtually 
all  low-income  people  who  would  be  eligible  for  the  full  tax  credit  would 
become  insured.  The  smaller  subsidies  and  tax  deductions  for  higher-income 
people,  as  well  as  changes  in  the  health  insurance  market  for  small  groups, 
would  also  result  in  some  additional  coverage. 

In  contrast  to  the  substantial  increase  in  access  that  would  occur,  the 
combined  effect  of  the  aspects  of  the  President's  proposal  that  are  designed 
to  control  health  care  costs  would  probably  not  be  large.  Although  a  number 
of  cost  containment  strategies  are  proposed,  most  of  them  would  rely  on 
voluntary  responses  to  relatively  small  financial  incentives  that  would  probably 
not  have  much  impact.  A  few  of  the  cost  control  strategies  put  forth  could 
actually  raise  costs.  Nonetheless,  even  though  each  of  the  proposals  for  cost 
control  would  generate,  at  best,  only  small  savings,  in  combination  they  could 
result  in  a  modest  one-time  reduction  in  national  health  spending.  These 
proposals,  however,  are  unlikely  to  slow  the  rate  of  growth  of  health  spending. 

My  testimony  today  will  cover  the  following  aspects  of  the  President's 
proposal: 

o       Expanding  access  to  health  care; 

o       Controlling  health  care  costs;  and 

o       Modifying  the  Medicaid  and  Medicare  programs. 


EXPANDING  ACCESS  TO  HEALTH  CARE  

Briefly,  the  President's  Comprehensive  Health  Reform  Program  would  expand 
access  to  health  insurance  through  several  mechanisms.  Low-income  people 
would  be  offered  a  tax  credit  for  the  costs  of  a  health  insurance  policy  worth 
up  to  $3,750,  depending  on  household  size  and  income.  Individuals  with 
incomes  up  to  $50,000  and  families  with  incomes  up  to  $80,000  (depending  on 
tax  filing  status)  would  be  offered  either  a  tax  credit  or  a  tax  deduction  for 
health  insurance.  Health  insurance  premiums  for  the  self-employed  would  be 
fully  deductible,  up  from  the  current  25  percent  deductibility.  Furthermore, 
changes  in  the  market  for  health  insurance  would  make  policies  available  and 
more  affordable  for  many  small  groups  and  individuals. 


Tax  Credits  and  Expanded  Deductions 

The  President's  proposal  would  allow  all  individuals  and  families  with  income 
below  specified  limits  to  claim  tax  credits  or  deductions  on  their  individual 
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income  tax  returns,  unless  they  receive  health  care  through  federal  programs, 
including  Medicare  and  Medicaid.  Families  with  income  low  enough  to 
qualify  for  the  maximum  credit  could  receive  vouchers  to  purchase  health 
insurance. 


Tax  units  with  income  below  the  tax-entry  level-that  is,  the  income 
below  which  a  family  would  owe  no  taxes-would  be  eligible  for  the  full 
refundable  tax  credit  of  S  1,250  for  an  individual,  $2,500  for  a  two-person 
family,  and  $3,750  for  a  family  with  three  or  more  members.  (These  and 
other  dollar  values  in  the  proposal  would  be  indexed  for  general  inflation) 
In  1992,  tax-entry  levels  are  $5,900  for  an  individual,  $9,850  for  a  head  of 
household  with  one  dependent,  and  $15,200  for  a  married  couple  with  two 
children  Although  these  amounts  exceed  federal  poverty  guidelines  for  heads 
of  household  and  married  couples,  the  tax-entry  level  for  a  single  individual 
is  nearly  $1,000  less  than  the  projected  1992  poverty  guideline.  The  definition 
of  income  used  to  determine  eligibility  for  the  tax  subsidy,  as  well  as  its 
amount,  is  adjusted  gross  income  plus  the  untaxed  portion  of  Social  Security 
and  Railroad  Retirement  income  and  tax-exempt  interest. 

The  credit  would  be  less  for  tax  units  with  income  above  the  tax-entry 
level,  phasing  down  to  10  percent  of  the  full  credit  for  tax  units  with  income 
at  or  above  150  percent  of  the  tax-entry  point  All  eligible  tax  units  could 
choose  either  to  take  the  minimum  tax  credit  or  to  claim  a  deduction  from 
taxable  income.  Both  the  tax  credit  and  the  deduction  would  be  reduced  by 
the  amount  of  any  health  insurance  premiums  paid  by  employers. 

Our  initial  analysis  of  the  President's  proposal,  based  on  1989  data  on 
income  and  health  insurance  coverage,  indicates  that  just  over  half  of  all  tax 
units  would  have  qualified  for  either  a  credit  or  a  deduction  Of  the  19.6 
million  tax  units  without  insurance  in  1989,  about  two- thirds—or  125  million- 
would  have  been  eligible  for  the  full  refundable  tax  credit,  and  virtually  all 
other  tax  units  without  coverage  would  have  been  able  to  claim  a  reduced  tax 
credit  or  take  a  tax  deduction.  Only  about  300,000  of  the  19.6  million 
currently  uninsured  tax  units  would  not  be  offered  any  subsidy  to  purchase 
health  insurance  under  the  President's  proposal.  These  300,000  tax  units  had 
incomes  of  $40,000  or  more. 

In  other  words,  the  President's  proposal  would  offer  assistance  to  the 
vast  majority  of  people  who  do  not  currently  have  health  insurance,  and  this 
assistance  would  be  targeted  toward  people  with  low  and  low-middle  incomes. 
Although  most  people  eligible  to  receive  a  full  tax  credit  would  probably  use 
the  voucher,  thereby  becoming  insured,  the  response  of  those  who  would  be 
eligible  for  smaller  credits  or  tax  deductions  is  more  difficult  to  predict  Some 
of  them  would  elect  not  to  pay  their  required  portion  of  the  cost  and  remain 
uninsured.  For  example,  an  uninsured  head  of  household  with  one  dependent 
and  an  income  of  $25,000  who  purchased  a  policy  for  $2^00  would  have  the 
choice  of  a  $250  tax  credit  or  a  tax  deduction  of  up  to  $2^00  for  health 
insurance  premiums.  At  an  effective  marginal  tax  rate  of  15  percent  this 
family  would  receive  a  greater  subsidy-$375-by  choosing  the  tax  deduction, 
but  would  still  have  to  pay  the  remaining  $2,125  of  the  annual  premium 
Thus,  it  is  likely  that  a  substantial  number  of  people  would  not  elect  to  obtain 
insurance  in  response  to  the  new  subsidy. 

Since  the  subsidy  would  decline  as  income  rises,  the  program  would 
create  work  disincentives  for  some  families  with  income  above  tax-entry  levels. 
Because  the  credit  and  deduction  would  be  phased  out  over  a  broad  income 
range,  however,  the  work  disincentives  would  be  less  than  if  the  subsidy  were 
abruptly  cut  off  at  a  specific  income  level  Moreover,  this  approach  would 
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reduce  the  current  work  disincentive  Medicaid  recipients  face;  their  health 
insurance  would  still  be  subsidized  even  if  higher  earnings  ended  then- 
eligibility  for  Medicaid. 

The  President's  proposal  does  not  explicitly  deal  with  some  operational 
issues  that  would  need  to  be  addressed.  For  example,  would  people  who  got 
vouchers  for  the  full  tax  credit  because  they  expected  to  have  low  incomes 
have  to  repay  the  excess  credit  if  their  actual  incomes  exceeded  the  cutoff  for 
the  full  credit?  If  so,  some  families  might  be  reluctant  to  use  the  vouchers. 
If  not,  then  equity  issues  would  arise,  since  some  families  would  receive  a 
credit  while  other  families  with  similar  annual  incomes  would  not 

The  President's  proposal  would  also  ensure  that  appropriate  insurance 
packages  would  be  available  so  that  people  could  take  advantage  of  the  tax 
credits  and  tax  deductions.  States  would  be  required  to  develop  a  basic  health 
insurance  package  equal  to  the  value  of  the  health  insurance  credit  and 
ensure  that  at  least  two  large  insurers  in  the  state  offered  this  package.  State 
risk  pools  would  be  established  to  cover  those  eligible  for  tax  credits  in  order 
to  protect  insurers  who  attracted  a  less  healthy  group  against  the  financial 
implications  of  adverse  selection. 

The  level  of  the  maximum  tax  credit  appears  to  be  substantially  lower, 
however,  than  the  amount  needed  to  buy  typical  health  plans  that  are 
available  in  today's  market.  Policies  could  be  designed  to  sell  for  the  amount 
of  the  credit,  but  they  would  be  noticeably  different  from  what  is  typical  in 
most  employment-based  plans.  Moreover,  since  per  capita  health  care  costs 
vary  around  the  country,  these  packages  would  be  considerably  more  generous 
in  some  geographic  areas  than  in  others. 


Insurance  Market  Reforms 

A  series  of  regulatory  changes  in  the  health  insurance  market  are  proposed 
to  make  insurance  available  for  both  those  who  would  be  eligible  for  the  new 
subsidies  and  those  who  are  employed  in  small  firms  that  do  not  currently 
offer  coverage  to  their  employees.  These  regulatory  changes  would  ensure 
that  no  group  could  be  denied  health  insurance;  renewal  of  existing  policies 
would  be  guaranteed;  exclusions  for  preexisting  conditions  would  be 
prohibited  except  under  very  limited  conditions;  and  college  students  would 
be  able  to  obtain  coverage  through  their  college  for  six  months  following 
graduation. 

Health  Insurance  Networks  (HINs)  would  be  established  to  enable 
small  groups  to  obtain  the  lower  administrative  costs  of  health  insurance 
associated  with  larger  groups.  If  they  were  federally  certified  (rather  than 
state  certified),  HINs  would  be  exempted  from  state  requirements  to  provide 
mandated  benefits,  premium  taxes,  and  laws  that  would  impede  the 
development  of  managed  care.  States  would  be  required  to  set  up  risk  pools 
for  small  groups  to  protect  insurers  who  attracted  a  disproportionate  number 
of  high-risk  groups.  Finally,  over  time,  restrictions  would  be  placed  on  the 
ability  of  insurers  to  impose  risk-adjusted  premiums,  eventually  eliminating  all 
risk  adjustments  within  the  small  group  market. 

The  regulatory  changes,  combined  with  the  requirement  that  states 
develop  insurance  packages  for  the  value  of  the  tax  credit,  would  ensure  that 
some  type  of  health  insurance  package  would  be  available  to  individuals 
eligible  for  the  credit  and  to  all  small  groups.  Regulating  premium  levels  and 
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eliminating  experience  rating  would  make  insurance  more  affordable  for  many 
small  groups,  though  the  premiums  charged  to  some  other  small  groups  with 
particularly  healthy  employees  could  increase. 

The  potential  impact  of  these  proposals  on  insurance  coverage  of 
workers  in  small  firms  is  difficult  to  assess,  though  the  President's  proposal 
suggests  that  premiums  would  drop  and,  in  response  to  lower  premiums,  more 
people  would  obtain  insurance.  Over  a  period  of  time,  the  average  premiums 
charged  to  small  groups  could  be  significantly  reduced,  particularly  for  the 
small  groups  that  would  be  able  to  band  together  to  purchase  insurance 
through  HINs.  The  magnitude  of  this  reduction  and  the  response  of  small 
employers  and  of  employees  of  these  firms  are  uncertain,  however. 
Consequently,  although  it  seems  likely  that  the  proportion  of  workers  in  small 
firms  with  employment-based  group  insurance  would  rise,  CBO  cannot  predict 
the  number  of  people  who  would  be  newly  insured. 


Overall  Effects  of  Access  Proposals 

In  summary,  the  aspects  of  the  President's  proposal  that  are  intended  to 
increase  access  to  health  insurance  would  quite  likely  result  in  a  significant 
reduction  in  the  number  of  people  without  insurance.  Assuming  that 
insurance  packages  were  made  available  for  the  amount  of  the  tax  credit, 
essentially  everyone  eligible  for  the  full  tax  credit  would  probably  take 
advantage  of  it 

The  effect  of  the  tax  deduction  on  those  with  higher  incomes  is  less 
clear,  since  these  families  would  pay  a  substantial  share  of  the  premium. 
Those  who  are  currently  paying  the  full  cost  of  their  health  insurance 
coverage  would  gain,  but  it  is  uncertain  how  many  of  those  who  are  in  this 
middle-income  range  and  currently  uninsured  would  be  induced  to  purchase 
insurance.  Creating  new  insurance  packages  and  prohibiting  most  limitations 
on  coverage  of  preexisting  conditions,  however,  could  make  options  that  are 
more  affordable  available  to  this  group  and  result  in  more  coverage  than  is 
currently  the  case.  Similarly,  changing  the  insurance  market  for  small  groups 
would  probably  increase  the  number  of  people  insured  through  employers. 
The  net  impact  of  all  these  changes  would  almost  certainly  be  a  significant 
expansion  in  coverage. 


PONTROT 1  TNG  HEALTH  CARE  COSTS  

The  President's  proposal  presents  a  number  of  strategies  to  control  health 
costs,  including  encouraging  enrollment  in  coordinated-care  organizations, 
improving  the  level  and  quality  of  information  available  to  purchasers  of 
health  insurance  and  services,  encouraging  healthy  life-styles  and  preventive 
care,  modifying  the  medical  malpractice  system,  and  reducing  administrative 
and  paperwork  costs. 


A  major  component  of  the  proposal's  cost  containment  strategy  is  to  create 
incentives  for  greater  participation  in  coordinated-care  organizations.  No 
specific  proposal  is  put  forth  for  the  private  sector,  but  the  discussion  suggests 
that  coordinated-care  organizations  could  provide  more  generous  benefits  for 
a  fixed  premium.  Therefore,  people  who  would  purchase  insurance  because 
of  the  proposed  tax  credit  and  deductions  would  be  attracted  to 
coordinated-care  organizations.  To  facilitate  the  ability  of  coordinated-care 
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organizations  to  develop  cost-effective  benefit  packages,  the  President's 
proposal  would  also  prohibit  states  from  imposing  requirements  on  these 
plans  that  make  them  less  competitive. 

For  the  public  sector,  the  President's  proposal  would  require  states  that 
retained  their  current  Medicaid  programs-rather  than  elected  to  develop  a 
new  program  that  would  cover  everyone  with  incomes  below  poverty-to  shift 
all  nonelderly  acute  care  Medicaid  recipients  into  coordinated-care  systems 
over  a  five-year  period.  Medicare  beneficiaries  would  be  offered  a  greater 
variety  of  coordinated-care  arrangements,  in  addition  to  the  health 
maintenance  organizations  that  are  currently  available.  These  new  types  of 
coordinated  care  would,  for  the  most  part,  be  less  restrictive  than  health 
maintenance  organizations  (HMOs)  with  respect  to  choice  of  provider  and 
strength  of  controls  over  use  of  services.  In  addition,  new  incentives  would 
be  offered  to  HMOs  to  participate  in  the  Medicare  program,  such  as  higher 
payments  on  behalf  of  Medicare  enrollees  and  direct  financial  incentives  for 
Medicare  beneficiaries  to  join  an  HMO. 

Evidence  on  the  potential  of  managed  care  to  reduce  health  care 
costs-whether  in  the  private  sector  or  in  public  programs-suggests  that  only 
staff  and  group  model  HMOs  have  been  able  to  achieve  significant  reductions 
in  costs  per  enrollee  and  that  less  structured  coordinated-care  organizations 
have  little  or  no  effect  on  health  care  spending.  There  is,  however, 
insufficient  information  to  permit  estimates  of  the  effectiveness  of  some  of  the 
newer  forms  of  coordinated  care-for  example,  point-of-service  plans,  which 
permit  insured  consumers  to  choose  managed  care  at  the  time  they  require 
service  and  which  are  mentioned  prominently  in  the  proposal. 

The  proportion  of  Medicare  beneficiaries  in  coordinated-care 
arrangements  could  also  expand,  although  if  this  resulted  from  the  proposed 
higher  payments  to  HMOs,  the  effect  would  probably  be  to  increase  costs 
overall  rather  than  to  decrease  them  In  fact,  there  is  considerable  evidence 
that  HMOs  currently  receive  more  than  Medicare  would  have  spent  on  these 
enrollees  in  the  fee-for-service  sector. 

The  net  impact  on  health  care  spending  of  any  increase  in  the  number 
of  people  in  coordinated  care  cannot  be  assessed  without  more  specificity 
about  the  types  of  coordinated  care  that  would  be  offered.  In  the  past, 
however,  expanding  coordinated  care  has  not  resulted  in  lower  health  care 
spending  in  the  nation,  even  when  particular  organizations  have  been  effective 
for  their  specific  enrollees.  When  spending  is  constrained  for  one  group  in 
our  multiple-payer  system,  spending  for  other  groups  appears  to  accelerate. 
These  spending  increases  would  at  least  partially  offset  the  savings  achieved 
by  successful  management  of  care  by  one  payer  in  the  system  If  effective 
managed  care  were  extended  to  cover  everyone,  however,  some  savings  would 
be  achieved. 


Information  for  Purchasing  Health  Insurance  and  Health  Care 

If  consumers  do  not  have  sufficient  information  available  on  the  relative  costs 
and  benefits  of  competing  health  plans  and  on  the  effectiveness  of  alternative 
modes  of  care,  they  may  make  inefficient  choices  that  result  in  spending  that 
exceeds  the  value  of  the  services  received.  Similarly,  if  providers  are 
uncertain  about  the  efficacy  of  treatments  and  diagnostic  procedures,  they 
may  prescribe  more  services  than  are  necessary  or  the  wrong  types  of  services. 

The  President's  proposal  seeks  to  increase  information  available  to 
consumers  and  providers  to  help  them  make  more  efficient  decisions.  States 
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would  be  required  to  make  comparative  information  about  average  prices  and 
costs  of  common  health  care  services  available  to  consumers  within  one  year 
and  to  make  information  about  the  quality  and  outcomes  of  providers 
available  to  consumers  within  five  years. 

In  theory,  improved  access  to  relevant  information  would  lead  to  more 
efficient  choices  by  consumers.  They  might  make  more  cost-effective 
decisions  about  the  appropriate  insurance  package  to  purchase.  For  example, 
some  might  choose  insurance  with  a  higher  deductible  but  better  catastrophic 
coverage.  In  response  to  the  higher  deductible,  such  consumers  might  then 
forgo  a  visit  to  the  physician.  The  available  evidence  suggests,  however,  that 
once  a  visit  occurs,  the  provider  largely  determines  which  additional  services 
will  be  used  during  the  episode  of  care,  without  regard  to  the  patient's 
out-of-pocket  costs.  Thus,  although  evidence  does  not  exist  to  quantify  how 
increased  information  for  consumers  would  affect  overall  health  spending,  the 
effect  would  probably  not  be  large. 

To  assist  providers  in  making  better  decisions,  federal  funding  for 
research  on  outcomes  and  for  developing  practice  guidelines  would  be 
increased.  The  assumption  is  that,  as  more  information  on  appropriate  care 
became  available,  the  amount  of  inappropriate  and  unnecessary  care  would 
be  reduced. 

Although  practice  guidelines  could  well  increase  the  overall  quality  of 
care  in  the  United  States,  it  is  unlikely  that  providing  additional  information, 
by  itself,  would  significantly  reduce  national  health  expenditures  or  their 
growth.  Providers  are  likely  to  substitute  appropriate  services  for 
inappropriate  ones-rather  than  just  providing  fewer  services-both  for 
therapeutic  reasons  and  to  avoid  the  drop  in  their  incomes  that  would 
otherwise  occur. 


Preventive  Health  Care 

The  President's  health  reform  program  emphasizes  the  importance  of  health 
promotion  and  disease  prevention  for  improving  health  and  controlling  health 
care  costs.  To  support  the  goals  of  prevention  and  healthy  life-styles,  the 
President's  budget  proposes  an  average  increase  of  about  11  percent  over  the 
1992  level  for  preventive  health  programs  in  the  Department  of  Health  and 
Human  Services,  plus  the  Special  Supplemental  Food  Program  for  Women, 
Infants,  and  Children  in  the  Department  of  Agriculture.  Funding  for 
programs  that  would  primarily  affect  maternal  and  child  health  would  increase 
by  11  percent;  other  programs  to  improve  access  to  primary  care  would  grow 
by  16  percent  Although  the  percentage  increases  in  spending  are  high 
relative  to  spending  for  other  programs  in  the  President's  budget,  they 
represent  only  small  real  increases,  at  least  for  services  that  are  primarily 
medical,  since  inflation  in  medical  prices  is  expected  to  continue  to  be 
substantially  above  general  inflation  in  the  economy. 

The  available  evidence  suggests  that  preventive  programs  to  improve 
birth  outcomes,  reduce  rates  of  unwanted  pregnancy,  and  ensure  that  young 
children  are  immunized  may  reduce  total  health  care  costs.  The  costs  of 
many  other  preventive  and  routine  screening  services  applied  to  the  entire 
population,  however,  would  be  likely  to  exceed  potential  savings.  Similarly, 
counseling  to  encourage  healthy  life-styles  may  be  effective  for  only  a  small 
proportion  of  those  who  participate  and,  even  for  those  who  do  change, 
potential  savings  may  be  small. 
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Thus,  the  aspects  of  the  President's  proposal  that  would  affect  maternal 
and  child  health,  including  immunization  rates,  could  result  in  lower  national 
health  expenditures.  The  effects  of  other  aspects  of  the  President's  proposal 
are  difficult  to  assess  because  of  the  lack  of  specificity  in  some  areas  and 
because  little  information  exists  about  the  outcomes  and  impacts  on  health 
care  costs  of  many  prevention  programs. 

Malpractice  law 

Changes  in  malpractice  law  also  are  a  component  of  the  President's  proposals 
to  control  health  care  spending.  Premiums  for  malpractice  insurance 
contribute  to  health  care  costs.  In  addition,  many  people  perceive  "defensive 
medicine''  to  be  a  substantial  contributor  to  die  current  level  of  health 
spending.  Defensive  medicine,  which  is  designed  to  protect  providers,  is 
defined  as  changes  in  medical  practice  that  result  solely  from  the  liability 
system  and  that  involve  costs  in  excess  of  any  benefits  to  patients.  In 
response,  the  President's  proposal  would  promote  improved  quality  of  care  in 
order  to  reduce  adverse  outcomes  that  could  result  in  malpractice  suits, 
encourage  other  ways  to  resolve  disputes,  and  impose  limits  on  awards  for 
successful  malpractice  suits. 

The  available  evidence  on  the  costs  of  malpractice  insurance  indicates 
that,  while  changes  in  the  medical  malpractice  liability  system  could  affect 
both  total  spending  for  malpractice  premiums  and  the  distribution  of  those 
premiums,  the  impact  on  national  health  expenditures  would  be  small. 
Malpractice  premiums  paid  by  all  providers  in  1990  totaled  only  $5  billion,  or 
0.74  percent  of  national  health  expenditures. 

The  existing  evidence  on  the  prevalence  and  costs  of  defensive 
medicine  suggests  that  the  potential  to  achieve  savings  is  limited  in  this  area, 
as  well.  The  Office  of  Technology  Assessment  is  conducting  a  study  of  this 
issue  that  may  provide  more  information  about  the  effect  of  defensive 
medicine  on  health  care  costs.  At  this  time,  however,  there  is  little  evidence 
to  support  an  assumption  that  national  health  spending  would  be  significantly 
reduced  by  modifying  the  medical  malpractice  system.  If  the  system  were 
changed,  much  of  the  care  that  is  perceived  as  defensive  medicine  would 
possibly  still  be  provided  for  other  reasons,  such  as  reducing  diagnostic 
uncertainty  as  much  as  possible. 

Thus,  although  changing  the  medical  malpractice  system  could  have 
some  impact  on  health  spending,  that  impact  would  probably  be  small  relative 
to  total  national  health  expenditures  in  the  near  term.  In  time,  changes  in  the 
malpractice  environment  could  affect  medical  education  and  graduate  training 
in  ways  that  would  lead  new  physicians  to  practice  differently.  What  is 
unclear,  however,  is  whether  these  different  practice  patterns  would  result  in 
lower  spending,  even  in  the  longer  run. 

Administrative  and  Paperwork  Costs 

Administrative  costs  of  private  health  insurers,  and  of  providers  who  must 
deal  with  the  complexities  of  the  existing  public  and  private  multiple-payer 
system,  have  been  the  subject  of  considerable  discussion.  There  have  been 
numerous  suggestions  for  reducing  these  costs,  either  through  mechanisms 
that  would  streamline  administrative  procedures  within  the  current  system  or 
through  a  move  to  a  universal,  government-run  health  system. 
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The  President's  proposal  provides  several  avenues  for  reducing 
administrative  costs  within  the  present  health  care  system.  They  include 
encouraging  electronic  billing,  which,  it  is  suggested,  could  save  $1  to  $2  per 
claim;  shifting  from  claim-by-claim  review  of  the  appropriateness  of  services 
to  monitoring  profiles  of  providers'  patterns  of  care;  developing  electronic 
cards  for  patients  that  could  reduce  the  amount  of  time  spent  by  providers  in 
collecting  information  on  insurance  benefits  and  requirements;  and 
computerizing  medical  records  to  ease  transfer  of  information  among 
providers. 

In  addition,  the  President's  proposal  for  Health  Insurance  Networks 
would  result  in  lower  administrative  costs  for  small  group  and  individual 
insurance.  Administrative  costs  of  insurance  for  the  smallest  employer  groups 
are  now  as  high  as  40  percent  of  the  costs  of  benefits.  MNs  would  permit 
these  small  groups  to  band  together  to  form  larger  groups,  which  typically 
would  require  proportionately  lower  costs  to  administer. 

The  President's  proposal  estimates  that  administrative  reforms  to  the 
present  health  care  system-encouraging  electronic  billing,  electronic  cards, 
and  so  forth -could  reduce  costs  by  up  to  $4  billion  annually.  Estimates  in  the 
proposal  also  suggest  that  Health  Insurance  Networks  have  the  potential  to 
reduce  administrative  costs  by  as  much  as  $9  billion  annually.  There  is, 
however,  considerable  uncertainty  about  the  speed  with  which  these  changes 
could  be  adopted  and  the  form  they  might  eventually  take. 

The  President's  proposal  would  also  introduce  new  administrative  costs. 
The  administrative  costs  of  insurers  would  rise  as  more  people  obtained 
private  insurance.  In  addition,  the  administrative  costs  associated  with 
determining  and  monitoring  eligibility  for  the  tax  credit,  at  both  the  state  and 
federal  levels,  could  be  significant  Thus,  it  is  uncertain  what  the  net  effect 
of  the  President's  proposal  would  be  on  the  overall  level  of  administrative 
costs. 


Net  Impact  of  Cost  Control  Proposals 

Each  of  the  elements  of  the  cost  control  strategy  presented  in  the  President's 
proposal  would  have  at  best  a  modest  effect  on  the  level  of  national  health 
spending  and  would  probably  have  little  or  no  effect  on  the  rate  of  growth  of 
health  spending.  It  is  important  to  realize,  however,  that  taken  together  these 
proposals  could  have  a  significant  impact  on  the  level  of  national  health 
expenditures,  once  they  were  fully  in  place.  For  example,  the  combined 
impact  of  these  proposals  on  national  health  spending  could  be  as  much  as 
$32  billion  in  1997,  if  expanding  coordinated  care  resulted  in  1  percent  lower 
national  health  expenditures,  streamlining  administrative  systems  saved 
another  1  percent,  and  the  combined  effect  of  all  other  cost  control  proposals 
reduced  health  spending  by  0.5  percent  Similarly,  savings  could  be  as  much 
as  $58  billion  in  1997,  if  expanding  coordinated  care  reduced  national  health 
expenditures  by  2  percent  streamlining  administrative  systems  saved  1.5 
percent  and  the  combined  effect  of  all  other  cost  control  proposals  was  1 
percent 

Although  CBO  does  not  yet  have  sufficient  information  to  make 
reliable  estimates  of  the  effects  of  these  proposals,  individually  or  in 
combination-and  we  think  their  individual  impacts  would  be  small-they  might 
result  in  measurable  savings.  These  savings  would,  however,  be  offset  by  the 
increased  spending  for  health  care  that  would  result  from  the  expanded  access 
to  health  insurance  under  the  President's  proposal.  In  addition,  it  is  not 
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possible  to  estimate  the  effect  the  President's  proposal  would  have  on  the 
federal  budget  or  the  economy  until  the  financing  mechanisms  are 
determined. 

OTHER  ASPECTS  OF  THE  PRESIDENTS  PROPOSAL  

In  addition  to  provisions  designed  to  expand  access  to  health  insurance  and 
control  health  care  costs,  the  President's  proposal  would  significantly  change 
the  nonelderly,  acute-care  portion  of  state  Medicaid  programs.  It  also 
suggests  several  changes  in  the  Medicare  program  that,  along  with  the 
Medicare  provisions  of  the  President's  budget,  would  reduce  the  cost  of  the 
program 


Proposals  to  Modify  Medicaid 

The  Administration  proposes  to  replace  the  federal  share  of  Medicaid 
expenditures  for  acute  care  for  the  nonelderly  population  with  a  prospective 
per  capita  payment.  The  capitation  amounts,  which  would  vary  by  state, 
would  be  based  on  states'  Medicaid  expenditures  for  acute  care  in  1992, 
indexed  for  future  years.  The  index  would  be  based  on  the  consumer  price 
index,  with  an  adjustment  of  2  percent  to  4  percent  for  inflation  in  medical 
costs  that  exceeded  general  inflation.  The  capitation  amounts  would  also  be 
adjusted  as  the  age  and  sex  composition  of  the  eligible  population  changed. 

The  net  fiscal  impact  of  this  proposal  on  the  states  would  depend 
primarily  on  the  relative  magnitude  of  two  factors.  The  capped  federal 
payments  for  Medicaid  would  probably  grow  more  slowly  than  health 
expenditures  per  Medicaid  beneficiary.  Although  states  would  have 
considerable  incentives  to  develop  cost  control  strategies,  these  policies  would 
probably  not  be  sufficiently  effective  to  reduce  the  rate  of  growth  in  per  capita 
spending  to  that  for  the  federal  contribution.  In  part,  higher  spending  levels 
would  probably  occur  because  of  legal  decisions  that  require  Medicaid 
payment  rates  to  be  increased.  These  higher  payment  rates  could  partially 
offset,  or  even  exceed,  savings  achieved  by  states  through  effective  cost  control 
strategies.  Operating  in  the  opposite  direction,  states  and  localities  would 
incur  lower  obligations  for  uncompensated  care  for  the  uninsured,  since  the 
proposed  tax  credits  and  deductions  would  significantly  expand  insurance 
coverage. 

States  would  be  required  to  assume  the  major  responsibility  for 
developing  systems  of  health  care  for  the  poor,  including  Medicaid 
beneficiaries  and  other  low-income  people  who  would  receive  tax  credits. 
States  choosing  to  keep  their  Medicaid  and  tax  credit  programs  separate 
would  be  required  to  certify  eligibility  and  the  amount  of  the  tax  credit  for 
people  wishing  to  obtain  the  credit  prospectively,  define  a  basic  benefit 
package  with  an  actuarial  value  equal  to  the  tax  credit  amount,  and  assure 
that  the  basic  plan  was  offered  by  at  least  two  private  health  plans  in  the 
state.  Moreover,  basing  the  federal  per  capita  amounts  on  actual  1992 
expenditures  by  the  states  would  lock  in  existing  variations  among  the  states 
in  Medicaid  reimbursement  rates  and  coverage  of  services. 

Alternatively,  states  could  develop  unified  programs  to  provide 
coverage  for  all  people  with  incomes  below  poverty.  This  approach  would 
probably  be  admhiistratively  simpler  than  the  first  option  and  would  provide 
states  with  the  opportunity  to  develop  coordinated  systems  of  care  for  all  low- 
income  people.  States  that  chose  not  to  supplement  the  tax  credit,  however, 
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might  have  to  scale  back  their  Medicaid  benefit  packages,  since  the  tax  credit 
alone  might  not  be  sufficient  to  pay  for  current  Medicaid  benefits. 

Proposals  to  Modify  Medicare 

The  President's  proposal  indicates  that  the  disproportionate  share  adjustment 
for  Medicare's  payments  to  hospitals,  which  assists  hospitals  that  treat 
disproportionate  numbers  of  low-income  patients,  could  be  reduced  since 
expanding  health  insurance  coverage  would  result  in  less  uncompensated  care 
provided  by  hospitals.  The  proposal  also  suggests  that  reductions  could  be 
made  in  the  indirect  medical  education  adjustment  to  hospital  payments  and 
that  Medicare's  payments  to  hospitals  for  the  direct  costs  of  graduate  medical 
education  could  be  directed  more  specifically  toward  primary  care  programs 
and  away  from  specialty  training. 

The  impact  of  these  proposals  on  hospitals  would  largely  depend  on 
how  effective  the  President's  health  proposal  was  in  increasing  insurance 
coverage  and,  in  turn,  reducing  the  amount  of  uncompensated  care  the 
nation's  hospitals  provide.  Overall,  these  and  other  proposed  changes  in 
Medicare,  both  in  the  President's  health  reform  proposal  and  in  the  1993 
budget,  could  reduce  Medicare  costs  by  an  average  of  about  $7  billion  per 
year  over  the  1993-1997  period. 

CONCLUSION  

The  President's  proposal  would  significantly  reduce  the  number  of  people 
without  health  insurance  coverage,  particularly  those  who  are  in  the 
lowest-income  groups.  In  addition,  it  would  make  health  insurance  more 
available  and  affordable  for  employees  of  many  small  firms  and  for 
individuals  purchasing  their  own  coverage. 

The  provisions  of  the  President's  proposal  that  are  intended  to  control 
the  costs  of  health  care,  however,  would  at  best  have  a  modest  effect  on  the 
level  of  national  health  expenditures,  and  any  effect  on  the  rate  of  growth  in 
spending  is  unlikely.  As  a  result,  if  the  value  of  the  tax  credit  and  tax 
deduction  were  permitted  to  increase  only  at  the  rate  of  general  inflation, 
then  the  initial  gains  in  access  to  health  insurance  that  would  result  from  this 
proposal  would  almost  certainly  be  eroded  over  time.  The  alternative,  to 
permit  the  value  of  the  tax  credit  and  tax  deduction  to  increase  at  the  same 
rate  as  national  health  expenditures,  would  impose  substantially  higher  costs 
each  year  on  the  federal  budget. 

A  large  number  of  details  remain  to  be  resolved  in  the  President's 
proposal,  and  the  net  impact  of  the  proposal  on  insurance  coverage  and  on 
health  spending  would  be  affected  by  these  decisions.  In  addition,  alternative 
mechanisms  that  could  be  chosen  to  finance  the  proposal  would  have  differing 
effects  on  the  federal  budget  and  other  aspects  of  the  economy. 
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APPENDIX  A 


THE  PRESIDENTS  COMPREHENSIVE  HEALTH  REFORM 
PROGRAM:  TAX  CREDITS  AND  DEDUCTIONS  


The  centerpiece  of  the  President's  Comprehensive  Health  Care  Reform 
Program  is  the  provision  of  tax  credits  and  deductions  to  help  families  pay  for 
health  insurance.  Although  exact  details  are  unclear,  this  component  of  the 
program  would  consist  of  two  parts:  tax  credits  or  deductions  for  taxpayers 
with  income  below  specified  limits  and  tax  deductions  for  self-employed 
individuals. 


Tax  Credits  and  Deductions 

The  proposal  would  allow  all  individuals  and  families  with  income  below 
specified  limits  to  claim  tax  credits  or  deductions  on  their  individual  income 
tax  returns  unless  they  receive  health  care  through  federal  programs  including 
Medicare,  Medicaid,  and  other  selected  programs.  Income  limits  would  be 
$50,000  for  people  filing  single  returns,  $65,000  for  heads  of  household,  and 
$80,000  for  married  couples  filing  jointly  with  one  or  more  dependents. 
(Table  1  summarizes  eligibility  and  benefit  limits.)  These  and  other  dollar 
values  used  in  the  proposal  would  apply  in  1993  and  would  be  adjusted 
annually  for  inflation  using  the  consumer  price  index. 

Taxpayers  with  modified  adjusted  gross  income  (AGI)  below  the 
specified  limits  would  qualify  for  tax  credits  or  deductions,  the  size  of  which 
depend  on  income.1  Those  with  modified  AGI  below  the  tax-entry  point 
would  get  refundable  credits  up  to  a  maximum  of  $1,250  for  individuals, 
$2,500  for  two-person  families,  and  $3,750  for  families  with  three  or  more 
members.*  The  credit  would  be  phased  down,  falling  to  10  percent  of  these 
maximum  values  for  taxpayers  with  income  at  or  above  150  percent  of  the  tax- 
entry  point.8  The  credit  would  be  reduced  by  the  amount  of  any  health 
insurance  premiums  paid  by  employers. 

Low-income  credit  recipients  would  be  eligible  to  get  transferable 
credit  certificates  during  the  year  to  be  used  to  pay  for  health  insurance.  The 
insurance  provider  would  then  receive  the  credit  through  its  tax  return.  This 
feature  could  pose  repayment  problems  for  low-income  families  whose  income 
increased  during  the  year. 

The  phaseout  of  the  credit  would  create  work  disincentives.  Consider, 
for  example,  a  married  couple  with  two  children  in  which  one  parent  works 
full  time  at  $7.50  per  hour  (implying  an  annual  income  of  $15,000)  and  the 
other  parent  does  not  work.  The  family  would  get  the  full  $3,750  value  of  the 
credit.  The  cost  of  the  working  parent's  getting  a  wage  increase  or  of  the 
nonworking  parent's  taking  a  job  would  be  high:  if  the  second  parent  began 
working  at  a  job  that  would  pay  $6,000  during  the  remainder  of  the  year, 
giving  the  family  an  annual  income  of  $21,000,  the  credit  value  would  be  cut 


1.  Modified  AGI  equals  AGI  plus  nontaxable  Social  Security  and  Railroad  Retirement  payments 
and  tax-exempt  interest. 

2.  The  tax-entry  point  is  the  income  level  above  which  taxpayers  who  do  not  itemize  deductions 
and  who  get  no  special  credits  pay  positive  taxes.  It  equals  the  sum  of  the  standard  deduction 
and  the  appropriate  number  of  personal  and  dependent  exemptions. 

3.  Families  could  elect  to  claim  a  tax  deduction  rather  than  the  credit  for  which  they  were  eligible. 
In  practice,  only  families  with  adjusted  AGI  near  or  above  150  percent  of  the  tax  entry  point 
would  do  better  to  take  a  deduction  rather  than  the  credit.  The  fact  that  the  choice  exists, 
however,  removes  any  sharp  loss  of  tax  subsidy  as  income  rises. 
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TABLE  1. 

ELIGIBILITY  FOR  TAX  CREDITS  AND  DEDUCTIONS 
FOR  HEALTH  INSURANCE 

Income  Category 

&"Cr* 

Single 

Below  Tax-Entry  Point" 

Between  100  Percent  and  ISO 
Percent  of  Tax-Entry  Point*3 

Above  150  Percent  of  Tax-Entry 
Pointb  but  Below  $40,000 

$40,000  to  $50,000 

$50,000  or  More 


Below  Tax-Entry  Pointb 

Between  100  Percent  and  150 
Percent  of  Tax-Entry  Point b 

Above  150  Percent  of  Tax-Entry 
Pointb  but  Below  $55,000 

$55,000  to  $65,000 

$65,000  or  More 


Below  Tax-Entry  Point6 


Percent  of  Tax-Entry  Pointb 

Above  150  Percent  of  Tax-Entry 
Pointb  but  Below  $70,000 

$70,000  to  $80,000 

$80,000  or  More 


Head  of  Household* 


S1.2S0 

$125  to  $1,250 

$125 
$0  to  $125 
0 

$2500 

$250  to  $2,500 

$250 
$0  to  $250 
0 


Married  Filing  Jointly* 


$3,750 

$375  to  $3,750 

$375 
$0  to  $375 
0 


$1,250 

$L250 
SO  to  $1,250 
0 


$2400 

$2400 

$0  to  $2400 
0 


$3,750 

$3,750 
$0  to  $3,750 
0 


SOURCE:  Congressional  Budget  Office. 
NOTE:   n.a.  =  not  applicable. 

a.  Maximum  credits  and  deduction*  are  reduced  by  the  value  of  health  insurance  premiums  paid  by  employers. 

b.  In  1903,  the  tax-entry  points  are  $5,900  for  a  single  person,  $6,850  for  a  head  of  household  with  one 
dependent,  and  $15,300  for  a  married  couple  with  two  children.  In  comparison,  the  projected  1093  poverty 
guideline  levels  for  those  families  are  $6,860,  $9,340,  and  $14,000,  respectively. 

c.  Values  are  for  a  head  of  household  with  one  dependent.  The  values  would  be  60  percent  larger  if  there  were 
two  or  more  dependents. 

d.  Values  are  for  a  married  couple  with  one  or  more  dependents.  The  values  would  be  two-thirds  as  large  for 
married  couples  with  no  dependents. 
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to  about  $1,200,  a  reduction  of  $2,550.  The  implicit  42.5  percent  tax  rate, 
combined  with  a  15  percent  basic  marginal  individual  income  tax  rate,  a  13.93 
percent  reduction  rate  for  the  earned  income  tax  credit,  and  the  7.65  percent 
payroll  tax  rate  means  that  the  family  would  face  a  combined  marginal  tax 
rate  of  79  percent,  and  the  value  of  the  second  parent's  working  would  be 
only  about  $1,250. 

Families  with  income  above  150  percent  of  the  tax-entry  point  could 
choose  either  to  take  the  minimum  tax  credit  (that  is,  10  percent  of  the 
maximum  credit)  or  to  claim  a  deduction  from  taxable  income  of  $1,250  for 
individuals,  $2,500  for  two-person  families,  and  $3,750  for  families  with  three 
or  more  members.4  These  deductible  amounts  are  constant  until  the  last 
$10,000  of  income  eligibility,  within  which  both  the  credit  and  the  deduction 
would  be  phased  down  to  zero.  Like  the  credit,  the  deduction  would  be 
reduced  by  the  amount  of  any  health  insurance  premiums  paid  by  employers. 
It  would  be  available  both  to  itemizers  and  to  taxpayers  taking  the  standard 
deduction. 

CBO  simulated  the  effects  of  the  tax  proposals  of  the  President's 
program  using  data  on  income  and  health  insurance  coverage  in  1989.  These 
simulations  indicate  that  in  1989,  just  over  half  of  all  tax  units-that  is, 
taxpayers  and  their  dependent  children  under  age  18~would  have  qualified  for 
either  a  credit  or  a  deduction  (see  Table  2).  Of  approximately  130  million  tax 
units,  about  69  million  would  have  been  able  to  claim  one  of  the  tax  benefits; 
the  credit  would  have  been  more  valuable  for  about  40  percent  of  those 
eligible  for  either  benefit. 

About  half  of  tax  units  with  no  health  insurance  coverage  in  1989 
would  have  been  eligible  for  the  full  credit,  and  another  sixth  would  have 
qualified  for  a  reduced  credit.  Virtually  all  other  units  without  coverage 
would  have  been  able  to  claim  the  deduction.  Roughly  61  million  tax  units 
would  not  have  qualified  for  either  tax  benefit:  about  half  would  have  failed 
to  qualify  because  they  received  health  benefits  from  government  programs, 
and  about  one-third  would  not  have  qualified  because  the  health  insurance 
premiums  their  employers  paid  exceeded  the  value  of  the  tax  benefits  which 
they  would  otherwise  have  gotten.  The  remainder  of  those  who  would  not 
have  qualified  for  a  tax  benefit  had  income  above  the  eligibility  limits. 

The  tax  subsidy  components  of  the  reform  proposal  would  impose 
significant  administrative  burdens.  States  would  have  to  set  up  offices  to 
provide  credit  certificates  to  low-income  families  eligible  for  the  full  tax 
credit,  and  health  insurance  companies  would  have  to  process  those 
certificates  as  part  of  their  tax  returns.  The  workload  of  the  Internal  Revenue 
Service  (IRS)  would  increase  as  more  people  would  file  tax  returns  to  claim 
the  credit  and  additional  forms  would  be  required  to  support  claims. 
Moreover,  taxpayers  might  choose  to  split  up  into  alternative  filing  units  to 
qualify  for  larger  tax  subsidies  for  health  insurance  costs.  The  IRS  has  been 
opposed  in  the  past  to  using  the  tax  system  as  a  means  of  administering  social 
programs,  and  would  be  unlikely  to  welcome  this  proposal. 


4. 


As  noted  above,  all  families  could  choose  to  take  the  deduction  rather  than  the  credit.  Most 
families  with  incomes  below  150  percent  of  the  tax-entry  point,  however,  would  do  better  to 
claim  the  credit. 
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TABLE  2.  ELIGIBILITY  OF  TAX  UNITS  FOR  TAX  SUBSIDIES  FOR  HEALTH  INSURANCE  UNDER 
THE  ADMINISTRATION'S  HEALTH  PROPOSALS,  BY  MODIFIED  ADJUSTED  GROSS 
INCOME  AND  HEALTH  INSURANCE  STATUS,  1989  (In  millions  of  tax  units) 


No 

Tax 

Tax 

Tax  Credit  or 

On  1989  dollars) 

Subsidv 

Credit 

Deduction 

Deduction 

Total 

No  Health  Insurance  Coverage 

Less  than  $10,000 

0 

112 

1.4 

12.6 

12.6 

$10,000  to  $20,000 

0 

13 

32 

4.4 

4.4 

$20,000  to  $30,000 

0 

0.1 

13 

1.4 

1.4 

$30,000  to  $40,000 

0 

0 

0.6 

0.6 

0.6 

$40,000  to  $50,000 

0.1 

0 

02 

02 

02 

$50,000  to  $75,000 

0.1 

0 

0.1 

0.1 

02 

$75,000  to  $100,000 

0.1 

0 

0 

0 

0.1 

$100,000  to  $200,000 

0.1 

0 

0 

0 

0.1 

>zuu,uuu  or  More 

0 

0 

0 

0 

All  Incomes 

03 

123 

6.7 

193 

19.6 

Empk 

yment-Based  Health  Insurance 

Less  than  $10,000 

12 

12.4 

22 

14.6 

15-8 

$10,000  to  $20,000 

4.7 

1.7 

93 

11.0 

15.7 

$20,000  to  $30,000 

4.5 

0.1 

S3 

S3 

12* 

$30,000  to  $40,000 

42 

0 

6.0 

6.0 

102 

$40,000  to  $50,000 

3.5 

0 

3.9 

3.9 

7.4 

$50,000  to  $75,000 

5.7 

0 

2.7 

2.7 

8.4 

$75,000  to  $100,000 

2.6 

0 

0 

0 

2.6 

$100,000  to  $200,000 

1.8 

0 

0 

0 

1.8 

^zuu,uuu  or  iviurG 

0  6 

0 

0 

0 

0  6 

All  Incomes 

283 

14.1 

32.4 

465 

753 

Other  Nongovernment  Health  Ins 

urauceb 

Less  than  $10,000 

0 

03 

0 

05 

03 

$10,000  to  $20,000 

0 

03 

03 

0.8 

03 

$20,000  to  $30,000 

0 

0 

0.6 

0.7 

0.7 

$30,000  to  $40,000 

0 

0 

05 

0.5 

03 

$40,000  to  $50,000 

0 

0 

03 

03 

03 

$50,000  to  $75,000 

0.1 

0 

03 

03 

0.4 

$75,000  to  $100,000 

0.1 

0 

0 

0 

0.1 

$100,000  to  $200,000 

0.1 

0 

0 

0 

0.1 

$200  000  or  More 

0.1 

0 

0 

0 

0.1 

All  Incomes 

0.4 

0.9 

2.1 

3.0 

3.4 

Medicare  or  Medicaid 

Less  than  $10,000 

14.9 

0 

0 

0 

14.9 

$10,000  to  $20,000 

7.2 

0 

0 

0 

72 

$20,000  to  $30,000 

4.2 

0 

0 

0 

42 

$30,000  to  $40,000 

2.2 

0 

0 

0 

22 

$40,000  to  $50,000 

1.0 

0 

0 

0 

1.0 

$50,000  to  $75,000 

1.0 

0 

0 

0 

1.0 

$75,000  to  $100,000 

0.4 

0 

0 

0 

0.4 

$100,000  to  $200,000 

0.4 

0 

0 

0 

0.4 

$200,000  or  More 

0.2 

0 

0 

0 

02 

All  Incomes 

31.6 

0 

0 

0 

31.6 

Total 

Less  than  $10,000 

162 

24.0 

3.6 

27.7 

433 

$10,000  to  $20,000 

11.9 

3.4 

12.8 

162 

28.1 

$20,000  to  $30,000 

8.7 

02 

102 

10.4 

19.1 

$30,000  to  $40,000 

6.4 

0 

7.0 

7.0 

13.4 

$40,000  to  $50,000 

4.6 

0 

4.4 

4.4 

9.0 

$50,000  to  $75,000 

6.9 

0 

3.1 

3.1 

10.0 

$75,000  to  $100,000 

32 

0 

0 

0 

32 

$100,000  to  $200,000 

23 

0 

0 

0 

23 

$200,000  or  More 

0.9 

0 

0 

0 

0.9 

All  Incomes 

61.1 

27.6 

412 

68.8 

129.9 

SOURCE:    Congressional  Budget  Office  tax  simulation  modal. 

NOTE:  Simulation  assume*  1989  income*  and  health  imurance  coverage.  Dollar  value*  in  proposal  were  deflated 
from  1993  to  1989  using  the  consumer  price  index  for  urban  consumer*.  Tax  unit*  are  composed  of 
taxpayer*  and  their  dependent  children  under  age  18. 

a.  Modified  AGI  is  adjusted  gross  income  plus  nontaxable  Social  Security  and  Railroad  Retirement  income 
and  tax-exempt  interest  income. 

b.  Because  of  data  limitation*,  participant*  in  government  health  program*  other  than  Medicare  and 
Medicaid  are  included  in  "Other  Nongovernment  Health  Insurance." 
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Deductions  for  Setf-Eroptoyed  People 

The  proposal  would  allow  self-employed  individuals  to  choose  either  to  deduct 
100  percent  of  their  health  insurance  premiums-up  from  the  current  25 
percent-or  to  receive  the  applicable  credit  described  above. 
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APPENDIX  P  

THE  PRESIDENTS  COMPREHENSIVE  HEALTH  REFORM  

PROGRAM:  MARKET  REFORM  

In  recent  years,  competition  among  insurers  in  the  small-group  and  individual 
markets  has  greatly  reduced  the  pooling  of  risks  that  insurance  is  intended  to 
provide.  Instead,  insurers  have  made  increasing  use  of  medical  underwriting 
to  segment  the  market  into  risk  groups,  effectively  denying  affordable 
coverage  to  high-risk  groups  and  individuals. 

The  President's  market  reform  proposals  are  designed  to  reduce  risk 
segmentation  in  the  markets  for  small-group  and  individual  insurance.  Health 
insurance  networks  (HINs)  proposed  by  the  President  would  encourage  small 
groups  of  purchasers  to  band  together,  thereby  reducing  the  high 
administrative  costs  now  associated  with  small-group  and  individual  coverage. 
As  a  result  of  those  changes,  insurance  would  be  more  available  and 
affordable,  and  coverage  would  increase. 

States,  which  have  primary  jurisdiction  over  insurance  regulation,  would 
be  encouraged  to  adopt  the  market  reform  proposals.  If  states  failed  to  do 
so,  the  federal  government  would  implement  the  changes,  preempting  the 
states  in  this  area. 


Description  of  the  Market  Reform  Proposals 

The  reform  proposals  include  three  major  elements,  some  of  which  would 
interact  with  the  tax  credit  discussed  elsewhere. 

Guaranteed  availability  of  group  insurance  would  be  accomplished  through 
several  requirements  imposed  on  all  group  insurers,  including  self-insured 
businesses.  In  particular,  insurers  would  be  required  to  offer  coverage  to  any 
employment-based  group  newly  seeking  insurance,  and  they  would  be 
prohibited  from  excluding  any  individuals  in  the  group.  Insurers  would  also 
be  required  to  offer  renewals  to  groups  they  already  insure.  They  would  be 
prohibited  from  any  exclusion  of  coverage  for  preexisting  conditions,  apart 
from  a  six-month  exclusion  for  people  who  had  never  before  had  coverage. 
In  addition,  colleges  would  be  required  to  offer  continued  coverage  for  six 
months  after  a  student's  graduation. 

To  gurantee  the  availability  of  insurance  in  the  nongroup  market,  at 
least  two  insurers  in  each  state  would  be  required  to  offer  a  basic  plan 
specified  by  the  state.  The  actuarial  value  of  the  plan  would  have  to  equal 
the  federal  tax  credit  available  to  poor  individuals  and  families  for  the 
purchase  of  insurance. 

Greater  affordability  for  high  risks  would  be  achieved  through  risk  pooling. 
For  individuals  eligible  for  the  insurance  tax  credit,  each  state  would 
immediately  set  up  a  risk  pool  in  which  all  insurers  providing  individual 
coverage  would  have  to  participate.  Insurers  would  be  prohibited  from 
varying  rates  based  on  age  or  risk  class  for  this  block  of  business.  Instead,  the 
pool  would  assess  the  risk  status  of  each  insurer's  enrollment  and  make 
transfers  from  insurers  with  a  relatively  high-risk  enrollment  to  those  with  a 
relatively  low-risk  enrollment. 

During  an  initial  transition  period,  small  group  rates  would  be  limited 
to  an  increasingly  narrow  band  within  blocks  of  business  so  that  less--and 
eventually  no-risk  segmentation  in  the  premium  structure  would  exist  in  the 
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small-group  market.  As  in  the  individual  market,  the  system  would  require 
insurers  in  the  small-group  market  to  participate  in  a  risk  pool  and  to  make 
transfers  among  themselves  based  on  the  health  status  of  their  enrolled 
populations.  Unlike  the  individual  risk  pool,  insurers  in  the  group  pool  would 
be  permitted  to  vary  rates  by  age. 

Transfers  among  insurers  would  be  based  on  measures  of  health  status. 
Although  these  measures  have  yet  to  be  determined,  the  President's  report 
suggests  that  some  mix  of  the  diagnosis-based  ambulatory  care  groups 
developed  at  Johns  Hopkins  University  and  the  diagnostic  cost  groups 
developed  at  Boston  University  might  be  acceptable. 

Greater  affordability  would  also  occur  as  a  result  of  savings  in  insurance 
administration,  to  be  achieved  through  HINs  and  other  reforms.  Small 
groups  and  individuals  would  be  encouraged  to  band  together  in  HINs,  either 
to  purchase  health  insurance  or  to  self-insure.  The  Administration  argues  that 
the  HINs  would  reduce  the  marketing  and  general  administration  costs  that 
increase  premiums  significantly  for  small  groups.  HINs  could  be  certified  by 
the  states  or  by  the  federal  government. 

Federally  certified  HINs  would  be  granted  the  same  exemptions  from 
state  mandates  and  premium  taxes  that  self -insured  employers  have  under  the 
Employee  Retirement  Income  Security  Act.  States  might  also  be  prohibited 
from  mandating  minimum  benefits  and  limitations  on  managed  care  for  all 
insurers;  the  proposal  is  not  clear  on  that  point. 

Other  changes  discussed  elsewhere  (such  as  streamlining 
administration,  managed  care  initiatives,  and  malpractice  reform)  would  also 
work  to  reduce  the  cost  of  insurance  if  they  were  successful  in  reducing  health 
costs. 


Effects  of  the  Market  Reform  Proposals 

If  the  changes  described  above  were  adopted,  insurance  would  be  more 
available  to  and  more  affordable  for  individuals  and  small  groups.  High-risk 
individuals,  who  now  are  sometimes  denied  coverage  altogether,  would 
certainly  benefit.  The  benefit  to  others  in  the  market  for  insurance  would 
depend  on  how  much  the  changes  would  reduce  their  premiums. 

The  Administration  estimates  that  savings  in  marketing  and  general 
administration  costs  under  the  HINs  would  reduce  premiums  in  the  small- 
group  market  by  an  average  of  10  percent.  Other  reforms-including  managed 
care  initiatives,  malpractice  reform,  electronic  billing,  and  the  prohibition  of 
state  mandates-would  reduce  premiums  by  an  additional  10  percent  according 
to  the  Administration. 

The  Administration  estimates  that  the  20  percent  reduction  in 
premiums  would  result  in  an  additional  5  million  people  being  insured.  That 
increase  assumes  a  relatively  conservative  elasticity  of  demand  for  health 
insurance  of  about  0.23  (to  get  a  4.6  percent  increase  in  coverage  among  the 
109  million  workers/dependents  in  the  small  group  market).5 

However,  the  increase  in  coverage  would  be  smaller  than  5  million 
people  if  the  Administration's  reforms  reduce  premiums  by  less  than  the 
assumed  20  percent.  There  are  a  number  of  reasons  why  the  reduction  might 
be  less. 


5.        Elasticity  estimates  in  the  literature  range  from  0.2  to  2.0. 
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First,  because  insurers  would  be  assuming  a  higher  level  of  risk  under 
the  proposals,  there  would  be  a  tendency  for  insurers'  costs  and  premiums  to 
increase  that  has  not  been  considered  in  the  Administration's  estimates. 
There  are  three  reasons  to  expect  insurers  to  face  higher  risk  under  the 
proposals: 

o  The  prohibition  on  exclusion  of  coverage  for  preexisting 
conditions.  Because  the  President's  proposal  would  permit  a 
six-month  exclusion  only  for  those  people  who  had  never  before 
had  insurance,  it  would  permit  people  to  drop  coverage  and 
pick  it  up  again  only  when  they  expected  to  need  it,  with  no 
penalty.  (The  adverse  effects  of  that  behavior  on  insurers  could 
be  mitigated,  however,  by  changing  the  proposal  to  permit 
insurers  to  impose  a  six-month  exclusion  for  preexisting 
conditions  on  anyone  who  had  a  break  in  coverage.) 

o  The  inclusion  in  the  insurance  market  of  more  high-risk 
individuals,  drawn  in  by  the  lower  premiums  they  would  face  if 
risk  segmentation  were  reduced  or  eUminated. 

o  The  withdrawal  from  the  insurance  market  of  some  low-risk 
individuals,  because  of  the  higher  premiums  they  would  face 
once  risk  segmentation  was  reduced  or  eliminated. 

Second,  the  Administration  assumes  that  most  small  groups  would  join 
one  of  the  HINs  and  that  their  administrative  costs  would  average  about  9 
percent-about  equal  to  the  load  factor  now  applicable  to  firms  of  more  than 
2,500  employees.  These  assumptions  are  uncertain.  If  fewer  groups  joined 
a  HIN,  or  if  HINs  had  higher  administrative  costs  than  single  firms  of 
comparable  size,  costs  and  premiums  would  be  higher  than  assumed  by  the 
Administration. 

Third,  the  Administration  assumes  that  the  proposed  managed-care 
initiatives  would  reduce  health  care  costs  by  about  15  percent.  But  that  level 
of  savings  would  be  obtained  only  if  everyone  enrolled  in  staff  or  group-model 
HMOs,  which  are  the  most  effective  plans  at  controlling  costs. 

Fourth,  the  Administration  assumes  that  costs  in  the  small-group 
market  would  drop  by  about  7  percent  because  of  reduced  cost  shifting  as  a 
result  of  greater  insurance  coverage.  The  extent  of  current  cost  shifting  is 
quite  uncertain,  however,  and  some  would  remain  under  the  President's 
proposals  because  some  people  would  still  lack  insurance.  The 
Administration  estimates  that  about  4.9  million  people  would  remain 
uninsured  after  implementing  the  tax  credit  provisions,  the  market  reforms, 
and  the  other  proposals. 

Fifth,  the  Administration's  estimates  assume  that  state  mandates  and 
limits  on  managed  care  would  be  prohibited  for  all  insurers.  But 
representatives  of  the  Administration  have  indicated  some  uncertainty  about 
this  aspect,  raising  the  possibility  that  the  prohibition  might  apply  only  to 
federally  certified  HINs  (and,  as  now,  to  self-insured  plans).  If  some  insurers 
remained  subject  to  state  mandates  and  if  those  mandates  do  raise  costs, 
premiums  would  fall  by  less  than  the  Administration  has  assumed. 


8 


322 


APPENDIX  C  

THE  PRESIDENTS  COMPREHENSIVE  HEALTH  REFORM  

PROGRAM:  COORDINATED  CARE  

The  President's  Comprehensive  Health  Reform  Program  would  encourage  the 
growth  of  coordinated-care  systems,  as  one  of  several  initiatives  intended  to 
make  the  U.S.  health  care  system  more  cost-effective. 

Background 

Coordinated-care  systems,  as  defined  in  the  President's  program,  are 
organizations  that  are  at  financial  risk  for  the  costs  of  care  and,  as  a  result, 
have  incentives  to  be  efficient  Coordinated-care  organizations  could  improve 
efficiency  through  selective  contracting  to  obtain  discounts  from  providers,  a 
limited  network  of  providers,  and  financial  incentives  that  cause  providers  to 
become  more  cost-conscious.  Since  there  would  be  competition  for  patients 
among  coordinated-care  plans,  the  organizations  would  have  incentives  to 
maintain  high  standards.  Types  of  coordinated-care  plans  described  in  the 
proposal  include  preferred  provider  organizations  (PPOs),  point-of-service 
(POS)  plans,  and  health  maintenance  organizations  (HMOs). 

The  discussion  in  the  President's  plan  suggests  that  there  is  evidence 
that  coordinated-care  plans  could  provide  quality  of  care  comparable  with  that 
of  fee-for-service  care;  a  high  level  of  satisfaction  for  beneficiaries  comparable 
with  that  found  in  fee-for-service  arrangements;  reduction  in  hospitalization 
and  increased  use  of  primary  care;  substantial  savings;  and  "spill  over"  effects 
that  would  result  in  reduced  spending  in  the  fee-for-service  sector.  The 
discussion  acknowledges,  however,  that  evidence  is  still  being  accumulated, 
particularly  on  newer  forms  of  coordinated  care.  It  also  suggests  that 
management  systems  associated  with  effective  coordinated  care  are  still 
evolving  and  that  coordinated-care  organizations  may  be  more  cost-effective 
in  the  future. 


Description  of  Proposal  to  Encourage 

Greater  Use  of  Coordinated-Care  Organizations 

Three  aspects  of  the  President's  Comprehensive  Health  Reform  Program 
focus  on  increasing  participation  in  coordinated  care,  both  in  the  private 
sector  and  in  the  Medicaid  and  Medicare  programs. 

Increasing  Private-Sector  Participation  in  Coordinated  Care.  Under  the 
proposal,  millions  of  Americans  would  be  offered  a  fixed  tax  credit  to 
purchase  insurance  and  would  have  the  choice  of  enrolling  in  coordinated- 
care  plans.  If  HMOs  and  other  alternative  delivery  systems  are  more  efficient 
than  other  forms  of  insurance,  then  they  would  be  able  to  offer  a  more 
generous  benefit  package  or  lower  premiums  to  the  newly  insured  population, 
relative  to  fee-for-service  insurance  arrangements.  If  so,  then  the  availability 
of  tax  credits  would  lead  to  higher  enrollment  in  coordinated-care  systems. 

In  addition,  the  President's  plan  would  protect  coordinated-care  plans 
from  state  laws  and  regulations  that  discourage  them  For  example,  some 
states  place  restrictions  on  certain  financial  incentive  arrangements,  selective 
contracting  for  providers  and  services,  or  utilization  review  activities. 


323 


Increasing  Participation  of  Medicaid  Recipients  in  Coordinated-Care 
Arrangements.  The  current  open-ended,  cost-based  federal  participation  in 
the  Medicaid  program  would  be  changed  to  a  system  under  which  the  federal 
government's  contribution  for  acute  care  services  under  the  Medicaid 
program,  on  behalf  of  the  nonelderly  population,  would  be  based  on  a 
prospectively  determined  per  capita  payment.  This  approach  would,  it  is 
suggested,  provide  stronger  incentives  to  the  states  to  improve  the  efficiency 
of  the  Medicaid  program.  Two  options  would  be  offered  to  states:  they  could 
maintain  a  separate  Medicaid  program,  and  administer  separately  the  tax- 
credit  program  for  the  nonMedicaid  population,  or  they  could  develop  a  new 
program  that  combined  Medicaid  and  the  federal  health  insurance  tax  credit 
to  provide  health  insurance  to  all  state  residents  below  the  poverty  level. 

States  that  retained  their  existing  Medicaid  programs  would  be 
required  to  shift  all  nonelderly  Medicaid  recipients  into  coordinated-care 
systems  over  a  five-year  period.  No  other  changes  in  Medicaid  would  be 
required.  States  that  chose  to  keep  Medicaid  in  its  current  form  would 
experience  a  substantial  increase  in  the  proportion  of  Medicaid  recipients  in 
coordinated-care  arrangements.  The  proposal  does  not  explicitly  address 
whether  states  would  be  required  to  expand  coordinated  care  arrangements 
if  they  elected  to  combine  Medicaid  and  the  tax  credit  program. 

Also,  new  demonstrations  of  coordinated-care  approaches  would  not 
be  required  to  obtain  "waivers"  from  the  federal  and  state  rules  in  order  to 
operate.  Instead,  states  would  have  to  apply  for  exceptions  to  coordinated- 
care  policies  covering  Medicaid. 

Increasing  Participation  of  Medicare  Enrollees  in  Coordinated-Care 
Arrangements.  Medicare  enrollment  in  coordinated  care  is  relatively  low- 
only  about  3  percent  of  the  population-in  part  because  only  HMO  options 
have  been  available  to  date.  Greater  enrollment  in  coordinated  care  would 
be  encouraged  under  the  President's  plan  through  provision  of  more  options 
for  beneficiaries  and  by  policies  that  would  increase  participation  of  HMOs 
in  Medicare. 

New  options  for  coordinated  care  would  be  created  that  would  offer 
Medicare  beneficiaries  greater  choice  of  providers  than  HMOs  ordinarily  do, 
including  POS  plans.  Under  these  arrangements,  the  Health  Care  Financing 
Administration  (HCFA)  would  contract  with  POS  plans,  creating 
comprehensive  preferred  provider  networks  for  beneficiaries  not  enrolled  in 
HMOs.  The  POS  plans  would  negotiate  discounts  for  high-cost/high-volume 
surgical  procedures  and  for  other  services,  and  POS  physicians  would  have 
incentives  to  make  referrals  only  within  the  POS  network.  In  addition,  HCFA 
could  contract  with  employer-  and  union-sponsored  health  plans  to  provide 
medical  and  utilization  review  for  Medicare-covered  services  for  retirees. 

The  existing  risk-based  Medicare  HMO  program  would  also  be 
modified  to  encourage  more  HMOs  to  participate.  Strategies  that  are 
proposed  to  accomplish  this  goal  include: 

o  Increasing  payments  to  HMOs  with  risk  contracts  by  raising  the 
payment  to  100  percent  of  the  Adjusted  Average  Per  Capita 
Costs  (AAPCC),  by  developing  an  outlier  pool,  or  by  offering 
beneficiaries  rebates  of  up  to  30  percent  of  their  premium  for 
the  Supplementary  Medical  Insurance  (SMI)  portion  of 
Medicare. 
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o  Modifying  the  AAPCC  payment  methodology  by,  for  example, 
recomputing  the  AAPCC  rates  in  areas  with  high  HMO  market 
penetration  based  on  the  growth  in  the  United  States  Per 
Capita  Costs  (USPCC)  for  Medicare,  experimenting  with 
competitive  bidding  to  establish  HMO  payment  rates,  or 
refining  the  methodology  to  add  adjusters  for  the  working  aged 
and  for  health  status; 

o  Phasing  out  Medicare's  HMO  cost  contracts,  which  provide 
fewer  incentives  for  HMOs  that  enroll  Medicare  beneficiaries 
to  be  efficient;  and 

o  Strengthening  oversight  of  the  Medicare  HMO  program, 
particularly  with  respect  to  marketing  practices  and  quality 
review. 


Potential  Effects  of  the  Coordinated-Care  Proposals 

The  Congressional  Budget  Office  has  examined  the  evidence  on  the  potential 
of  coordinated  (or  managed)  care  to  control  the  use  and  costs  of  services  and 
concluded  that: 

o  Staff-model  HMOs  and  fully  integrated  group-model  HMOs  can 
reduce  hospital  use  by  15  percent  to  20  percent,  which  in  turn 
can  lower  total  health  spending  for  their  enrollees  by  perhaps 
10  percent  to  15  percent. 

o  Other  forms  of  managed  care  have  been  found  to  have  less 
effect-ranging  from  no  impact  to  an  8  percent  reduction  in 
hospital  use.  Thus,  total  health  spending  for  people  enrolled  in 
these  types  of  plans  might  not  be  reduced  at  all,  or  by  around 
5  percent  or  so. 

o  Although  possibly  significant  in  size,  the  effect  of  any  type  of 
managed  care  is  a  one-time  reduction  in  spending;  no  impact 
on  rates  of  growth  in  spending  over  time  has  been  found. 

o  There  is  no  reliable  evidence  that  higher  levels  of  HMO  market 
penetration  are  associated  with  lower  fee-for-service  costs  in  the 
market  area. 

o  The  growth  in  the  number  of  people  subject  to  managed  care 
over  the  past  decade  has  not  been  associated  with  a  significant 
overall  reduction  in  national  health  expenditures,  relative  to 
what  they  would  have  been  in  the  absence  of  this  expansion  of 
managed  care. 

To  the  extent  that  managed-care  approaches  to  cost  control  rely  on 
modest  incentives  for  voluntary  enrollment  in  HMOs,  as  would  the  private- 
sector  and  the  Medicare  components  of  the  President's  plan,  they  are  unlikely 
to  produce  a  substantial  decline  in  overall  health  expenditures-even  though 
use  and  spending  might  fall  for  those  people  who  chose  to  join  in  response  to 
the  new  incentives.  This  outcome  would  occur  because  relatively  few  people 
would  join  these  organizations  in  response  to  increased  incentives  and 
because,  under  the  current  multiple-payer  system,  reductions  in  spending  for 
one  group  are  generally  offset  by  increased  spending  for  other  groups. 
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If  managed-care  arrangements  were  extended  to  cover  everyone  in  the 
nation--for  instance,  by  requiring  that  all  insurance  include  utilization 
management  and  by  imposing  financial  penalties  on  consumers  and  providers 
for  inappropriate  use-overall  spending  might  fall  since  there  would  be  no 
group  outside  managed  care.  This  type  of  loosely  structured  managed-care 
arrangement  tends,  however,  to  be  less  effective  in  reducing  overall  use  and 
spending.^JiT  addition,  a  substantial  proportion  of  the  privately  insured 
population  already  is  subject  to  utilization  review  or  is  in  managed-care 
arrangements-over  60  percent,  according  to  some  insurance  industry 
estimates.  Consequently,  the  impact  on  overall  spending  of  extending 
managed  care  to  people  who  are  not  currently  covered  could  be  relatively 
small. 

Similarly,  if  all  nonelderly  Medicaid  recipients  were  required  to  obtain 
services  through  effective  coordinated-care  arrangements  (for  example,  group- 
model  HMOs  that  relied  upon  capitation  payment  methods),  then  total 
spending  for  that  group  could  be  reduced.  The  potential  to  reduce  spending, 
however,  would  depend  upon  the  type  of  coordinated  care  arrangements 
developed.  It  might  be  necessary  to  increase  payment  levels  to  attract  HMOs 
and  other  traditional  managed  care  organizations  to  participate  in  Medicaid. 
If  so,  then  these  increased  costs  might  offset  potential  savings.  Also,  there  is 
no  requirement  that  only  effective  coordinated-care  plans  be  made  available 
to  Medicaid  recipients.  Unless  a  high  proportion  of  the  Medicaid  population 
received  services  through  these  most  effective  HMO  plans,  potential  savings 
from  this  policy  would  likely  be  modest.  Moreover,  savings  for  this  group 
would  be  largely  offset  by  higher  spending  for  other  groups. 

The  President's  plan  would  also  encourage,  rather  than  require, 
enrollment  in  HMOs  and  other  less  integrated  forms  of  coordinated-care 
arrangements  for  the  non-Medicaid  population.  It  is  unclear  how  rapidly 
enrollment  might  expand,  and  the  potential  savings  from  encouraging  such 
growth  would  depend  on  whether  any  new  enrollment  was  concentrated  in 
integrated  HMOs  or  in  the  more  loosely  structured  arrangements  that  have 
developed  over  the  past  few  years.  If  new  enrollment  was  concentrated  in  the 
latter,  there  would  probably  be  little  impact  on  use  and  costs  of  services.  A 
limited  outcome  would  be  most  likely  in  the  Medicare  market,  since  a  key 
stated  objective  of  the  Medicare  proposals  in  the  President's  plan  is  to  offer 
coordinated-care  options  to  Medicare  beneficiaries  that  would  place  fewer 
restrictions  on  choice  of  provider  than  do  HMOs. 

The  proposal  to  increase  the  payment  rate  to  Medicare  HMOs  from 
95  percent  of  the  AAPCC  to  100  percent  of  the  AAPCC  in  order  to  attract 
more  HMOs  into  Medicare  has  been  discussed  for  several  years.  The 
principal  argument  against  this  strategy  stems  from  evaluations  of  the 
Medicare  HMO  program,  which  have  consistently  found  that  healthier 
Medicare  beneficiaries  are  more  likely  to  join  HMOs.  As  a  result,  95  percent 
of  the  AAPCC  represents  an  overpayment  to  HMOs  for  their  Medicare 
enrollees,  relative  to  the  amount  that  the  Medicare  program  would  have  spent 
had  the  enrollees  remained  in  the  fee-for-service  sector- 15  percent  to  30 
percent  higher,  according  to  one  evaluation.  In  addition,  while  there  have 
been  a  number  of  proposals  for  refining  the  AAPCC  methodology  to  account 
for  favorable  selection  into  Medicare  HMOs-for  example,  incorporating 
adjustments  for  health  status-this  approach  would  lower  payments  to  most 
HMOs,  relative  to  the  current  payment  methodology.  The  likely  outcome  of 
these  refinements  would  be  fewer  HMOs  in  the  Medicare  market,  rather  than 
more. 
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APPENDIX  D  

THE  PRESIDENTS  COMPREHENSIVE  HEALTH  REFORM  

PROGRAM:  INFORMATION  FOR  PURCHASING  HEALTH  

SERVICES  AND  INSURANCE  

Part  of  the  President's  Comprehensive  Health  Reform  Program  is  premised 
on  the  argument  that  limited  consumer  information  about  the  quality  of  care 
in  competing  health  plans  distorts  the  market  for  health  insurance.  When 
access  to  such  information  is  limited,  the  discussion  suggests,  consumers  may 
mistake  higher  prices  (or  more  intensive  service  delivery)  for  better  care  or 
superior  outcomes.  Consequently,  they  could  make  inefficient  choices  about 
health  insurance  coverage  and  care.  Competition  would  be  weaker  as  a 
result,  leading  to  higher  prices  and  excessive  use  of  services.  In  addition,  if 
there  is  inadequate  information  about  the  effectiveness  of  alternative 
diagnostic  and  therapeutic  procedures,  then  both  providers  and  consumers 
could  choose  inappropriate  and  unnecessary  services. 

Accordingly,  the  President  proposes  measures  to  promote  better 
information  in  two  ways.  First,  the  proposal  would  require  states  to  make 
comparative  information  about  cost  and  quality  available  to  purchasers. 
Information  on  average  prices  and  costs  for  common  health  care  services 
would  be  made  available  within  one  year,  and  states  would  be  required  to 
develop  comparative  data  on  quality  and  outcomes  for  health  care  providers 
within  five  years.  The  federal  government  would  implement  these  information 
systems  directly  if  states  failed  to  do  so.  Second,  the  proposal  would  increase 
federal  funding  for  research  on  outcomes  and  for  the  development  of  practice 
guidelines  for  providers.  This  research  would  improve  information  on 
appropriate  care  and,  over  time,  would  reduce  the  amount  of  inappropriate 
and  unnecessary  care  being  provided. 


Previous  Analysis 

In  theory,  improved  access  to  relevant  information  would  lead  to  more 
efficient  behavior  by  consumers.  The  consistency  of  this  response  across 
consumers,  the  magnitude  of  any  such  response,  and  the  time  lapse  before  the 
availability  of  new  information  achieved  its  maximum  impact  on  consumer 
behavior,  however,  are  empirical  rather  than  theoretical  questions.  Little 
evidence  appears  to  be  available  on  these  issues. 

One  source  of  evidence  is  a  survey  of  Medicare  beneficiaries  in  1988 
and  1989  that  examined,  in  part,  whether  and  how  Medicare  beneficiaries 
used  information  concerning  which  physicians  had  agreed  to  accept 
assignment-that  is,  to  abide  by  the  Medicare-allowed  charge  for  each  service 
as  payment  in  full.6  Medicare  publishes  annual  directories  that  identify 
these  "participating  physicians"  who  agree  to  accept  Medicare's  allowed  charge 
as  payment  in  full;  the  directories  are  available  from  Social  Security  offices 
and  many  senior  citizens'  organizations.  The  study  found  that  only  one- 
quarter  of  beneficiaries  understood  that  these  physicians  accepted  assignment 
on  all  claims;  that  beneficiaries  who  were  most  vulnerable  to  high  medical 
bills  were  least  likely  to  understand  this;  that  only  8  percent  of  respondents 
remembered  having  seen  one  of  the  directories;  and  that  only  3  percent  had 
used  a  directory  when  locating  a  physician. 


6.  Physician  Payment  Review  Commission,  "Assignment  and  the  Participating  Physician  Program 
An  Analysis  of  Beneficiary  Awareness,  Understanding,  and  Experience,"  Background  Paper  No. 
89-1  (September  1989). 
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Many  experts  believe  that  the  effective  development,  dissemination, 
and  implementation  of  guidelines  for  clinical  practice  could  improve  the 
quality  of  health  care  significantly.  Whether  this  would  also  help  to  contain 
health  care  costs  is  much  less  certain  and  would  depend  on  such  factors  as 
priorities  for  developing  guidelines,  their  rate  of  development,  the 
effectiveness  of  their  dissemination  and  implementation,  and  the  effects  that 
guidelines  used  for  some  procedures  and  conditions  would  have  on  the  use  of 
other  health  services.  For  example,  although  practice  guidelines  that  focus  on 
overuse  of  services  would  have  the  greatest  potential  to  reduce  costs,  most 
guidelines  developed  to  date  have  focused  on  the  underuse  or  misuse  of 
services.  Similarly,  the  rapidity  of  technological  change  creates  a  difficulty 
because,  as  fast  as  guidelines  can  be  produced  for  certain  procedures,  new 
technologies  are  developed  for  which  no  guidelines  exist. 


Assessment  of  the  Proposal's  Implications  for  Containing  Costs 

Giving  consumers  the  information  they  need  to  make  more  informed  decisions 
might  enhance  both  the  quality  and  cost-effectiveness  of  care.  Although  the 
magnitudes  of  any  such  effects  are  uncertain,  they  would  probably  not  be 
large.  Most  consumers  pay  for  only  a  fraction  of  their  health  care  costs  out 
of  pocket  and  so  have  lower  incentives  than  otherwise  to  seek  information, 
even  when  it  is  readily  available.  In  addition,  it  remains  to  be  demonstrated 
that  reliable,  timely,  and  readily  understandable  data  could  in  fact  be 
generated  to  inform  consumers  about  which  current  procedures  are  highly 
effective  or  about  the  quality  of  care  provided  by  specific  physicians  and 
hospitals.  While  it  is  likely  that  some  consumers  would  use  additional 
information  to  make  more  cost-effective  or  quality-enhancing  decisions  about 
medical  care,  any  impact  on  costs  would  probably  occur  over  an  extended 
period,  because  of  the  time  necessary  for  developing  and  disseminating  this 
information. 

Although  guidelines  could  increase  the  overall  quality  of  care  in  the 
United  States,  it  is  unlikely  that  provision  of  additional  information  to 
providers,  by  itself,  would  significantly  reduce  national  health  expenditures. 
To  the  extent  that  changes  in  practice  resulting  from  guidelines  reduced 
providers'  revenues,  there  would  be  at  least  partially  offsetting  increases  in  the 
provision  of  other  services.  Guidelines  could,  however,  increase  the 
proportion  of  appropriate  and  necessary  services,  by  substituting  them  for 
other  services  that  provide  little  or  no  benefit. 
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APPENDIX  E 


THE  PRESIDENTS  COMPREHENSIVE  HEALTH  REFORM 
PROGRAM:  PREVENTIVE  HEALTH  CARE  


The  President's  health  reform  program  emphasizes  the  importance  of  health 
promotion  and  disease  prevention  for  improving  health  status  and  controlling 
health  care  costs.  The  Administration  proposes  to  support  and  enhance 
prevention  programs  that  are  known  to  be  effective  and  to  test  other 
preventive  interventions  through  demonstration  projects.  The  health  plan 
focuses  on  three  types  of  preventive  activities:  measures  to  help  vulnerable 
populations  at  high  risk  of  preventable  disease;  measures  to  improve  access 
to  primary  care  services  for  disadvantaged  or  isolated  Americans;  and 
measures  to  encourage  healthier  life-styles. 

Identifying  the  proposed  budget  for  preventive  health  care  in  the 
Administration's  plan  is  difficult  because  the  proposal  takes  a  broad  view  of 
prevention  and  includes  a  range  of  nontraditional  preventive  programs. 
Health  promotion  and  disease  prevention  are  affected  by  many  different 
health  programs-including  discretionary  programs  and  entitlements~as  well 
as  programs  that  are  not  usually  considered  to  be  health  care  programs,  such 
as  Head  Start  and  Department  of  Transportation  safety  programs.  Moreover, 
some  health  programs  may  serve  multiple  prevention  objectives  and,  unless 
the  budgets  for  these  programs  are  allocated  across  the  different  objectives, 
avoiding  the  double-counting  of  expenditures  may  be  difficult. 

The  proposal  states  that  federal  expenditures  for  preventive  health  care 
would  increase  from  more  than  $8  billion  in  1992  to  almost  $9  billion  in  1993. 
It  is  not  possible,  however,  to  identify  the  unique  components  of  this  total. 
The  proposal  includes  a  table  from  the  budget  showing  obligations  for 
"programs  focused  on  prevention  and  the  next  generation,"  but  it  does  not 
provide  an  unduplicated  count  of  preventive  health  care  expenditures  (see 
Table  3).7  In  fact,  the  proposed  spending  for  1993  shown  in  this  table  totals 
about  $27.5  billion,  or  approximately  three  times  the  $9  billion  amount 
mentioned  elsewhere. 

Although  one  cannot  always  determine  from  the  table  which  programs 
would  contribute  to  particular  preventive  health  care  activities,  it  is  clear  that 
significant  amounts  of  the  proposed  expenditures  for  preventive  health  care 
are  estimates  of  federal  Medicaid  and  Medicare  expenditures  for  these 
services  that  will  occur  under  current  law.  Medicaid,  for  example,  accounts 
for  half  of  the  proposed  expenditures  for  reducing  infant  mortality  and  almost 
70  percent  of  the  budget  for  family  planning  services,  and  Medicare  accounts 
for  more  than  80  percent  of  the  proposed  expenditures  for  preventing 
mortality  from  breast  and  cervical  cancer.  Similarly,  80  percent  of  the  budget 
to  improve  access  to  primary  health  care  services  can  be  attributed  jointly  to 
Medicare  and  Medicaid. 

The  President's  1993  budget  provides  more  detailed  information  on 
discretionary  preventive  health  care  programs  than  does  the  health  plan.  On 
average,  the  budget  proposes  an  increase  of  about  11  percent  over  the  1992 
level  (in  current  dollars)  for  preventive  health  programs  within  the 
Department  of  Health  and  Human  Services  (HHS),  plus  the  Special 


7.  For  example,  the  Special  Supplemental  Food  Program  for  Women,  Infants,  and  Children  (WIQ 

is  listed  separately  as  a  prevention  program  in  its  own  right,  and  the  WIC  budget  is  also  included 
as  part  of  the  expenditures  for  infant  mortality  reduction.  Similarly,  the  Maternal  and  Child 
Health  Block  Grant,  which  is  included  in  the  line  item  for  access  to  primary  health  care  services, 
may  also  be  included  in  infant  mortality  reduction  since  unspecified  Public  Health  Service 
programs  account  for  17  percent  of  the  budget  for  infant  mortality  reduction. 
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Supplemental  Food  Program  for  Women,  Infants,  and  Children  (WIC)  (see 
Table  4).  The  total  proposed  budget  for  these  programs  in  1993  is  $6.5 
billion.8 

The  budgets  for  programs  that  primarily  affect  maternal  and  child 
health  would  increase  by  11  percent;  other  programs  to  improve  access  to 
primary  care  would  grow  by  16  percent.  Significant  increases  are  proposed 
for  immunizations,  the  Healthy  Start  infant  mortality  initiative,  the  WIC 
program,  the  prevention  of  lead  poisoning,  community  and  migrant  health 
centers,  the  National  Health  Service  Corps,  health  care  for  the  homeless,  the 
prevention  of  mortality  from  breast  and  cervical  cancer,  and  the  elimination 
of  tuberculosis.  (Large  percentage  increases  are  also  proposed  for  programs 
to  prevent  smoking  and  to  improve  the  health  status  of  minority  males,  but 
these  programs  are  extremely  small.) 

Some  existing  prevention  programs  would  experience  either  a  budget 
reduction  or  virtually  no  budget  increase  in  1993.  They  include  the  preventive 
health  services  block  grant,  which  provides  federal  support  to  the  states  for 
preventive  health  programs,  and  the  programs  of  the  Centers  for  Disease 
Control  that  address  injury  control,  sexually  transmitted  diseases,  chronic  and 
environmental  diseases,  and  occupational  safety  and  health. 


The  Role  of  Preventive  Health  Care  in 
Improving  Health  Status  and  Controlling  Costs 

The  contribution  of  many  preventive  health  services  to  improved  health  status 
and  well-being  is  widely  recognized.  For  example,  the  dramatic  declines  that 
have  occurred  in  mortality  from  strokes  and  cervical  cancer  and  in  the 
incidence  of  childhood  infectious  diseases  have  been  attributed  to  the 
widespread  use  of  three  preventive  interventions:  detection  and  control  of 
high  blood  pressure,  Pap  tests,  and  childhood  immunizations.  (The  recent 
measles  epidemic  in  this  country  demonstrates  both  the  importance  of 
maintaining  high  immunization  levels  and  the  problems  of  access  to  primary 
care  for  low-income  preschool  children.)  Similarly,  appropriate  prenatal  care, 
including  supplemental  nutrition  for  low-income  pregnant  women,  can  be  an 
effective  intervention  for  reducing  low  birthweight  and  infant  mortality.  The 
effectiveness  of  some  other  preventive  interventions-especially  counseling  to 
encourage  life-style  modification-is  more  uncertain,  however.  This  issue  has 
assumed  a  new  urgency  in  recent  years,  as  life-style  modification  to  reduce 
risk  is  the  only  means  to  prevent  human  immunodeficiency  virus  (HIV) 
infection. 

The  argument  that  more  preventive  health  care  will  lower  health 
expenditures  is  based  on  two  assumptions: 

o  Prevention  of  diseases  or  poor  health  outcomes  (such  as  low 
birthweight)  is  less  costly  than  treating  these  events  after  they 
occur. 

o  Early  detection  and  treatment  of  diseases  in  asymptomatic 
people  is  less  costly  than  delaying  treatment  until  later  in  the 
disease  process. 


8.  Note  that  this  total  takes  a  relatively  narrow  view  of  prevention  programs  by  excluding  child 

welfare  programs,  such  as  Head  Start,  and  research  and  education  programs  of  the  National 
Institutes  of  Health.  It  also  excludes  all  programs  outside  HHS-except  for  WIC-that  may  have 
preventive  health  care  benefits. 
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Services  such  as  immunizations,  prenatal  care,  and  family  planning,  which  can 
have  immediate  beneficial  effects  on  health  status,  are  investments  that  may 
lower  overall  health  expenditures;  in  other  words,  at  least  in  these  cases,  the 
first  assumption  is  probably  justified.9  The  second  assumption  is  more 
problematic,  however.  In  particular,  screening  and  early  detection  programs 
for  chronic  diseases-which  may  be  strongly  supported  for  their  contributions 
to  improved  health  status  and  longevity-may  raise  rather  than  lower  total 
health  expenditures. 

Confusion  arises  because  many  simple  preventive  initiatives-such  as 
Pap  tests-are  cheap  for  the  individual,  and  the  cost  may  seem  very  low  when 
compared  with  the  cost  of  treating  a  subsequent  disease  such  as  cervical 
cancer.  The  long-term  aggregate  costs  of  screening  for  chronic  diseases-when 
diagnostic  follow-ups,  rescreenings,  and  treatments  are  taken  into  account- 
may,  however,  exceed  the  aggregate  costs  of  treating  those  who  ultimately 
develop  the  target  disease.  This  observation  does  not  mean  that  services  such 
as  screening  for  cervical  cancer,  hypertension,  or  cholesterol  are  not 
important,  only  that  their  potential  for  lowering  the  costs  of  health  care  may 
not  be  the  appropriate  criterion  by  which  to  evaluate  them. 

The  current  evidence  on  preventive  health  services  appears,  therefore, 
to  support  the  following  conclusions: 

o  Although  clinical  preventive  medicine  may  be  an  important 
component  of  high-quality  health  care,  the  costs  of  many 
preventive  services  and  routine  screening  applied  to  the  entire 
population  are  likely  to  exceed  the  savings  that  would  be 
generated  through  lower  treatment  costs. 

o  Counseling  to  encourage  life-style  modification  for  reducing 
health  risks  may  be  effective  only  for  a  small  proportion  of 
those  who  participate.  Even  for  those  who  successfully  change 
their  life-styles,  the  savings  in  future  health  care  costs  are  often 
not  sufficient  to  offset  the  costs  of  such  efforts.  Counseling  to 
prevent  HTV  infection,  which  is  a  very  costly  disease  to  treat, 
may  prove  to  be  an  exception,  however.  If  counseling  programs 
targeted  at  high-risk  populations  (such  as  clients  in  clinics  for 
sexually  transmitted  diseases)  prevented  even  a  few  cases  of 
HTV  infection,  the  long-term  savings  might  outweigh  the 
counseling  costs. 

o  Preventive  programs  to  improve  birth  outcomes,  reduce  rates  of 
unwanted  pregnancy,  and  ensure  that  young  children  are  fully 
immunized  may  lower  total  health  care  costs. 


Effects  of  the  President's  Plan 

The  President's  plan  would  expand  preventive  health  services  for  pregnant 
women  and  children  and  improve  access  to  primary  care  services  for  low- 
income  populations.  Expanding  the  immunization  program,  WIC,  and 
Healthy  Start  (an  infant  mortality  initiative)  would  almost  certainly  improve 
the  health  status  of  the  target  populations  and  might  lower  overall  health 
expenditures.  The  budgetary  increases  for  primary  care  would  probably  also 
have  positive  effects  on  health  status,  but  their  effects  on  health  expenditures 
are  uncertain.    For  example,  improving  access  to  primary  care  among 


9.  The  very  large  rise  in  vaccine  costs  over  the  past  decade,  however,  has  greatly  increased  the  costs 

of  immunization  programs. 
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underserved  populations  might  increase  the  use  of  preventive  health  services- 
such  as  prenatal  care-and  reduce  the  use  of  emergency  rooms  for  acute 
illnesses,  which  might  lower  overall  health  expenditures.  Improving  access  to 
health  care  for  low-income  people  could,  however,  increase  the  overall  use 
and  costs  of  health  care. 

The  effects  of  other  aspects  of  the  President's  proposal  on  health  care 
costs  are  difficult  to  assess  because  of  the  lack  of  specificity  in  some  areas, 
and  because  little  information  exists  about  the  outcomes  and  impacts  on 
health  care  costs  of  many  prevention  programs.  For  example,  a  large 
component  of  the  President's  proposal  focuses  on  injury  prevention  ($2  billion 
in  1993),  with  nearly  all  of  the  funds  for  this  activity  going  to  the  Department 
of  Transportation.  (By  contrast,  the  Centers  for  Disease  Control  (CDC) 
would  receive  $27  million  for  injury  prevention  in  1993.)  The  proposal  states 
that  these  funds  would  primarily  be  used  for  "aviation,  rail,  highway,  marine, 
and  pipeline  and  hazardous  material  transportation  safety."  Specific 
information  about  the  initiative  is  not  provided,  although  some  funds  would 
apparently  be  used  to  reduce  drunk  driving  and  to  increase  the  protection  of 
vehicle  occupants.  The  annual  health  care  costs  of  injuries  are,  indeed, 
extremely  high,  and  effective  preventive  measures  might  well  lower  health 
expenditures.10  Without  more  details  of  the  President's  proposal,  however, 
no  conclusions  can  be  drawn. 

Head  Start,  another  program  promoted  in  the  President's  plan, 
provides  a  range  of  comprehensive  services  for  early  childhood  development, 
including  health  care  and  nutrition  services.  Children  enrolled  in  Head  Start 
are  screened  for  a  range  of  health  problems,  have  their  immunization  status 
assessed,  and  are  referred  to  appropriate  health  care  providers  as  needed. 
They  also  receive  nutritious  meals.  Evidence  suggests  that  Head  Start  has  a 
positive  effect  on  the  health  status  of  low-income  children;  the  effects  on 
health  care  costs,  however,  are  uncertain. 

Most  of  the  funding  for  the  prevention  of  cervical  and  breast  cancer 
mortality  would  come  from  the  Medicare  program  under  current  law.  The 
President's  proposal  would  increase  CDCs  budget  in  this  area  by  $20  million 
(to  $70  million).  These  funds  would  be  used  to  pay  for  screening  services  for 
women  who  lack  other  means  of  reimbursement,  for  the  establishment  of 
mechanisms  to  assure  the  quality  of  screening  procedures,  and  for  expanded 
public  education  efforts.  (The  HHS  1993  budget  states  that  the  National 
Institutes  of  Health  would  also  spend  an  estimated  $24  million  on  education 
about  breast  and  cervical  cancer  in  1993,  but  it  is  not  clear  whether  this  would 
be  an  increase  over  the  current  level.)  Greater  use  of  screening  services  for 
cervical  and  breast  cancer,  though  highly  beneficial,  is  more  likely  to  increase 
than  to  lower  total  health  expenditures. 


10.        The  proposal  estimates  that  the  costs  associated  with  injuries  exceed  $100  billion  a  year,  but 
what  this  figure  includes  is  not  stated. 
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APPENDIX  F  

THE  PRESIDENTS  COMPREHENSIVE  HEALTH  REFORM  

PROGRAM:  MALPRACTICE  LAW  

Changes  in  malpractice  law  that  form  part  of  the  President's  Comprehensive 
Health  Reform  Program  could  alter  incentives  for  health  care  delivery. 
Existing  incentives  are  perverse,  the  discussion  suggests,  because  they 
encourage  both  malpractice  litigation  and  defensive  medicine. 

Accordingly,  the  President's  plan  proposes  measures  to: 

o       Limit  allowable  noneconomic  damages  for  malpractice; 

o  Eliminate  joint  and  several  liability  for  noneconomic  damages 
(currently,  when  two  or  more  defendants  share  responsibility  for 
a  medical  injury,  claimants  may  obtain  up  to  100  percent  of  the 
damages  from  any  defendant); 

o  Eliminate  the  collateral  source  rule,  which  allows  for  double 
recovery  by  not  requiring  that  malpractice  awards  be  reduced 
when  compensation  is  received  from  other  ("collateral")  sources, 
such  as  health  or  disability  insurance; 

o  Require  periodic,  rather  than  lump-sum,  payments  for 
malpractice  awards; 

o  Promote  settlements  through  pretrial  alternative  dispute 
resolution  (ADR),  including  mediation,  and  screening  panels 
(for  example,  the  proposal  would  enable  either  party  to  propose 
use  of  ADR  and  would  make  any  party  who  refuses  this  offer 
and  then  loses  the  litigation  liable  for  both  parties'  legal  costs, 
and  it  would  begin  a  pilot  ADR  program  within  the  Federal 
Employees  Health  Benefits  program);  and 

o  Promote  enhanced  quality  of  care  through  improved  peer 
review,  enhanced  effectiveness  research,  and  increased  efforts 
to  develop  guidelines  and  standards  for  quality  and 
performance. 


Summary  of  the  Available  Evidence 

What  is  known  about  the  contribution  of  medical  malpractice  liability  to 
national  health  expenditures  and  about  the  potential  effects  of  changes  in  the 
malpractice  system  on  health  care  costs? 

Premium  and  Litigation  Costs.  In  1990,  malpractice  premiums  totaled  $5 
billion,  or  0.74  percent  of  all  U.S.  health  care  spending.  Between  1982  and 
1988,  the  average  annual  growth  rate  of  real  malpractice  premiums  was  14.3 
percent.  Additional  litigation-related  expenses  that  physicians  incurred  for 
attorneys'  fees  and  lost  working  time  would  have  been  about  $220  million  in 
1990  if  the  expenses  increased  from  1984  at  the  same  14.3  percent  rate  as 
total  malpractice  premiums.11 


n. 


Based  on  estimates  in  Roger  A.  Reynolds,  John  A.  Rizzo,  and  Martin  L.  Gonzalez,  The  Cost 

of  Medical  Professional  Liability,"  Journal  of  the  American  Medical  Association,  vol.  257,  no.  20 
(May  22/29,  1987),  pp.  2776-2781. 
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Costs  of  Defensive  Medicine.  The  present  system  of  tort  liability  applies 
different  standards  for  medical  services  and  medical  products.  For  medical 
services,  a  negligence  standard  for  liability  applies.  Physicians  must  provide 
diagnosis  and  care  that  are  of  a  customary  standard  according  to  the  practices 
among  reasonable  and  prudent  physicians  (or  a  respectable  minority  of  such 
physicians).  Moreover,  once  having  accepted  the  responsibility  for  a  patient's 
care,  a  physician  may  not  provide  less  care  or  care  of  a  lower  quality  merely 
because  the  patient  lacks  the  means  to  pay  for  it.  For  medical  products,  a 
more  stringent  standard  known  as  strict  liability  applies.  Under  this  standard, 
an  individual  who  experiences  an  adverse  outcome  from  using  a  medical 
product  may  claim  damages  even  when  the  provider  of  the  product  has  not 
been  negligent. 

The  tort  liability  system  therefore  tends  to  increase  costs  indirectly 
because  of  the  incentives  it  creates.  For  example,  it  gives  physicians 
incentives  to  practice  defensive  medicine  because,  if  challenged,  they  will  be 
able  to  document  that  they  met  or  exceeded  the  legal  standard  for 
appropriate  care.  Physicians  may  also  be  slower  to  adopt  new  medical 
innovations  because  of  concerns  about  liability,  but  the  direction  of  the  effect 
on  the  cost  of  health  care  is  uncertain.  Tort  liability  also  creates  incentives 
for  manufacturers  to  incur  additional  safety-related  manufacturing  costs,  to 
curtail  the  development  or  marketing  of  potentially  beneficial  but  risky  new 
products,  and  to  seek  distribution  of  potentially  risky  pharmaceuticals  only 
when  prescribed  by  a  physician  because  the  liability-related  obligations  are 
then  less. 

Defensive  medicine  is  defined  narrowly  here  as  liability-induced 
changes  in  medical  practice  that  entail  costs  in  excess  of  benefits  and  that 
would  not  have  occurred  in  the  absence  of  the  liability  system.  In  other 
words,  it  does  not  include  other  care  for  which  costs  exceed  benefits  and  that 
results  instead  from  different  factors,  such  as  the  availability  of  insurance 
coverage  or  the  training  of  physicians  in  medically  appropriate  responses  to 
diagnostic  uncertainty. 

Defensive  medicine  may  take  both  positive  and  negative  forms. 
Positive  practices  include  ordering  additional  diagnostic  tests  or  therapeutic 
measures,  spending  more  time  with  patients  explaining  treatment  options,  and 
keeping  additional  records.  Physicians  may  order  additional  tests  and 
procedures,  for  example,  believing  that  they  create  a  trail  of  active  and  often 
high-technology  care  that  can  be  easily  documented  in  court,  thereby  enabling 
them  to  demonstrate  that  customary  practice  standards  were  met.  Negative 
defensive  practices  include  restricting  one's  practice  to  low-risk  cases,  refusing 
to  accept  certain  people  as  patients,  declining  to  perform  high-risk  procedures, 
and  retiring  from  practice  completely.  Positive  forms  of  defensive  medicine 
primarily  affect  the  costs  of  care,  whereas  negative  forms  primarily  affect 
access  to  care  (including  obstetrical  care,  in  some  geographic  areas). 

Although  systematic  research  evidence  about  how  liability  affects 
physicians'  practice  patterns  is  not  definitive,  the  positive  form  of  defensive 
medicine,  as  defined  above,  does  not  appear  to  be  widespread.  Danzon's 
recent  review  reported  that  evidence  for  ambulatory  care  does  not  support 
claims  that  many  extra  tests  and  visits  are  ordered  defensively:  for  example, 
increases  in  liability  costs  are  not  consistently  associated  with  increases  in  the 
frequencies  of  laboratory  tests  and  procedures,  X-rays  and  fluoroscopies,  or 
office  visits.12  In  contrast,  following  increases  in  malpractice  costs  of  50 
percent  to  100  percent  in  1985,  roughly  20  percent  of  providers-especially 


12.        Patricia  M.  Danzon,  "Liability  for  Medical  Malpractice,"  Journal  of  Economic  Perspectives,  vol 
5,  no.  3  (Summer  1991),  pp.  51-69. 
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older  physicians  and  generalists-reported  that  they  had  stopped  performing 
high-risk  procedures  in  response  to  concerns  about  liability.  Overall,  Danzon 
concluded,  the  evidence  indicates  that  previous  estimates  of  the  costs  of 
defensive  medicine  were  probably  too  high  and  that  some  potentially  efficient 
changes  in  practice  have  occurred  in  response  to  concerns  about  liability. 

Nevertheless,  it  appears  to  be  widely  believed  by  both  physicians  and 
others  that  defensive  medicine  is  a  real  phenomenon  and  that  its  scale  might 
be  significant.  For  example,  frequently  cited  (and  recently  updated)  estimates 
for  1984,  which  were  based  on  surveys  of  physicians  by  the  American  Medical 
Association  (AMA),  put  the  additional  costs  of  physicians'  services  resulting 
from  professional  liability  at  15  percent  of  the  total  cost  of  these  services.13 
In  this  and  other  surveys,  a  substantial  proportion  of  providers  have  reported 
adopting  additional  defensive  practices  because  of  concerns  about  liability. 
Moreover,  high  rates  within  the  United  States  for  procedures  such  as  cesarean 
section  and  diagnostic  imaging  have  been  interpreted  as  evidence  of  defensive 
styles  of  medical  practice. 

According  to  updated  estimates  based  on  the  Reynolds  study, 
physicians  not  only  spent  $5.6  billion  on  malpractice  premiums  in  1989  but 
also  incurred  additional  professional  liability  costs-primarily  due  to  defensive 
medicine-amounting  to  $15.1  billion,  or  12.8  percent  of  total  physician 
expenditures.14  Given  the  study's  methodology,  this  implies  a  1989  estimate 
of  $20.7  billion,  or  17.6  percent  of  total  physician  expenditures,  for  both  types 
of  liability-related  costs.  The  President's  health  care  proposal  erroneously 
cites  the  cost  of  defensive  medicine  alone  as  $20.7  billion  in  1989.16 

If  one  adopts  the  relatively  narrow  definition  suggested  above,  it  seems 
reasonable  to  conclude  that  defensive  medicine  is  probably  not  a  major  factor 
in  the  costs  of  medical  care.  Each  of  the  two  approaches  that  the  Reynolds 
study  used  to  estimate  the  scale  of  defensive  medicine  has  significant 
methodological  limitations.  For  example,  the  AMA  data  may  exhibit 
measurement  bias;  in  addition,  the  effects  they  were  designed  to  measure 
included  increases  in  services  that  might  have  had  medical  benefits,  as  well 
as  practice  changes  that  were  made  merely  to  provide  additional  validation 
or  to  serve  as  a  basis  for  subsequent  evaluation  of  medical  judgments. 

Moreover,  changing  practice  styles  could  also  have  reflected  factors 
other  than  defensive  medicine.  Medical  education  has  typically  given  little 
emphasis  to  cost-conscious  decisionmaking.  The  marketing  environment  for 
medical  care  may  encourage  use  of  high-technology  equipment,  insofar  as  the 
availability  of  such  equipment  helps  health  care  institutions  to  attract  both 
physicians  and  patients.  Fee-for-service  reimbursement  creates  incentives  to 
provide  additional  services.  Provider  referrals  to  medical  facilities  in  which 
they  have  a  financial  interest  appear  to  have  grown.  In  addition,  changes  in 
professional  judgments  about  appropriate  medical  care  that  increasingly 
emphasize  minimization  of  medical  risks~for  example,  the  medically 
appropriate  response  to  diagnostic  uncertainty-may  stem  in  part  from  concern 
about  liability.  These  changes  would  probably  be  affected  little  by  altering  the 
malpractice  system,  however,  because  changes  in  customary  practice  that  have 
reduced  the  level  of  medical  risk-even  if  at  substantial  cost-seem  unlikely  to 
be  readily  or  rapidly  reversible. 


is.        Reynolds  and  others,  "The  Cost  of  Medical  Professional  Liability,"  pp.  2776-2781. 

14.  Cited  in  James  W.  Moser  and  Robert  A.  Mussacchio,  The  Cost  of  Medical  Professional 
Liability  in  the  1980s,"  Medical  Malpractice  Management  (Summer  1991),  pp.  6-9. 

15.  The  President's  Comprehensive  Health  Reform  Program,"  February  1992,  p.  51. 
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Cost-Reducing  Deterrent  Effect  of  Tort  liability.  The  current  tort  liability 
system  may  deter  some  medical  injuries,  thereby  tending  to  lower  spending  on 
health  care.  If  so,  changing  the  system  could  raise  national  health 
expenditures  and  other  costs  associated  with  medical  injury,  including  reduced 
earnings.  The  basis  for  this  argument  is  that  tort  liability  reduces  costs  insofar 
as  it  deters  medical  accidents.  We  do  not  know,  however,  how  well  it  does 
so  or  whether  alternative  systems  could  do  so  better.  Danzon  has  inferred 
from  available  data  that  the  economic  costs  of  medical  injuries  may  be  10 
times  greater  than  total  malpractice  premiums,  which  would  imply  costs  of 
about  $50  billion  in  1990.  Given  this,  she  notes,  the  tort  liability  system  could 
justify  its  costs  if  it  deterred  even  a  relatively  small  proportion  of  medical 
injuries.16  A  more  recent  study  using  1984  data  from  New  York  State  found 
that  the  link  between  medical  injury  and  receipt  of  compensation  is  tenuous- 
only  about  one  of  every  16  people  who  were  medically  injured  received 
compensation  through  the  tort  system.17 


Assessment  of  the  Proposal's  Implications  for  Cost  Containment 

Even  though  malpractice  premiums  account  for  only  a  small  share  of  total 
national  health  spending  in  the  United  States,  the  malpractice  environment 
may  make  it  more  difficult  to  carry  out  effective  cost  containment  strategies 
in  this  country.  Physicians  may  be  reluctant  to  incorporate  consideration  of 
costs  into  their  practice  decisions,  in  the  face  of  potential  liability  suits.  From 
this  perspective,  the  development  of  practice  guidelines  and  results  from 
research  on  the  outcomes  of  different  treatments,  in  combination  with  changes 
in  the  system  of  medical  malpractice  liability,  could  provide  a  foundation  of 
knowledge  that  might  enable  physicians  to  make  more  appropriate  and  cost- 
effective  decisions. 

Based  on  a  review  of  the  available  evidence,  we  infer  that  changes  in 
the  medical  malpractice  liability  system  could  affect  both  total  spending  for 
medical  malpractice  liability  premiums  and  the  distribution  of  those 
premiums.  Nevertheless,  any  such  change  in  total  spending  on  premiums 
would  represent  only  a  very  small  change  in  total  national  health  expenditures 
because  malpractice  premiums  are  themselves  less  than  1  percent  of  total 
national  health  expenditures. 

Moreover,  if  the  system  of  medical  malpractice  liability  were  modified, 
the  resulting  change  in  national  health  expenditures  would  be  uncertain,  and, 
if  any  reductions  occurred,  their  magnitude  would  probably  be  small.  In  fact, 
much  of  the  care  that  is  commonly  dubbed  "defensive  medicine"  would 
probably  continue  to  be  provided  for  reasons  other  than  concerns  about 
malpractice.  Finally,  any  reductions  generated  by  a  different  malpractice 
system  might  be  offset  by  an  increase  in  other  medical  services-including 
high-risk  ones-either  for  therapeutic  reasons  or  as  a  response  to  reductions 
in  physicians'  income. 


16.  Patricia  M.  Danzon.  "The  Medical  Malpractice  System:  Facts  and  Reforms,"  in  MA.  Baily  and 
WJ.  Cflrins,  eds.,  The  Effects  of  Litigation  on  Health  Care  Costs  (Washington  D.C.:  Brookings 
Institution,  1985),  pp.  28-35. 

17.  Harvard  Medical  Practice  Study,  "Patients,  Doctors,  and  Lawyers:  Medical  Injury,  Malpractice 
Litigation,  and  Patient  Compensation  in  New  York"  (Harvard  University,  Cambridge,  Mass., 
1990). 
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APPENDIX  G  

THE  PRESIDENTS  COMPREHENSIVE  HEALTH  REFORM  

PROGRAM:  REDUCING  ADMINISTRATIVE  COSTS  

The  President's  proposal  to  reduce  administrative  costs  contains  five  elements. 
Of  these,  four  are  discussed  here;  the  fifth,  the  development  of  Health 
Insurance  Networks  (HINs),  is  covered  in  the  attachment  on  insurance  market 
reforms.  The  Administration  estimates  that  the  five  elements  together  would 
reduce  administrative  costs  by  up  to  25  percent,  or  $13  billion.  The  four 
discussed  below  would  cut  costs  by  an  estimated  $4  billion,  or  8  percent; 
HINs  by  as  much  as  $9  billion,  or  17  percent 

Description  of  the  Proposals 

To  reduce  administrative  costs,  the  Administration  proposes  to  encourage: 

o  Near-universal  electronic  billing  using  standardized  claims 
procedures. 

o  Streamlined  utilization  review  procedures,  changing  the 
emphasis  from  claim-by-claim  review  of  treatment  to  analysis  of 
providers'  patterns  of  care. 

o  Use  of  electronic  cards  for  patients  to  give  providers 
information  about  patients'  insurance  benefits  at  the  time  of 
service. 

o  Computerized  medical  records  with  pertinent  information 
included  on  patients'  cards. 

Effects  of  the  Proposals 

According  to  the  Administration's  estimates.  Changing  completely  to 
electronic  billing  would  save  between  $3  billion  and  $6  billion  a  year.  Some 
4  billion  health  insurance  claims  are  filed  annually,  about  three-quarters  of 
them  on  paper.  Every  claim  switched  from  paper  to  electronic  billing  is 
expected  to  save  between  $1  and  $2,  with  savings  shared  equally  by  insurers 
and  providers.  Those  savings  would  depend  heavily  on  the  standardization 
of  claims  procedures,  however.  In  addition,  universal  electronic  billing  would 
require  that  providers  submit  all  claims  for  their  patients,  rather  than 
collecting  payment  directly  from  patients  who  would  then  file  for  insurance 
reimbursement. 

Savings  from  the  other  three  elements  would  be  more  distant.  In  many 
instances  no  consensus  exists  about  appropriate  patterns  of  care,  and  the 
research  necessary  to  develop  it  is  just  beginning.  Hence,  improvements  in 
utilization  review  are  longer-term  initiatives.  Electronic  cards  for  patients 
might  cut  collection  costs  for  providers,  and  inclusion  of  medical  records  on 
the  cards  would  reduce  the  incidence  of  duplicative  services  (as  well  as 
improve  the  quality  of  care).  But,  however,  confidentiality  issues  may  pose 
a  major  barrier  to  the  introduction  of  electronic  cards,  especially  if  medical 
records  are  encoded  along  with  insurance  benefit  information. 
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APPENDIX  H  

PRESIDENTS  COMPREHENSIVE  HEALTH  REFORM  PLAN: 
PROPOSALS  FOR  THE  MEDICAID  PROGRAM  

The  President's  health  plan  outlines  a  fundamental  restracturing  of  the 
Medicaid  program,  linked  to  the  proposal  to  grant  tax  credits  to  low-income 
people  for  the  purchase  of  health  insurance.  Under  the  proposal,  states  would 
have  the  opportunity  to  develop  coordinated  systems  of  health  care  for  all 
low-income  people. 


Background 

Medicaid  is  a  state-administered  entitlement  program  that  operates  under 
federal  guidelines  to  provide  medical  care  to  certain  low-income  populations. 
The  federal  government  matches  state  expenditures  for  covered  services  and 
administrative  costs;  federal  financial  participation  rates  range  from  50 
percent  to  80  percent,  depending  on  the  per  capita  income  of  the  state. 
Medicaid  expenditures  have  grown  exceptionally  rapidly  in  recent  years, 
reaching  $92  billion  in  1991.  Federal  expenditures  constituted  57  percent  of 
that  amount,  while  state  and  local  spending  accounted  for  43  percent. 
Mandated  expansions  of  eligibility  have  contributed  significantly  to  the  rising 
costs.  Rapid  increases  are  likely  to  continue  in  the  1990s,  with  Medicaid 
absorbing  increasingly  large  percentages  of  federal  and  state  spending. 

In  spite  of  the  recent  dramatic  growth  in  the  Medicaid  program,  many 
low-income  people  still  lack  health  insurance  coverage.  In  March  1990,  for 
example,  31.9  million  people  in  the  United  States  had  family  incomes  below 
the  poverty  level,  and  9.6  million  of  them  had  neither  private  nor  public 
health  insurance.  Furthermore,  having  Medicaid  coverage  does  not  guarantee 
access  to  necessary  health  care.  Some  Medicaid  beneficiaries,  for  example, 
have  trouble  finding  physicians  who  will  treat  them  Contributing  to  this 
problem  are  such  factors  as  low  reimbursement  rates  and  shortages  of 
physicians  in  low-income  areas. 

A  key  assumption  in  the  President's  plan  is  that  greater  use  of 
coordinated  care  could  improve  access  to  health  care  for  the  poor  and  help 
to  contain  costs.  Coordinated  care  is  defined  to  include  health  maintenance 
organizations^HMOs),  preferred  provider  organizations  (PPOs),  primary  care 
case  manager  (PCCM)  programs,  and  other  cost-effective  alternative  delivery 
systems.  Federal  savings  generated  in  the  Medicaid  program  would  be  used 
to  help  pay  for  coverage  for  other  low-income  people  who  are  at  present 
uninsured.  This  result  would  be  accomplished  by  granting  tax  credits  for  the 
purchase  of  health  insurance,  as  discussed. 


Description  of  the  Proposal 

The  President's  proposal  has  three  major  features: 

o  The  federal  share  of  some  Medicaid  expenditures  would  be 
capped; 

o  States  would  be  required  to  assume  the  major  responsibility  for 
developing  systems  of  health  care  for  the  poor-including 
Medicaid  beneficiaries  and  other  low-income  people  who 
receive  health  insurance  tax  credits;  and 
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o       The  delivery  of  acute  health  services  to  Medicaid  beneficiaries 
would  occur  primarily  through  systems  of  coordinated  care. 

Federal  Share  of  Medicaid  Expenditures.  Under  the  Administration's 
proposal,  a  prospective  per  capita  payment  would  replace  the  federal  share 
of  Medicaid  expenditures  for  acute  care  for  the  nonelderly  population.  The 
capitation  amounts,  which  would  vary  by  state,  would  be  based  on  each  state's 
Medicaid  expenditures  for  acute  care  in  1992.  The  system  would  index 
capitation  payments  in  future  years  and  permit  adjustments  for  changes  in  the 
age  and  sex  distribution  of  the  Medicaid  population.  The  additional  Medicaid 
payments  that  states  make  to  disproportionate-  share  hospitals  (those  with 
high  percentages  of  Medicaid  and  uninsured  patients)  would  not  be  included 
in  the  acute-care  cost  base,  and  these  payments  would  not  be  affected  by  the 
proposal.  (States  would,  however,  have  the  option  of  folding 
disproportionate-  share  payments  into  their  per  capita  payments.)  Federal 
Medicaid  payments  for  acute  care  services  to  each  state  would  be  the  product 
of  the  indexed  per  capita  amount,  the  number  of  people  who  use  Medicaid 
services,  and  the  federal  financial  participation  rate  for  that  state. 

Several  aspects  of  the  proposal-such  as  the  eligibility  categories  and 
services  to  be  covered  by  the  cap-remain  unclear.  Apparently,  Medicaid 
services  for  the  elderly  and  all  long  term  care  (regardless  of  eligibility 
category)  would  be  excluded  from  the  cap.  It  is  uncertain,  however,  whether 
the  plan  would  also  exclude  acute  care  for  disabled  beneficiaries  under  the 
age  of  65  who  are  eligible  for  both  Medicare  and  Medicaid.  Furthermore,  the 
plan  does  not  specify  which  services  would  be  considered  long-term  care. 
Under  the  narrowest  definition,  the  latter  might  cover  only  nursing  home 
services.  Defined  more  broadly,  however,  long-term  care  might  include  a 
wide  range  of  home-  and  community-based  services,  in  addition  to 
institutional  care. 

To  assess  the  effects  of  the  change  in  federal  Medicaid  financing,  one 
also  needs  more  information  about  the  proposed  annual  update  factors  for  the 
per  capita  payments.  For  1997  and  beyond,  according  to  the  plan,  the  annual 
update  factor  would  be  based  on  the  consumer  price  index-with  an 
adjustment  of  between  2  percent  and  4  percent  for  medical  inflation  that 
exceeds  general  inflation.  What  would  happen  in  the  interim  period  is  not 
clear. 

States'  Responsibilities  for  Health  Care  for  the  Poor.  The  plan  offers  two 
options  for  providing  health  care  for  the  poor.  In  both  cases,  states  would 
assume  the  major  responsibility  for  organizing  and  implementing  the  tax  credit 
program  for  low-income  citizens,  as  well  as  for  administering  the  Medicaid 
program 

States  choosing  Option  1  would  keep  their  Medicaid  programs  separate 
from  the  tax  credit  program  for  other  low-income  people.  Nonetheless,  each 
state  would  still  be  required  to  certify  eligibility  for,  and  establish  the  amount 
of,  the  tax  credit  for  people  wishing  to  obtain  the  credit  prospectively;  to 
define  a  basic  benefit  package  with  an  actuarial  value  equal  to  the  tax  credit; 
and  to  assure  that  the  basic  plan  is  offered  by  at  least  two  private  health 
plans.  Whether  the  private  plans  would  both  have  to  be  available  on  a 
statewide  basis  is  not  clear.  Under  this  option,  states  would  be  required  to 
maintain  the  actuarial  value  of  their  Medicaid  benefit  packages,  including  the 
optional  services  they  currently  offer,  although  they  could  modify  the  amount, 
duration,  and  scope  of  services.  The  rules  governing  eligibility  for  the 
Medicaid  program  would  not  change;  states  would  be  required  to  cover  all 
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mandatory  groups  and  any  optional  groups  that  they  covered  as  of  January  1, 
1992. 

Under  Option  2,  states  could  develop  unified  programs,  linking 
Medicaid  and  the  health  insurance  tax  credits  to  provide  coverage  for  all 
residents  with  incomes  below  the  poverty  level.  A  state  would  have 
considerable  flexibility  in  designing  its  program  and  could  elect  to  develop  a 
public  insurance  program  for  all  persons  below  the  poverty  level.  Any  federal 
tax-credit  beneficiary  could  opt  out  of  the  public  program,  however,  and 
receive  the  full  amount  of  the  credit  to  purchase  private  insurance.  Moreover, 
even  if  a  state  developed  a  public  program,  it  would  still  be  required  to 
ensure  that~as  in  Option  1-a  basic  benefit  package  was  offered  by  at  least 
two  private  health  plans.  Presumably,  the  purpose  of  these  private  plans 
would  be  to  serve  tax  credit  beneficiaries  who  decided  not  to  participate  in 
the  public  program. 

An  important  difference  between  the  two  options  involves  the  rules 
governing  eligibility  for  Medicaid.  Although  unchanged  under  Option  1, 
Medicaid  eligibility  under  Option  2  would  "to  the  extent  practical"  be 
determined  by  individual  or  family  income  in  relation  to  the  poverty  level. 
One  infers  that  categorical  criteria  and  assets  tests  would  be  eliminated, 
although  the  proposal  does  not  specifically  say  so.  Potentially,  therefore, 
many  more  low-income  people  would  be  eligible  for  Medicaid-rather  than  the 
tax  credit-under  Option  2  than  under  Option  1. 

The  federal  government  would  make  a  prospective  lump-sum  payment 
to  states  selecting  Option  2.  This  payment  would  be  the  sum  of  the  estimated 
value  of  the  federal  per  capita  payments  for  Medicaid  beneficiaries  and  tax 
credit  payments  for  other  low-income  beneficiaries.  Retroactive  adjustments 
would  be  made  to  reflect  actual  program  participation.  Federal  Medicaid 
payments  to  a  state  would  be  the  same  under  the  two  options  only  if  the 
criteria  for  Medicaid  eligibility  were  the  same.  If  that  were  not  the  case, 
then-depending  on  the  amount  of  a  state's  Medicaid  capitation  payment 
relative  to  the  tax  credit-trie  total  adjusted  federal  payment  to  the  states 
under  Option  2  could  be  more  or  less  than  the  sum  of  Medicaid  payments 
and  individual  tax  credits  under  Option  1. 

States  choosing  to  provide  insurance  directly  under  Option  2  would  not 
be  required  to  maintain  the  actuarial  value  of  their  current  Medicaid  benefit 
packages.  They  would  instead  have  to  provide  all  mandatory  Medicaid 
benefits  plus  prescription  drugs.  Option  2  permits  varying  the  amount,  scope, 
and  duration  of  benefits,  and  adding  or  dropping  optional  benefits,  "provided 
that  the  actuarial  value  of  the  benefit  package  is  maintained  when  spread  over 
all  individuals  who  are  eligible  to  participate  in  the  program"  It  is  uncertain 
whether  this  means  that  different  benefit  packages  could  be  offered  to 
different  subgroups  of  the  low-income  population.  Providing  different 
packages  would  reduce  the  administrative  advantages  of  a  unified  program. 

Coordinated  Cure.  A  major  thrust  of  the  Administration's  proposal  is  to  shift 
the  Medicaid  program  away  from  fee-for-service  medicine  to  coordinated 
care.  States  selecting  Option  1  would  have  to  enroll  all  non-elderly  Medicaid 
beneficiaries  in  coordinated  care  plans  within  a  five-year  period;  waivers 
would  be  required  to  continue  unmanaged  fee-for-service  arrangements.  The 
coordinated  care  requirements  under  Option  2  are  much  less  specific.  The 
plan  does  not  actually  state,  for  example,  that  beneficiaries  in  unified  public 
insurance  programs  need  to  be  enrolled  in  coordinated  care.  This  point  must 
be  clarified  before  making  an  assessment  of  the  full  implications  of  Option  2. 
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Potential  Effects  of  the  Medicaid  Proposals 

The  Administration's  proposal  aims  to  provide  states  with  opportunities  to 
improve  access  to  health  care  for  all  low-income  people  and  to  reduce 
payments  for  uncompensated  care  substantially.  How  well  those  objectives 
could  be  accomplished,  however,  would  depend  on  a  state's  ability  to  control 
rising  health  care  expenditures. 

Basing  the  federal  per  capita  Medicaid  payment  on  a  state's  actual 
1992  Medicaid  expenditures  raises  several  concerns.  Medicaid  costs  per 
beneficiary  vary  considerably  across  the  states,  reflecting  wide  variations  in 
reimbursement  rates  and  coverage  of  services.  The  per  capita  payment  would 
lock  in  these  differences.  Moreover,  1992  will  be  a  period  of  great  change 
and  adjustment  for  many  Medicaid  programs  as  they  restructure  their 
financing  to  conform  to  recent  Congressional  requirements  (relating  to 
donations,  provider  taxes,  and  payments  to  disproportionate  share  hospitals) 
and  to  deal  with  litigation  requiring  higher  reimbursement  rates.  Court 
decisions  may  also  require  some  states  to  make  significant  increases  in 
Medicaid  payments  after  1992.  That  would  make  their  Medicaid  costs  rise 
faster  than  the  overall  rate  of  medical  inflation,  and~as  this  proposal  stands- 
the  excess  would  have  to  be  absorbed  by  the  states. 

Because  of  the  complexity  of  administering  two  separate  systems  of 
care,  states  might  prefer  to  combine  the  tax  credit  and  Medicaid  programs,  as 
in  Option  2,  rather  than  keeping  them  separate,  as  in  Option  1.  (Eligibility 
issues  alone  could  be  extremely  complex  under  Option  1,  with  many  low- 
income  families  having  some  members  eligible  for  Medicaid  and  others 
eligible  for  the  tax  credit.)  Adopting  Option  2  would  raise  other  serious 
questions  for  states  to  consider,  however.  As  discussed  above,  the  federal 
payment  under  Option  2  might  differ  from  the  sum  of  Medicaid  capitation 
payments  and  tax  credit  payments  to  individuals  under  Option  1.  If  the  tax 
credit  were  less  than  the  Medicaid  capitation  amount,  federal  payments  under 
Option  2  might  exceed  those  under  Option  1.  Nevertheless,  if  the  average 
cost  of  providing  all  Medicaid  services  to  the  newly  eligible  beneficiaries 
exceeded  the  amount  of  the  tax  credit,  some  states  adopting  Option  2  still 
might  have  to  cut  their  current  benefit  packages  to  Medicaid  beneficiaries  or 
supplement  the  federal  tax  credit.  (That  possibility  may  explain  why  states 
would  only  be  required  to  provide  mandatory  Medicaid  services  and 
prescription  drugs  under  Option  2.) 

Other  concerns  with  the  proposal  relate  to  the  role  of  coordinated 
care.  In  a  recent  study,  the  National  Academy  for  State  Health  Policy 
concluded  that  enrolling  Medicaid  beneficiaries  in  managed-care  programs 
had  been  an  effective  strategy  in  some  states  for  improving  access  and  quality 
of  care  while  containing  costs,  but  experiences  in  other  states  had  been  less 
positive.18  The  study's  findings  suggest,  moreover,  that  Medicaid  agencies 
face  a  complex  array  of  issues  in  developing  managed-care  programs. 

Managed-  or  coordinated-care  programs  appeal  to  state  Medicaid 
agencies  as  a  means  to  ensure  access  to  care  when  the  number  of 
participating  providers  is  shrinking.  A  Medicaid  beneficiary  enrolled  in  a 
managed-care  program  has  access  to  a  provider  with  a  contractual  obligation. 
Consequently,  coordinated  care  may  increase  the  use  of  primary  care  and 
ambulatory  services.  Savings  may  still  result,  however,  if  improved  access 
lowers  the  use  of  emergency  rooms  and  inpatient  hospital  services  and 


18.        National  Academy  for  State  Health  Policy,  "Medicaid  Managed  Care:  The  State  of  the  Art" 
(Portland,  Maine,  September  1990). 
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reduces  the  problem  of  beneficiaries  seeking  care  from  numerous  physicians 
(sometimes  known  as  "doctor  shopping"). 

Some  states  have  experienced  difficulties  in  getting  commercial  HMOs 
to  participate  in  the  Medicaid  program.  Several  factors  may  contribute  to  this 
problem  Medicaid's  fee-for-service  rates  of  reimbursement  are  very  low  in 
some  states,  and  service  use  rates  of  Medicaid  beneficiaries  in  the  fee-for- 
service  sector  may  also  be  low,  reflecting  the  limited  access  to  care  of  these 
beneficiaries.  Consequently,  capitation  rates  that  are  based  on  a  Medicaid 
program's  fee-for-service  experience  may  be  too  low  to  attract  commercial 
HMOs.  Concerns  about  the  patient  population  may  compound  the  problem 
of  low  capitation  rates;  Medicaid  programs  frequently  serve  large  numbers  of 
clients  with  special  needs,  such  as  persons  with  AIDS  or  severe  mental  illness, 
drug-addicted  newborns,  and  high-risk  pregnant  women.  Furthermore, 
because  Medicaid  eligibility  is  volatile  the  enrolled  populations  of  HMOs  tend 
to  be  unstable  unless  states  guarantee  a  minimum  period  of  eligibility. 
Guaranteeing  eligibility,  however,  raises  program  costs. 

In  response  to  their  problems  with  commercial  HMOs,  Medicaid 
programs  have  been  instrumental  in  developing  a  variety  of  alternative 
coordinated-care  options,  including  PCCM  systems,  partial  capitation,  shared 
risk  arrangements,  and  Medicaid-only  HMOs.  In  addition,  public  and 
nonprofit  health  care  providers  are  becoming  involved  in  Medicaid  managed 
care.  Some  states  have  discovered,  however,  that  coordinated-care  programs 
may  improve  access  but  can  also  raise  Medicaid  costs,  unless  other  strategies 
to  assure  efficiency  and  monitor  provider  behavior  are  adopted.  One 
approach  is  to  put  providers  at  financial  risk  for  the  services  that  they  provide 
or  authorize.  Placing  providers  at  risk,  however,  again  raises  the  issue  of  how 
to  develop  appropriate  capitation  rates  (and  reinsurance  mechanisms)  to 
encourage  providers  to  assume  the  responsibility  for  Medicaid  populations 
with  special  needs.  Developing  alternative  coordinated-care  options  has  also 
been  difficult  in  rural  areas,  because  the  target  population  is  geographically 
scattered  and  the  number  of  providers  often  limited. 

The  proposal  to  enroll  all  Medicaid  beneficiaries  in  coordinated-care 
systems  may  address  some  of  the  concerns  of  providers.  Enrolling  all 
beneficiaries  would  reduce  some  of  the  problems  of  adverse  selection, 
although  it  could  still  occur  in  particular  plans.  In  addition,  plans  would  be 
assured  of  a  large  Medicaid  population  base.  Low  capitation  rates  might 
continue  to  be  a  problem,  however,  since  the  federal  share  of  Medicaid 
payments  would  be  based  on  a  state's  actual  experience  in  1992. 

In  sum,  although  the  Administration's  proposal  has  major  financial 
implications  for  the  states,  the  net  effects  are  uncertain.  States  would  assume 
greater  financial  responsibility  for  the  Medicaid  population  but  would-either 
directly  or  indirectly-receive  federal  financial  assistance  to  pay  for  health  care 
for  other  low-income  people.  Enrolling  Medicaid  beneficiaries  in 
coordinated-care  programs  might  improve  their  access  to  care,  but  would 
probably  do  little  to  control  costs.  Indeed,  some  states  might  have  to  increase 
their  reimbursement  rates  above  fee-for-service  levels  to  draw  coordinated 
care  providers  into  the  program  All  states  would  have  major  new 
administrative  responsibilities  for  developing  alternative  insurance  options  and 
systems  of  care,  establishing  benefit  packages,  and  detennining  program 
eligibility.  At  this  point,  the  proposal  would  provide  neither  technical 
assistance  nor  additional  adrninistrative  funds  to  help  the  states  undertake 
these  functions. 
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APPENDIX  I  

THE  PRESIDENTS  COMPREHENSIVE  HEALTH  REFORM 
PROGRAM:  EFFECTS  ON  MEDICARE  


The  changes  to  the  Medicare  program  in  the  President's  Comprehensive 
Health  Reform  Program  are  presented  as  possible  modifications  rather  than 
as  specific  proposals.  If  the  suggestions  were  adopted,  they  would  reduce 
Hospital  Insurance  (HI)  by  approximately  $670  million  in  1993  and  $10  billion 
to  $12  billion  over  the  1993-1997  period,  and  would  reduce  Supplementary 
Medical  Insurance  (SMI)  by  about  $35  million  in  1993  and  $590  million  for 
the  five-year  period.  In  addition,  the  President's  budget  for  fiscal  year  1993 
would  reduce  net  costs  for  Medicare  by  about  $3.1  billion  in  1993  and  $21 
billion  for  the  1993-1997  period,  by  lowering  payments  to  hospitals  and  other 
providers  and  increasing  receipts.  The  benefits  available  to  Medicare 
enrollees  would  remain  the  same  as  under  current  law. 

The  President's  health  plan  suggests  a  number  of  changes  in 
Medicare's  payments. 

Reducing  the  Disproportionate  Share  Adjustment.  The  disproportionate 
share  adjustment  provides  higher  payments  to  hospitals  that  treat  a 
disproportionately  large  share  of  low-income  patients.  It  is  intended  to 
account  for  the  higher  costs  associated  with  low-income  patients  and  also 
provides  additional  revenues  that  may  help  hospitals  cover  the  costs  of  the 
uncompensated  care  they  provide.  The  proposal  contains  no  specific  amounts 
but  suggests  that  the  adjustment  could  be  substantially  reduced  or  eliminated. 
The  justification  is  that,  as  health  insurance  coverage  increased  under  the 
proposed  tax  incentives,  there  would  be  less  uncompensated  care  and 
therefore  less  need  for  the  type  of  subsidy  this  adjustment  provides. 
Gradually  phasing  out  the  disproportionate  share  adjustment,  with  elimination 
completed  by  the  end  of  1997,  would  reduce  outlays  by  about  $250  million  in 
1993  and  by  about  $7.5  billion  over  the  1993-1997  period. 

Reducing  the  Indirect  Medical  Education  (IME)  Adjustment.  The  IME 
adjustment  provides  additional  payments  to  cover  the  higher  costs  of  treating 
Medicare  patients  in  hospitals  with  teaching  programs.  The  President's 
proposal  suggests  that  the  IME  adjustment  would  be  reduced  to  an  amount 
recommended  by  the  Prospective  Payment  Assessment  Commission  (ProPAC), 
but  does  not  specify  the  amount.  ProPAC  has  recommended  reducing  the 
adjustment  from  its  current  level  of  7.7  percent  to  7.0  percent  in  a  budget- 
neutral  fashion  that  would  redistribute  the  savings  to  hospitals.  If  the  IME 
adjustment  were  reduced  to  7.0  percent,  but  the  savings  were  instead  retained, 
HI  payments  would  be  reduced  by  about  $220  million  in  1993  and  $1.4  billion 
over  the  1993-1997  period.  In  addition,  recent  analysis  by  ProPAC  indicates 
that  an  adjustment  of  5.7  percent  would  be  consistent  with  data  on  hospitals' 
costs.  Lowering  the  IME  adjustment  to  this  amount  by  1995  would  yield  total 
five-year  savings  of  $3.6  billion. 

Changing  Graduate  Medical  Education  (GME)  Payments.  The  President's 
plan  would  also  change  Medicare's  payments  to  hospitals  for  the  direct  costs 
they  incur  in  operating  graduate  medical  education  programs.  Although  no 
details  are  provided,  the  proposal  would  create  incentives  to  shift  training 
toward  primary  care  and  away  from  specialties.  A  proposal  with  similar  goals 
was  included  in  the  President's  budget  for  fiscal  year  1992,  when  the 
Administration  estimated  that  it  would  save  $140  million  in  1992. 


Other  Changes  to  HI.  The  President's  plan  would  also  phase  out  the  retura- 
on-investment  payments  to  for-profit  skilled  nursing  facilities  (the  only 
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providers  currently  receiving  such  payments),  revise  certain  payments  for 
home  health  services,  and  create  additional  incentives  for  Medicare 
beneficiaries  to  enroll  in  coordinated-care  plans.  Eliminating  the  return-on- 
equity  payments  to  proprietary  skilled  nursing  facilities  would  save  about  $55 
million  in  1993  and  $320  million  over  the  1993-1997  period.  Since  no  details 
are  given,  the  impacts  of  the  other  proposals  are  uncertain. 

Changes  to  SMI.  The  reform  plan  would  prohibit  payments  for  some  types 
of  "self-referrals"  (the  practice  of  ordering  heath  care  services  from  a  facility 
in  which  the  physician  has  a  financial  interest),  which  might  have  a  modest 
effect  on  outlays.  It  would  also  revise  payments  for  durable  medical 
equipment;  CBO  estimates  that  a  similar  proposal  in  the  President's  1993 
budget  would  save  $35  million  in  1993  and  $590  million  over  the  1993-1997 
period. 

In  addition  to  these  suggestions  from  the  President's  reform  program, 
the  budget  for  fiscal  year  1993  would  lower  Medicare's  payments  to  hospitals 
by  delaying  the  update  of  hospital  payment  rates  from  October  1  to  January  1, 
which  would  save  $615  million  in  1993  and  $5.0  billion  over  the  1993-1997 
period.  The  President's  budget  also  proposes  to  include  all  state  and  local 
government  employees  hired  before  April  1,  1986  under  Medicare-these 
employees  are  not  currently  required  to  pay  into  the  system.  This  would 
increase  receipts  by  $9.2  billion  over  the  1993-1997  period,  which  would  be 
partially  offset  by  $105  million  more  in  outlays.  Two  other  proposals  in  the 
budget  would  reduce  Medicare's  payments  for  clinical  laboratory  and 
anesthesia  services,  with  an  estimated  reduction  in  SMI  outlays  of  $415 
million  in  1993  and  $4.2  billion  over  five  years.  The  budget  also  proposes  to 
increase  the  SMI  premium  rate  for  individuals  with  annual  income  of  more 
than  $100,000,  and  for  couples  with  annual  income  of  more  than  $125,000, 
which  would  save  about  $145  million  in  1993  and  $2.6  billion  over  the  1993- 
1997  period. 

The  impact  of  the  proposals  to  reduce  Medicare's  payments  to 
hospitals  would  largely  depend  on  how  effective  the  President's  reform  plan 
was  in  reducing  the  costs  of  providing  uncompensated  care  because  the 
additional  revenues  provided  by  the  disproportionate  share  and  IME 
adjustments  help  hospitals  to  cover  these  costs.  If  the  plan  significantly 
reduced  the  number  of  uninsured  people,  hospitals'  costs  for  uncompensated 
care  would  decline,  and  the  proposed  reductions  in  Medicare's  payments 
would  probably  have  little  effect  on  the  financial  condition  and  quality  of  care 
of  most  hospitals,  or  on  the  access  to  care  for  most  people.  If  a  significant 
number  of  people  still  lacked  insurance  after  the  President's  plan  was  in 
effect,  however,  the  proposed  reductions  in  payments  could  adversely  affect 
these  hospitals,  which  might  reduce  access  to  or  quality  of  care. 
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Chairman  Rostenkowski.  Thanks,  Bob. 

You  know,  the  first  major  problem  in  health  is  the  never-ending 
double-digit  inflation,  and  the  President's  plan  really  proposes  the 
Nation  rely  on  coordinated  care  and  competition  to  solve  our  cost 
problems. 

Dick  Gephardt  was  here  yesterday  and  remembered  our  effort  in 
1979  to  contain  costs.  I  was  then  chairman  of  the  Health  Subcom- 
mittee and  came  up  with  a  volunteer  effort  on  hospital  cost  con- 
tainment, and  for  a  while  there  it  looked  like  there  was  a  possibili- 
ty that  they  could  contain  their  own  costs.  That  didn't  work.  The 
minute  you  blinked,  costs  started  rising. 

Actually,  in  CBO's  judgment,  Bob,  is  there  evidence  that  coordi- 
nated care  can  significantly  limit  the  increase  in  health  care  costs? 
Can  competition  keep  costs  from  tripling  again  in  the  next  12 
years? 

Mr.  Reischauer.  Those  are  really  two  separate  questions.  With 
respect  to  coordinated  care,  we  have  concluded  that  certain  types 
of  coordinated-care  arrangements,  namely,  staff  and  group  model 
health  maintenance  organizations,  do  seem  to  have  an  ability  to 
hold  down  the  expenditures  of  people  who  receive  health  care 
through  them.  The  looser  types  of  coordinated-care  programs,  how- 
ever, have  less  effectiveness — a  one-time  drop  of  somewhere  be- 
tween 0  and  8  percent  of  health  spending. 

We  have  a  difficult  situation  here  with  part  of  the  population  in- 
volved in  coordinated-care  programs  and  part  of  it  not  in  coordinat- 
ed-care programs.  There  is  some  evidence  that,  to  the  extent  that 
coordinated-care  arrangements  are  successful,  the  savings  are 
turned  into  added  costs  for  the  people  in  other  types  of  systems, 
and  therefore  the  overall  effectiveness  is  not  great. 

With  respect  to  competition,  we  are  dealing  with  a  very  difficult 
area  because  the  normal  way  for  competition  to  be  effective  is  for 
consumers  of  a  product  to  have  a  good  idea  about  what  they  are 
buying,  what  the  costs  are,  and  what  the  benefits  are  of  that  prod- 
uct. This  fundamental  aspect  is  lacking  to  a  great  degree  in  health 
care  because  health  care  has  become  so  complex,  so  scientific,  and 
so  technical  that  we  as  consumers  delegate  decisionmaking  power 
to  the  providers.  The  providers  have  an  incentive,  obviously,  to  in- 
crease the  amount  of  care  provided,  both  because  their  mission  and 
their  training  says  they  are  supposed  to  provide  as  much  care  as  it 
takes  to  improve  an  individual's  health,  and  because  they  have  a 
simple  financial  interest  in  providing  more  care  because  it  in- 
creases their  income. 

Given  all  that,  I  think  the  potential  for  competition  to  hold  down 
costs  is  not  great,  and  certainly  if  we  look  around  the  world,  we 
haven't  seen  competition  used  successfully  in  other  countries  to 
limit  expenditures. 

Chairman  Rostenkowski.  Bob,  the  second  major  problem  in 
health  care  is  the  35  million  Americans  that  don't  have  health  in- 
surance, and  two-thirds  of  these  people  are  workers  and  their  fami- 
lies. 

The  President's  tax  credit  proposal  is  targeted  at  the  indigent. 
The  Bush  plan  would  provide  only  a  $500  tax  deduction  to  those 
above  150  percent  of  the  poverty  level. 
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What  does  the  CBO's  analysis  suggest  about  the  impact  of  the 
President's  plan  on  those  above  poverty  who  don't  have  health  in- 
surance today?  Is  there  much  in  the  President's  plan  to  help  the 
middle  class  uninsured? 

Mr.  Reischauer.  Well,  there  is  certainly  more  than  exists  today. 
The  question  is  whether  it  will  lead  to  a  large  or  only  a  small  in- 
crease in  the  number  of  those  moderate-income  people  who  are 
now  uninsured  going  out  and  buying  insurance. 

The  simple  answer  is  we  don't  know.  For  one  thing,  we  don't 
know  because  the  specifics  of  the  President's  plan  have  to  be  laid 
out  in  detail,  and  we  aren't  sure  about  the  responsiveness  of  indi- 
viduals to  lower  prices  and  greater  availability  of  insurance.  One 
could  imagine  that  this  change  in  policy  would  have  a  moderate 
impact  or  even  a  very  minor  impact  among  the  people,  say,  in  the 
$20,000  to  $50,000  range. 

One  aspect  of  the  President's  plan  is  worth  pointing  out:  By 
structuring  the  benefit  for  those  above  150  percent  of  poverty  as  a 
deduction,  it  provides  a  much  larger  subsidy  for  upper-income  un- 
insured workers  than  for  moderate-income  uninsured  workers. 

The  example  you  gave  of  roughly  a  $500  credit  for  a  family 
would  apply  to  those  in  the  15  percent  marginal  tax  bracket,  so  a 
family  making  $45,000  or  $50,000  would  have  roughly  a  $500  reduc- 
tion in  their  taxes  if  they  were  uninsured  and  they  went  out  and 
bought  a  private  policy.  On  the  other  hand,  a  family  with  a  $70,000 
income  would  have  a  $1,000  reduction  in  their  taxes.  One  might 
ask  whether  this  structuring  reflects  public  purposes  in  any  way. 

Chairman  Rostenkowski.  Mr.  Downey. 

Mr.  Downey.  Thank  you,  Mr.  Chairman.  Thank  you,  Bob,  for 
your  usually  fine  statement  and  analysis. 

I  wanted  to  just  pick  up  where  the  chairman  left  off  about  this 
idea  of  the  tax  entry  points  for  the  credit  versus  the  deduction.  As 
I  understand  it,  and  your  testimony,  the  longer  version  of  it,  gives 
us  a  better  breakout  of  where  these  points  are,  but  am  I  correct  if  I 
am  a  couple  filing  jointly  and  I  have  an  income  of  about  $30,000,  I 
would  be  at  the  15  percent  bracket — 15  percent  of  what,  $3,750, 
would  be  what  

Mr.  Reischauer.  $563. 

Mr.  Downey.  Right.  That  would  be  the  tax  value  to  me  of  this 
$3,750,  which  is  what,  about  a  month's  worth  of  coverage  in  a 
family  plan? 

Mr.  Reischauer.  A  month  and  a  half. 

Mr.  Downey.  A  month  and  a  half.  Well,  that  is  good,  so  I  could 
maybe  live  it  up  in  January  and  part  of  February  with  this  plan 
and  then  not  be  covered  the  rest  of  the  year. 

And  isn't  it  also  true  that  there  is  a  dollar-for-dollar  reduction  in 
the  value  of  that  

Mr.  Reischauer.  If  you  bought  the  plan  only  for  a  month  and  a 
half,  you  would  get  a  commensurately  smaller  credit. 

Mr.  Downey.  Right. 

Mr.  Reischauer.  So  in  a  sense,  it  doesn't  work  that  way.  If  you 
were  offered  and  could  buy  a  plan  for  $3,750  to  cover  your  family, 
you  would  still  have  to  come  up  with  roughly  $3,200  of  your  own  to 
pay  the  total  premium  for  that  plan. 
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Mr.  Downey.  I  mean,  the  President's  plan,  it  seems  to  me,  is  ac- 
tually pretty  good  for  very  poor  people  in  the  sense  that  it  is  a  real 
desire  to  help  them,  and  for  that  I  think  it  deserves  to  be  credited. 
And  there  are  a  lot  of  faults  with  Medicaid,  but  Medicaid  is  also  for 
|    the  really  poor. 

It  seems  to  me  that  we  missed  the  boat  on  the  question  of  access 
on  those  people  who  aren't  really  poor  but  who  are  working  but 
I     who  are  in  plans  that  are  not  now  offering  them  health  insurance, 
or  those  people  like  PanAm  workers  in  my  district  who  suddenly 
!     find  themselves  at  age  55  without  work  and  without  the  means  to 
pay  for  a  health  insurance  plan.  This  really  is  not  going  to  make 
I     much  of  a  difference  to  them,  is  it? 

Mr.  Reischauer.  No,  it  isn't.  The  whole  issue  is  a  very  complex 
j     one,  and  I  am  going  to  simplify  it  immensely  for  a  moment. 
Mr.  Downey.  OK. 

Mr.  Reischauer.  Presumably,  benefits — health  insurance  being 
one  of  them — are  an  element  of  total  compensation  and  an  employ- 
er who  offers  health  insurance  to  his  employees  in  a  competitive 
situation — two  firms  that  produce  exactly  the  same  product — would 
pay  his  workers  less  in  cash  wages  than  a  firm  that  did  not  provide 
health  insurance  and  therefore  could  pay  higher  wages. 

If  you  make  the  benefit  here  a  lot  more  generous,  and  if  the 
world  works  in  the  way  I  have  suggested — that  individuals  in  the 
uninsured  firm  have  higher  wages — then  in  an  overall  sense  you 
are  making  that  set  of  workers  better  off. 

This  is  why  it  is  very  complicated  to  deal  with  a  system  that  is 
primarily  employer  based. 

Mr.  Downey.  Would  it  be  fair  to  say  that  our  current  health  care 
system  has — that  we  have  a  competitive  health  care  system  today? 

Mr.  Reischauer.  There  are  certainly  elements  of  competition  in 
it,  but  in  the  normal  sense  of  a  competitive  system,  I  would  say 
not,  because  the  provider  of  the  service  has  great  power  to  deter- 
mine how  much  of  the  service  is  demanded  by  the  population  and 
because  the  ultimate  beneficiary,  the  patient  is  not  facing  a  real 
price  for  the  services  that  he  receives. 

Often  it  is  impossible  to  determine  that  price,  even  if  you  are  an 
interested  party.  Let  us  say  you  don't  have  a  direct  financial  day- 
to-day  interest  because  your  insurance  company  is  going  to  pick  up 
most  of  the  costs,  but  try  going  to  your  doctor  and  in  the  middle  of 
a  procedure  asking  him  how  much  these  tests  are  going  to  cost,  let 
alone  how  much  you  will  have  to  pay  out  of  pocket  after  your  in- 
surance company  pays.  He  has  no  idea.  You  have  no  idea. 

Mr.  Downey.  Yes. 

Mr.  Reischauer.  That  is  one  key  element  of  a  competitive 
system  that  is  missing. 

Mr.  Downey.  And  it  seems  to  me  that  there  is  an  air  of  unreality 
about  this  idea  that  you  are  going  to  sit  and  negotiate  with  your 
doctor  about  what  he  or  she  is  going  to  charge  you,  what  the  poten- 
tial costs  are  in  a  hospital,  and  then  you  are  going  to  go  negotiate 
that. 

I  mean,  I  just  don't  know  anybody  who  does  that.  I  have  been 
asking  people  fairly  recently,  and  I  have  been  asking  my  doctors 
back  home.  I  said,  do  you  have  your  patients — do  they  say  well,  I 
have  this  perforated  tympanic  membrane  and  I  would  like  you  to 
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do  a  tympanoplasty  but  I  will  only  pay  you  $500  to  do  it  and  I  only 
want  to  be  in  the  hospital  a  couple  of  days. 

I  mean,  is  that  crazy  to  think  that  we  could  set  up  a  system 
where  people  are  going  to  be  very  intelligent  consumers  who  are 
going  to  feel  both  that  they  have  the  knowledge  and  the  power  to 
negotiate  an  arms-length  transaction  with  a  hospital  or  with  an  in- 
surance company  or  with  a  doctor? 

Mr.  Reischauer.  I  think  the  answer  is  no,  and  I  don't  think  any- 
body is  really  proposing  that.  What  they  are  proposing  is  that  your 
insurance  company  or  some  manager  of  your  care  is  going  to  make 
decisions  of  that  sort. 

Obviously,  in  the  case  of  large-scale,  emergency  medical  expendi- 
tures, the  consumer  is  usually  in  no  shape  to  be  shopping  around 
and  also,  as  you  pointed  out,  it  is  virtually  impossible  to  get  compa- 
rable information.  The  President's  proposal  does  offer  some  ad- 
vancement in  this  respect  in  the  sense  that  it  requires  States  to 
come  up  with  information  that  patients  can  consult  about  the 
charges  for  various  similar  services  among  doctors  and  institutions. 
Our  experience  in  providing  this  type  of  information  with  respect 
to  the  Medicare  system  is  that  not  many  people  use  it. 

Mr.  Downey.  And  this — my  time  is  up. 

Chairman  Rostenkowski.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman.  Welcome,  Mr.  Reis- 
chauer. 

First  of  all,  I  am  very  pleased  that  you  do  recognize  the  tremen- 
dous opportunity  for  access  that  this  proposal  does  provide  for 
many  in  America  and  certainly  also  for  the  self-employed. 

I  think  your  comments  that  it  will  enable  insurance  to  be  much 
more  affordable  to  many  has  enormous  implications  for  the  middle 
class.  There  are  many  now  who  are  paying  too  much  for  their  in- 
surance because  of  State  mandates  who  will  then  have  an  alterna- 
tive plan  that  will  serve  them  personally  as  well  but  be  much  more 
affordable. 

I  think  that  as  those  plans  get  out  there  and  that  competitive  dy- 
namic gets  going,  we  are  going  to  see  a  cost  impact  on  insurance 
plans  that  will  be  very  favorable  and  very  helpful  to  the  middle 
class. 

I  did  want  to  focus,  though,  my  time  on  another  aspect  of  your 
testimony.  You  mentioned  both  verbally  here  and  in  the  appendi- 
ces to  your  testimony  that  the  evidence  is  unclear  on  the  impact  of 
managed  care  on  costs.  In  other  places,  you  indicate  that  the  evi- 
dence is  also  unclear,  the  impact  of  malpractice  reform  on  the  costs 
of  defensive  medicine. 

Beyond  that  is  the  additional  problem  of  the  interaction  between 
these  things — what  will  be  the  interactive  effect  of  malpractice 
reform  on  managed  care?  Will  managed  care  be  able  to  manage 
more  boldly  with  outcomes  research  at  its  right  hand  and  in  an  en- 
vironment where  a  suit  is  not  looking  over  its  left  shoulder? 

That  kind  of  interactive  effect  is  very  difficult  to  talk  about  and 
to  analyze,  as  is  the  impact  of  managed  care  and  malpractice 
reform,  but  there  are  some  indicators  out  there  and  I  wonder 
whether  you  have  looked  at  those  in  the  course  of  your  analysis. 

For  example,  the  difference  between  a  managed  care  premium 
and  a  nonmanaged  care  health  care  premium,  in  some  of  the  com- 
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panies  that  I  have  talked  this  over  with,  is  about  15  percent.  Now 
that  is  not  the  tightest  kind  of  HMO  that  you  described  and  you 
are  right,  the  tighter  the  management  the  greater  the  savings.  An 
HMO  has  a  little  different  circumstance  and  is  in  legally  a  little 
different  circumstance  than  the  individual  physician. 

So  have  you  looked  at,  for  instance,  premiums  across  the  line? 
Have  you  estimated — when  you  estimate  some  of  the  capping 
plans,  you  can  take  that  cap  and  articulate  it  across  the  whole 
system  and  come  to  an  agreement  about  what  it  will  say.  Have  you 
taken  the  savings  that  some  of  the  individual  companies  have 
made  and  taken  it  across  every  company  of  that  size,  just  for  theo- 
retical purposes,  the  premium  differential  between  managed  and 
nonmanaged,  just  theoretically,  if  all  insurance  premiums  were 
dropped  by  that  much? 

Where  we  have  an  indicator  of  the  power  of  managed  care,  have 
you  articulated  that  broadly  to  use  that  as  a  possible  theoretical 
basis,  recognizing  that  we  are  talking  about  motivational  changes 
and  we  do  not  have  technologically  an  ability  to  estimate  accurate- 
ly those  kinds  of  changes? 

Mr.  Reischauer.  The  answer  is  no,  we  have  not  made  calcula- 
tions of  that  sort,  but  while  my  testimony  did  stress  the  uncertain- 
ty I  think  it  would  be  wrong  to  look  at  a  large  corporation  that  had 
a  managed  care  plan  and  ended  up  reducing  its  premiums  by  15 
percent  and  jump  to  the  conclusion  that  this  might  be  replicable 
throughout  the  United  States. 

What  we  might  have  is  a  situation  in  which  that  corporation 
with  its  market  power  could  negotiate  with  a  hospital  for  lower 
rates  than  could  other  users  of  that  hospital.  The  hospital  might  be 
much  less  willing  to  give  a  lower  rate  if  that  rate  were  also  applied 
to  every  other  one  of  its  users.  Then  we  are  talking  about  a  very, 
very  different  system. 

Mrs.  Johnson.  I  appreciate  that. 

Mr.  Reischauer.  What  is  occurring  right  now  is  people  with 
market  power  

Mrs.  Johnson.  I  am  worried  about  the  price. 

Mr.  Reischauer.  People  with  market  power  are  exerting  it  to 
their  benefit,  but  probably  shifting  their  savings — or  at  least  some 
of  their  savings — onto  other  users  of  the  facility. 

Mrs.  Johnson.  They  may  be  shifting,  or  they  may  simply  be  al- 
lowing the  providers  to  avoid  the  reality  of  providing  service  at  a 
lower  cost. 

When  I  look  at  what  the  manufacturers  in  my  district  have  done 
to  produce  a  better  quality  product  at  a  dramatically  lower  cost, 
cutting  costs  25  percent  a  year,  I  am  not  sure  that  your  answer  is 
the  correct  one  and  I  would  like  to  ask  you  on  the  record  if  you 
would  try  that,  if  you  would  make  that  assumption  

Mr.  Reischauer.  Yes,  we  will  

Mrs.  Johnson  [continuing].  Across  each  category  of  business  so 
that  we  draw  as  honest  a  parallel  as  we  can,  but  recognizing  that 
we  don't  have  a  lot  of  information  here,  taking  that  reality  that  we 
do  know — and  I  would  like  to  work  with  you  on  that,  because  I 
think  that  would  be  helpful  to  us. 

And  then  last — well,  we  will  skip  the  last  point.  Thank  you,  Mr. 
Chairman. 
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[Further  response  to  Mrs.  Johnson's  question  follows:] 

Question.  Would  CBO  look  at  premium  differentials  between  managed  care  plans 
and  traditional  insurance,  and  premium  growth  rates  over  time,  to  assess  the  poten- 
tial of  managed  care  to  control  costs  if  extended  to  more  of  the  population? 

Answer.  CBO  cannot  make  such  an  assessment  because  of  limited  data.  Ideally, 
what  would  be  useful  would  be  an  experiment  in  which  people  were  randomly  as- 
signed to  managed  care  plans  and  traditional  plans.  No  such  experiment  has  been 
conducted  in  recent  years.  (The  RAND  Health  Insurance  Experiment  randomly  as- 
signed people  to  HMOs  and  traditional  plans,  but  that  was  15  years  ago.)  The  alter- 
native method  of  looking  at  time  trends — which  you  suggest  in  your  question — 
would  be  a  useful  approach  if  data  were  available  on  what  types  of  benefits  were 
included  in  each  plan  and  what  types  of  people  were  covered  under  each  plan.  This 
additional  information  is  needed  to  control  for  differences  between  managed  care 
plans  and  traditional  plans  that  are  not  related  to  whether  one  plan  is  more  effec- 
tive than  another  in  controlling  use  and  costs.  National  time  trends  on  premiums 
are  available  from  many  sources — Foster  Higgins,  Hay  Huggins,  and  the  Health  In- 
surance Association  of  America,  for  example.  However,  none  of  these  sources  pro- 
vides enough  detail  on  the  characteristics  of  the  insurance  plans  and  their  partici- 
pants to  assess  accurately  the  differentials  in  premiums  (or  in  their  growth  rates) 
between  managed  care  and  traditional  plans. 

As  a  result  of  subsequent  discussions  with  your  staff,  we  are  doing  additional  re- 
search on  this  topic.  We  will  make  our  analysis  available  to  you  as  soon  as  the  work 
is  completed. 

[The  analysis  follows:] 
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July  1992 


THE  POTENTIAL  IMPACT  OF 
CERTAIN  FORMS  OF  MANAGED  CARE 
ON  HEALTH  CARE  EXPENDITURES 


This  Congressional  Budget  Office  (CBO)  Staff  Memorandum  was  prepared  in 
response  to  a  request  by  Representative  Nancy  Johnson  of  the  Committee  on 
Ways  and  Means  of  the  U.S.  House  of  Representatives.  It  presents  a  range  of 
illustrative  estimates  of  the  potential  effects  on  national  health  expenditures 
and  on  expenditures  under  Medicare,  Medicaid,  and  private  health  insurance 
if  all  acute  health  care  services  that  are  now  funded  through  insurance 
arrangements  were  provided  through  delivery  systems  incorporating  two 
specific  forms  of  managed  care.  One  is  staff-model  and  group-model  health 
maintenance  organizations.  The  other  is  "effective"  forms  of  utilization  review, 
which  CBO  interprets  to  mean  utilization  review  that  incorporates 
precertification  and  concurrent  review  of  inpatient  care.  Against  the 
background  of  rapidly  rising  health  care  costs  and  diverse  forms  of  managed 
care  that  vary  in  their  apparent  effectiveness,  the  memorandum  outlines  the 
assumptions  underlying  the  analysis,  presents  the  illustrative  estimates  obtained, 
and  discusses  the  caveats  that  should  be  kept  in  mind  when  interpreting  them. 

The  analysis  draws  on  CBO's  June  1992  Staff  Memorandum  "The 
Effects  of  Managed  Care  on  Use  and  Costs  of  Health  Services,"  which  assesses 
the  evidence  on  the  effectiveness  of  managed  care  organizations  and  processes 
and  their  impact  on  the  use  and  cost  of  acute  health  care  services.  In  keeping 
with  CBO's  mandate  to  provide  objective  and  impartial  analysis,  this 
memorandum  contains  no  recommendations. 

The  memorandum  was  prepared  by  Verdon  S.  Staines,  of  CBO's 
Human  Resources  and  Community  Development  Division,  under  the  direction 
of  Nancy  Gordon  and  Kathryn  Langwell.  Julia  Jacobsen  provided  research 
assistance.  Chuck  Seagrave,  Jean  Hearne,  and  Carla  Pedone  offered  valuable 
comments.  Roger  M.  Williams  edited  the  manuscript.  Ronald  Moore  provided 
administrative  assistance  and  arranged  the  final  version  of  the  manuscript. 
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INTRODUCTION 


Managed  care  has  attracted  considerable  interest  as  a  possible  way  to  curb 
rapidly  rising  health  care  expenditures  without  encountering  some  of  the 
difficulties  that  more  radical  changes  in  the  health  care  system  could  entail. 
Managed  care  seeks  to  modify  the  delivery  and  financing  of  health  care  in  an 
attempt  to  eliminate  unnecessary  and  inappropriate  care,  thereby  improving 
quality  and  reducing  costs.  The  current  health  care  system  already  uses  it 
extensively.  Among  employees  who  in  1990  were  covered  by  private  insurance 
based  on  employment,  fully  95  percent  were  in  plans  that  incorporated  some 
form  of  managed  care.1  These  diverse  forms  include  several  kinds  of  health 
maintenance  organizations  (HMOs),  numerous  forms  of  utilization  review 
(UR),  and  various  arrangements-sometimes  optional  for  consumers-that  are 
based  on  specified  networks  of  providers.  There  is  evidence  that  some  forms 
reduce  costs,  but  there  is  no  such  evidence  for  others.2 

Advocates  of  managed  care  hope  that  channelling  a  greater  share  of 
health  care  services  through  the  more  effective  forms  of  managed  care  might 
significantly  reduce  expenditures  on  health  care.  Advocates  note  that  various 
forms  of  managed  care  have  been  incorporated  into  both  indemnity  and 
prepaid  insurance  arrangements  and  that  they  are  compatible  with  a 
predominantly  private  health  care  system.  Further,  strong  evidence  exists  that 
some  reduce  the  costs  of  care. 

People  who  counsel  against  expecting  too  much  from  managed  care 
observe  that  its  existing  forms  vary  widely  in  their  apparent  effectiveness  at 
reducing  costs.  Moreover,  to  be  effective,  policies  to  expand  managed  care 
would  need  to  include  enough  constraints  or  incentives  to  induce  consumers 
and  providers  who  would  not  otherwise  have  done  so  both  to  participate  and 
to  change  their  behavior  in  ways  that  reduce  costs.  In  addition,  expanding 
managed  care  would  not,  on  its  own,  address  other  concerns-such  as  access  to 
health  care  services-that  are  a  focus  of  more  radical  proposals  for  change. 

This  memorandum  is  an  illustrative  exercise  designed  to  provide  a  sense 
of  the  order  of  magnitude  of  the  reductions  in  national  health  expenditures 
(NHEs)  that  might  result  from  universal  adoption  of  two  specific  forms  of 
managed  care.  One  is  staff-  and  group-model  HMOs-the  forms  of  managed 
care  for  which  demonstrated  cost  savings  are  greatest.  The  other  is  "effective" 
forms  of  UR,  which  the  Congressional  Budget  Office  (CBO)  interprets  to  mean 
utilization  review  that  incorporates  precertification  and  concurrent  review  of 


1.  See  Elizabeth  W.  Hoy,  Richard  E.  Curtis,  and  Thomas  Rice,  "Change  and  Growth  in  Managed  Care,"  Health 

Affairs,  vol.  10,  no.  4  (Winter  1991),  pp.  18-36. 

2  See  Congressional  Budget  Office,  The  Effects  of  Managed  Care  on  Use  and  Costs  of  Health  Services," 

CBO  Staff  Memorandum  (June  1992).  The  memorandum  reviews  available  evidence  about  the  effectiveness 
of  managed  care  and  contains  a  glossary. 
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inpatient  care.  CBO  does  not  present  similar  estimates  for  HMOs  modelled 
on  independent  practice  associations  (IP As)  because  there  is  no  reliable 
evidence  about  their  effects. 

The  illustrative  analysis  in  this  memorandum  suggests  that,  if  all  health 
care  services  for  people  who  are  insured  were  delivered  through  staff-  or 
group-model  HMOs,  NHEs  might  be  lower  by  almost  10  percent. 
Alternatively,  if  all  such  health  care  services  were  instead  delivered  through 
arrangements  that  embodied  relatively  effective  forms  of  UR,  the  resulting 
reduction  in  NHEs  might  be  no  more  than  about  1.3  percent. 

For  several  reasons,  these  illustrative  estimates  should  be  interpreted 
with  considerable  caution.  The  results  presented  are  CBO's  best  estimates  of 
the  potential  that  staff-  and  group-model  HMOs,  and  effective  forms  of  UR, 
have  to  reduce  NHEs;  they  should  not  be  generalized  to  other  forms  of 
managed  care  for  which  there  is  no  evidence.  By  necessity,  the  analysis 
incorporates  a  large  number  of  assumptions,  but  the  data  or  evidence 
supporting  many  of  them  have  significant  limitations. 

Another  important  qualification  is  that  managed  care  might  have  quite 
different  effects  if  it  were  applied  to  all  consumers,  providers,  and  services- 
rather  than  just  to  part  of  the  health  care  system.  One  possibility  is  that  the 
effects  of  universal  managed  care  arrangements  could  be  larger  than  those 
reported  here.  As  Alain  Enthoven  has  noted,  if  the  change  to  universal 
managed  care  were  part  of  a  comprehensive  restructuring  of  the  health  care 
system  that  included  incentives  to  choose  efficient  arrangements,  the  managed 
care  component  of  the  package  might  have  a  larger  impact  than  if  it  were 
adopted  on  its  own.3  That  is  because,  under  the  present  structure  of 
competition  among  insurers,  managed  care  arrangements  may  not  be  delivering 
all  of  the  cost  savings  that  they  could  potentially  yield. 

Currently,  managed  care  organizations  compete  with  traditional  insurers 
for  enrollments.  Enrollments  in  these  managed  care  organizations  would  have 
declined  under  this  system  if  effective  managed  care  had  resulted  in  consumers 
perceiving  either  that  they  received  fewer  services  that  they  wanted-whether 
beneficial  or  not~or  that  they  waited  longer  for  services  because  of  prior 
authorization  requirements.  Declining  enrollments  among  consumers  insured 
through  their  work  place  would  have  been  especially  likely  where  employees 
who  opted  for  unmanaged,  traditional  insurance  plans  were  not  required  to  pay 


3.  Alain  Enthoven,  "Multiple  Choice  Health  Insurance:  The  Lessons  and  Challenge  to  Employers,"  Inquiry, 

vol.  27,  no.  4  (Winter  1990),  pp.  368-375;  and  Alain  Enthoven  and  Richard  Kronick,  "Universal  Health 
Insurance  Through  Incentives  Reform,"  Journal  of the  American  Medical  Association,  vol.  265,  no.  19  (May 
15, 1991),  pp.  2532-2536. 
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the  excess  of  these  plans'  higher  premiums  over  those  of  less  costly  plans 
incorporating  effective  managed  care.  Because  of  the  nature  of  competition 
in  this  market,  HMOs  could  have  been  less  aggressive  in  attempting  to  limit 
unnecessary  care  than  they  would  have  been  in  a  market  where  consumers 
faced  strong  financial  incentives  to  choose  more  efficient  insurance 
arrangements.  HMOs  may  also  have  used  savings  they  achieved  by  managing 
care  to  broaden  the  range  of  services  that  their  plans  cover. 

It  is  at  least  as  likely,  however,  that  mandating  universal  adoption  of 
managed  care  might  have  smaller  effects  than  estimates  based  on  past 
experience  would  suggest.  That  could  result  because,  if  all  consumers  and 
providers  were  required  to  adopt  managed  care  arrangements,  the  new 
participants'  levels  of  commitment  to  the  processes  and  values  implicit  in 
managed  care  approaches  might  be  less  than  those  of  the  current  participants, 
who  have  voluntarily  chosen  these  arrangements.  Furthermore,  extending 
managed  care  arrangements  could  increase  administrative  costs,  offsetting 
some  of  the  savings  in  the  costs  of  health  care  services.  (Because  of  data 
limitations,  any  increases  in  administrative  costs  are  not  included  in  the 
analysis.) 

An  additional  reason  for  caution  when  interpreting  the  estimates 
presented  here  is  that  they  relate  to  the  level  of-rather  than  the  rate  of 
increase  in-health  care  costs.  The  limited  available  evidence  suggests  that 
managed  care  does  not  affect  the  underlying  rate  of  growth  in  those  costs;  we 
assume  that  mandating  managed  care  would  not  affect  the  rate.4  It  might  slow 
that  growth,  however,  if  it  were  introduced  as  part  of  a  comprehensive 
restructuring  of  the  health  care  system  that  incorporated  strong  incentives  to 
choose  efficient  arrangements.  In  such  a  setting,  universal  managed  care  could 
facilitate  greater  control  over  the  adoption  of  new  technology-for  example,  if 
it  led  to  better  ways  to  identify  new  technologies  and  to  develop  guidelines  for 
their  use.  However,  under  the  present  system,  with  its  recent  high  rates  of 
costs  increase,  even  a  reduction  of  about  10  percent  in  NHEs  would  be  offset 
by  approximately  one  year's  increase  in  health  care  spending.  Thus,  universal 
adoption  of  some  forms  of  managed  care  could  yield  substantial  one-time 
savings;  buwin  the  absence  of  substantial  restructuring  of  the  health  care 
system,  that  would  not  address  the  longer-term  issue  of  the  underlying  rate  of 
growth  in  health  care  costs. 

Against  this  background  of  rapidly  rising  costs  and  of  diverse  forms  of 
managed  care  that  vary  widely  in  their  apparent  effectiveness,  the 
memorandum  outlines  the  assumptions  that  underlie  the  analysis  and  presents 


4.  See,  for  example,  Joseph  Newhouse  and  others,  "Are  Fee-for-Service  Costs  Increasing  Faster  than  HMOs' 

Costs?"  Medical  Care,  vol.  23  (August  1985),  pp.  960-966. 
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the  estimates  obtained.  An  appendix  describes  the  data  and  provides 
additional  technical  information. 


BACKGROUND 


Managed  care  represents  one  approach  to  reining  in  health  care  costs  that 
continue  to  climb  rapidly  in  both  the  federal  budget  and  the  nation  as  a  whole. 
Real  spending  per  person  for  health  care  grew  at  an  average  rate  of  about  4  V2 
percent  a  year  between  1980  and  1990,  substantially  outstripping  the  1  xh 
percent  annual  growth  in  real  gross  domestic  product  per  person  over  the  same 
period. 

Partly  because  of  that  rapid  growth,  the  share  of  federal  spending 
devoted  to  health  care  grew  from  10.5  percent  in  1980  to  13.4  percent  in  1990. 
CBO  has  projected  that,  under  current  policies,  spending  on  health  care  would 
climb  to  nearly  22  percent  of  the  federal  budget  by  1997  and  to  28  percent  by 
2002. 


Forms  of  Managed  Care 

Managed  care  is  one  of  numerous  strategies  that  have  been  advocated  to 
contain  rising  costs,  although  its  supporters  also  see  it  as  a  way  to  assure  the 
appropriateness-and  thus  the  quality--of  care.  Managed  care  comprises  any 
type  of  intervention  in  the  delivery  and  financing  of  health  care  that  is  intended 
to  eliminate  unnecessary  and  inappropriate  care  and  thereby  to  reduce  costs. 
The  best  known  form  of  managed  care  involves  HMOs,  which  combine 
insurance  coverage  with/  defined  delivery  systems  and  which  ordinarily  pay 
benefits  only  when  the  insured  population  uses  the  organization's  delivery 
system.  Another  common  form  of  managed  care  is  utilization  review.  Various 
other  forms  that  have  been  developed-for  example,  preferred  provider 
organizations  and  hybrid  plans  that  offer  managed  care  choices  to  patients  at 
the  "point  of  service"~are  not  discussed  in  this  section. 

Health  Maintenance  Organizations.  HMOs  can  be  structured  in  various  ways. 
A  staff-model  HMO  owns  the  clinical  facilities  that  the  insured  population  must 
use  and  employs  salaried  physicians  to  serve  the  HMO's  members  exclusively. 
Staff-model  HMOs,  along  with  group-model  HMOs,  have  integrated  their 
systems  for  financing  and  delivering  care.  In  this  way,  they  differ  from  the 
majority  of  today's  managed  care  organizations. 
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A  group-model  HMO  contracts  with  a  multispecialty  physician  group  to 
provide  care  to  the  HMO's  membership.  The  group  manages  the  provision  of 
care  independently  of  the  HMO  and  the  HMO  usually  pays  for  the  services  on 
a  capitation  basis.  (Capitation  is  a  form  of  payment  that  provides  a 
predetermined  amount  per  enrollee  served  by  the  provider,  regardless  of  the 
type  or  frequency  of  services  actually  rendered.)  The  medical  group  practice, 
not  the  HMO,  contracts  with  the  physicians  who  belong  and  pays  them  on  a 
fee-for-service,  salaried,  or  other  basis.  Some  medical  groups  serve  only 
members  of  the  HMO;  others  also  maintain  a  separate,  fee-for-service  practice. 

An  HMO  modelled  on  an  independent  practice  association  contracts 
with  individual  fee-for-service  physicians  to  provide  services  to  HMO  members 
in  the  private  offices  of  the  physicians.  Originally,  IPA  physicians  were 
generally  paid  on  a  discounted  fee-for-service  basis  and  were  required  to  bear 
some  financial  risk  for  excess  utilization  of  services;  part  of  their  fee-for-service 
payment  was  withheld  unless  use  and  costs  met  target  rates  set  by  the  HMO. 
Now,  however,  HMOs  often  negotiate  capitation  payments  that  cover  routine, 
office-based  care— and  some  specialty  services—that  IPA  physicians  provide. 
The  IPA  contracts  directly  with  individual  physicians  or  with  an  association  of 
physicians  that  negotiates  on  their  behalf. 

Utilization  Review.  UR  organizations  contract  with  employers  and  insurers  to 
determine  that  patients  receive  medically  necessary  care  of  good  quality  in  a 
cost-effective  manner.  The  organizations  review  the  quality  of  services,  analyze 
the  patterns  of  use  in  facilities,  identify  practice  problems,  and  propose 
remedies.  Review  protocols  traditionally  have  included  precertification, 
concurrent  review,  and  retrospective  review,  although  some  UR  organizations 
now  also  offer  management  support,  network  development,  and  contract 
administration.  In  addition,  many  insurers  have  their  own  internal  UR  systems. 

Effectiveness  of  Managed  Care 

A  central  question  in  this  analysis  is  how  staff-  and  group-model  HMOs,  IP  As, 
and  forms  of  UR  affect  personal  health  expenditures  (PHEs)  per  person. 
Reliable  research  evidence  is  limited,  however,  because  crucial  data  are  often 
unavailable  and  populations  that  different  health  insurance  arrangements  cover 
tend  to  differ  in  their  average  health  status  and  need  for  health  care  services. 
Available  evidence  for  the  insured  population  not  covered  by  Medicaid, 
summarized  below,  suggests  that  staff-  and  group-model  HMOs  have  achieved 
sizeable  reductions  in  PHEs  per  person  and  that  certain  forms  of  UR  have 
demonstrated  smaller  savings;  but  there  is  no  reliable  evidence  that  IP  As  have 
significantly  reduced  PHEs  per  person.  Evidence  about  the  impact  of  managed 
care  on  costs  under  the  Medicaid  program  is  discussed  separately. 
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Staff-  and  Group-Model  HMOs.  Among  numerous  studies  examining  how 
HMOs  affect  the  use  and  cost  of  health  services,  three  appear  least  affected  by 
limitations  of  method  and  data.  One,  the  RAND  health  insurance  experiment, 
found  that  HMOs  with  integrated  financing  and  delivery  systems  reduced 
hospital  use  by  40  percent  and  total  spending  by  about  25  percent.5  A  second, 
which  examined  Medicare  enrollees  in  HMOs,  found  that  staff-  and  group- 
model  HMOs  reduced  hospital  use  significantly.6  A  more  recent  study 
compared  service  use  among  patients  treated  for  specific  medical  conditions 
by  physicians  in  four  specialties  and  in  five  predominant  systems  of  care.  The 
systems  varied  in  both  practice  structure  and  type  of  payment.  That  study 
found,  after  adjusting  for  patient  mix,  that  fee-for-service  patients  of  physicians 
in  solo  practice  and  single-specialty  settings  had  hospitalization  rates  41  percent 
greater  than  those  of  HMO  patients  and  were  taking  12  percent  more 
prescription  drugs,  although  they  had  7  percent  fewer  visits  with  their 
physicians.7 

HMOs  Modelled  on  Independent  Practice  Associations.  Insufficient  evidence 
exists  to  assess  the  impact  of  IP  As  on  PHEs  per  person.  Savings  that  IP  As  may 
yield  are  generally  believed  to  be  appreciably  smaller  than  those  from  staff- 
and  group-model  HMOs.  In  the  evaluation  of  Medicare  HMOs,  for  example, 
savings  in  payments  to  hospitals  were  found  for  staff-,  group-,  and  mixed-model 
HMOs  but  not  for  IP  As. 

Utilization  Review.  Recent  studies  indicate  that  UR  programs  that  manage 
fee-for-service  care  under  traditional  insurance  plans  can  reduce  costs.  One 
studied  the  impact  of  a  UR  program  that  combined  preadmission  certification 
and  concurrent  review  of  inpatient  care.  It  found  that  UR  reduced  inpatient 
costs  by  about  8  percent  and  overall  medical  expenditures  by  4  percent  to  5 
percent  without  increasing  the  costs  of  outpatient  care  significantly.8 

Another  study  found  that  a  UR  program  of  a  large  private-insurance 
carrier  reduced  hospital  costs  by  nearly  12  percent  and  total  medical 
expenditures  by  8.3  percent  compared  with  the  experience  of  groups  not 


5.  Willard  G.  Manning  and  others,  "A  Controlled  Trial  of  the  Effect  of  a  Prepaid  Group  Practice  on  Use  of 
Services,"  New  England  Journal  of  Medicine,  vol.  310,  no.  3  (June  7, 1984),  pp.  1505-1510. 

6.  Randall  Brown,  Biased  Selection  in  the  Medicare  Competition  Demonstrations  (Washington  D.C.: 
Mathematica  Policy  Research,  April  1987). 

7.  Sheldon  Greenfield  and  others,  "Variations  in  Resource  Utilization  Among  Medical  Specialties  and  Systems 
of  Care:  Results  from  the  Medical  Outcomes  Study,"  Journal  of  the  American  Medical  Association,  vol.  267, 
no.  12  (March  25, 1992),  pp.  1624-1630. 

8.  Rezaul  K.  Khandker  and  Willard  G.  Manning,  "The  Impact  of  Utilization  Review  on  Costs  and  Utilization," 
in  P.  Zweifel  and  H.E.  Freeh  III,  eds.,  Health  Economics  Worldwide  (The  Netherlands:  Kluwer  Academic 
Publishers,  1992),  pp.  47-62. 
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subject  to  UR.  The  effects  were  concentrated  among  those  with  high  initial 
levels  of  hospital  admissions.  Compared  with  the  previous  study,  however,  this 
one  was  less  able  to  adjust  for  possible  differences  in  rates  of  service  use 
between  employees  of  firms  that  chose  UR  programs  and  employees  of  firms 
that  did  not. 

An  additional  study,  which  examined  the  effects  of  particular  types  of 
UR  controls,  concluded  that  preadmission  certification  combined  with 
concurrent  review  of  hospital  episodes  reduced  hospital  admissions  and  days 
of  inpatient  care,  lowering  the  overall  costs  of  hospital  inpatients  by  about  4 
percent.  Whether  that  induced  offsetting  increases  in  outpatient  costs  was  not 
ascertained.10 

Managed  Care  Under  Medicaid.  In  1991,  about  10  percent  of  all  Medicaid 
beneficiaries  received  care  from  managed  care  plans  of  various  types.  Of  those 
beneficiaries,  about  half  were  enrolled  in  HMOs  and  the  rest  were  in  other, 
less  restrictive  forms  of  managed  care  (including  prepaid  health  plans  and 
primary  care  case  management  systems,  which  were  not  financially  liable  for 
a  comprehensive  range  of  services). 

Direct  evidence  does  not  yet  answer  clearly  the  questions  of  when  and 
by  how  much  managed  care  programs  affect  Medicaid  costs.  It  does  appear, 
however,  that  managed  care  programs  have  reduced  those  costs  in  some 
settings  or  during  some  periods. 

The  existing  evidence  comes  from  two  sources.  One  is  the  Medicaid 
competition  demonstrations,  which  tested  the  feasibility  and  impact  of  applying 
managed  care  to  Medicaid  programs  in  several  areas.  In  these  demonstrations, 
the  individual's  managed  care  typically  involved  a  contract  with  a  primary  care 
provider  who  managed  care,  acted  as  gatekeeper  to  other  services,  and  was 
paid  under  partial  capitation  arrangements  that  covered  both  primary  and 
specialist  care.  Usually,  the  primary  care  provider  was  not  financially  liable  for 
hospital  care.  An  evaluation  of  these  demonstrations  found  that  capitation 
encouraged  providers  to  change  the  patterns  of  service  and  typically  reduced 
the  demand  on  emergency  rooms  and  specialists.  Although  patients  rather 
than  providers  usually  make  decisions  to  visit  emergency  rooms,  patients  may 


9.  See  P  J.  Feldstein  and  others,  "Private  Cost  Containment:  The  Effects  of  Utilization  Review  Programs  on 
Health  Care  Use  and  Expenditures,"  New  England  Journal  of Medicine,  vol.  318  (May  19, 1988),  pp.  1310- 
1314;  Thomas  M.  Wickizer  and  others,  "Does  Utilization  Review  Reduce  Unnecessary  Care  and  Contain 
Costs?"  Medical  Care,  vol.  27,  no.  6  (June  1989),  pp.  632-646;  and  Thomas  M.  Wickizer,  "The  Effect  of 
Utilization  Review  on  Hospital  Use  and  Expenditures:  A  Review  of  the  Literature  and  an  Update  on  Recent 
Findings,"  Medical  Care  Review,  vol.  47,  no.  3  (Fall  1990),  pp.  327-363. 

10.  Richard  Scheffler  and  others,  The  Impact  of  Blue  Cross  and  Blue  Shield  Plan  Utilization  Management 
Programs,  1980-1988,"  Inquiry,  vol.  28  (Fall  1991),  pp.  263-275. 
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make  fewer  visits  if  their  access  to  primary  care  services  improves.  Given  the 
particular  methods  used  to  set  capitation  rates  in  the  demonstrations,  large 
savings  did  not  accrue  to  federal  or  state  governments.11 

The  other  source  of  evidence  is  the  Arizona  Health  Care  Cost 
Containment  System  (AHCCCS)-- Arizona's  alternative  approach  to  structuring 
Medicaid-which  uses  prepaid  health  plans  to  serve  the  indigent  population. 
Plans  are  chosen  by  means  of  a  competitive  bidding  process  and  are  paid  a 
capitated  amount  equal  to  their  bid  rate.  AHCCCS  beneficiaries  select,  or  are 
assigned  to,  a  particular  gatekeeper  who  manages  their  care;  they  make  small 
copayments  for  many  services.  About  30  percent  of  beneficiaries  were  in  staff- 
model  or  group-model  plans  at  the  end  of  1987;  the  rest  were  in  IP  As.  Since 
December  1988,  a  long-term  care  component  has  been  included  in  the  overall 
program. 

Evaluations  of  the  AHCCCS  conclude  that  it  has  achieved  savings 
relative  to  the  expected  costs  of  a  traditional  Medicaid  program  and  that  its 
costs  have  increased  less  rapidly.12  Compared  with  those  for  traditional 
programs,  total  program  costs  for  acute  medical  services  were  estimated  to  be 
5.8  percent  lower  during  fiscal  years  1983-1987, 8.4  percent  lower  in  fiscal  year 
1988,  and  14.6  percent  lower  in  fiscal  year  1989.  AHCCCS,  however,  had 
higher  administrative  costs.  After  allowing  for  those,  there  appear  to  have 
been  little  or  no  overall  savings  in  fiscal  years  1983-1987,  but  the  savings 
represented  2.2  percent  of  total  program  costs  (medical  and  administrative)  in 
fiscal  year  1988  and  9.0  percent  in  fiscal  year  1989.  For  the  seven-year  period 
from  fiscal  year  1983  to  fiscal  year  1989,  the  average  annual  increase  in  the  per 
capita  medical  service  cost  of  AHCCCS  was  5.0  percent,  compared  with  an 
estimated  8.2  percent  for  a  traditional  Medicaid  program  in  Arizona. 

Those  estimates  should  be  interpreted  cautiously,  however.  Substantial 
problems  in  establishing  the  program  affected  the  data  for  fiscal  years  1983- 
1987.  Evidence  of  more  substantial  savings,  compared  with  traditional 
Medicaid  programs,  therefore  comes  primarily  from  two  years  of  experience. 
In  any  case,  estimating  the  costs  of  a  traditional  Medicaid  program  for  a  state 
that  has  never  had  one  is  problematic  because  Medicaid  programs  in  other 
states,  on  which  the  estimates  are  based,  vary  in  their  rules  about  eligibility, 
coverage,  and  reimbursement  of  providers.  The  states  used  for  comparison 


11.  Deborah  A.  Freund  and  others,  "Evaluation  of  the  Medicaid  Competition  Demonstrations,"  Health  Care 

Financing  Review,  vol.  11,  no.  2  (Winter  1989),  pp.  81-97. 

12  SRI  International,  "Evaluation  of  the  Arizona  Health  Care  Cost  Containment  System:  Final  Report," 

(report  prepared  for  the  Health  Care  Financing  Administration,  January  1989);  Laguna  Research 
Associates,  "Evaluation  of  the  Arizona  Health  Care  Cost  Containment  System  Demonstration:  First 
Outcome  Report"  (report  prepared  for  HCFA,  Jury  1991). 
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also  differ  in  their  demography,  policy  history,  and  health  care  systems. 
Estimated  differences  between  actual  rates  of  growth  in  costs  under  AHCCCS 
and  the  rates  projected  for  a  traditional  Medicaid  program  should  be 
interpreted  with  similar  caution. 

METHODS 


This  section  first  outlines  the  methods  used  to  estimate  the  possible  impact  of 
managed  care  on  health  expenditures  and  then  discusses  assumptions  that 
underlie  the  analysis. 

Estimation  Strategy 

How  might  total  health  care  spending  and  its  principal  components  differ  if  all 
health  care  services  were  delivered  under  selected  systems  of  managed  care? 
The  methods  used  to  answer  that  question  take  account  of  three  realities: 

o  The  current  health  care  delivery  system  already  incorporates 
managed  care  arrangements  of  various  kinds  and  varying 
effectiveness. 

o  Managing  care  funded  by  different  third-party  sources-such  as 
Medicare,  Medicaid,  and  private  insurers-could  reduce  costs  by 
differing  degrees.  For  example,  these  systems  might  differ  in  the 
mix  of  clients  and  conditions  they  treat,  average  rates  of 
reimbursement  to  providers,  quality  of  care,  or  current  methods 
for  assuring  the  effectiveness  of  care.  In  addition,  those  funding 
sources  have  permitted  or  encouraged  different  forms  of 
managed  care  to  develop. 

o  Managing  care  would  not  affect  all  health  care  expenditures. 
For  example,  it  is  unlikely  to  affect  significantly  expenditures  on 
public  health  activities,  research,  and  construction,  or  those 
personal  health  expenditures  not  channelled  through  insurance 
arrangements  (including  care  for  people  without  insurance). 

Using  data  for  1990,  the  estimation  process  first  divides  the  total  U.S. 
population  among  four  categories  based  on  primary  insurance  coverage: 
Medicare,  Medicaid,  private  or  other  public  coverage,  and  no  coverage.  Each 
category  is  then  subdivided  among  kinds  of  managed  care  arrangements,  which 
are  grouped  according  to  their  assumed  levels  of  effectiveness  in  reducing  costs 
(see  Table  1).  The  process  distinguishes  four  levels  of  assumed  effectiveness 
and  groups  them  accordingly: 
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o       Group-  and  staff-model  HMOs; 

o  Effective  forms  of  utilization  review  that  incorporate 
precertification  and  concurrent  review  for  hospitalization; 

o  Other  forms  of  managed  care  that  might  possibly  have  some 
effect  (including  IP  As,  network-model  HMOs,  point-of-service 
plans,  preferred  provider  organizations,  normal  Medicare  care, 
and  non-HMO  forms  of  Medicaid  managed  care);  and 

o       Arrangements  that  involve  no  managed  care. 


TABLE  1.        ALLOCATION  OF  POTENTIAL  RECIPIENTS  OF 

PERSONAL  HEALTH  SERVICES,  BY  PRIMARY  SOURCE 
OF  INSURANCE  FUNDING  AND  LEVEL  OF  EFFECTIVENESS 
OF  MANAGED  CARE  ARRANGEMENTS,  1990  (In  millions) 


Level  of  Effectiveness  of 
Primary  Source  of  Managed  Care  Arrangement* 

Insurance  Funding  Total  I  II        III  IV 


All  Sources 

259.6 

16.7 

65.5 

89.8 

87.5 

Medicare 

32.1 

1.3 

0 

1.2 

29.6 

Medicaid 

15.4 

0.3 

0 

1.3 

13.9 

Private  or  other  public 

176.9 

15.2 

65.5 

87.3 

8.8 

No  insurance  ' 

35.2 

0 

0 

0 

35.2 

SOURCE:  Congressional  Budget  Office  calculations  based  on  data  from  the  Social  Security  Administration's 
Office  of  the  Actuary,  the  March  1990  supplement  to  the  Census  Bureau's  Current  Population 
Survey,  and  the  Health  Care  Financing  Administration. 


a.         Managed  care  categories  are  defined  as  follows: 

I.  Staff-  and  group-model  HMOs; 

II.  Effective  utilization  review  incorporating  precertification  and  concurrent  review  of  hospital  care; 

III.  Other  forms  of  managed  care; 

IV.  No  managed  care. 
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Based  on  the  evidence  reviewed  above,  two  alternative  sets  of  specific 
assumptions  are  made  about  the  cost  reductions  associated  with  each  category 
of  managed  care  (see  Appendix  Table  A-l).  Each  set  makes  the  same 
assumptions  about  the  reduction  in  costs  that  staff-  and  group-model  HMOs 
would  achieve  because  they  comprise  the  category  of  managed  care  for  which 
the  relevant  evidence  is  most  reliable.  For  the  two  other  categories  of 
managed  care,  one  set  of  assumptions  ("Alternative  1")  assumes  larger  impacts 
on  costs  than  does  the  other  set  ("Alternative  2").  The  two  sets  therefore  imply 
a  range  of  estimates  of  the  potential  impact  that  managed  care  could  have  on 
total  health  care  costs. 

The  next  step  is  to  estimate  the  level  of  health  care  spending  that 
managed  care  arrangements  might  potentially  affect.  Data  on  NHEs  and  their 
components,  drawn  from  the  national  health  accounts,  are  combined  with 
specific  assumptions  to  differentiate  the  spending  managed  care  could  affect 
("potentially  manageable"  expenditures)  from  spending  it  could  not  affect.  This 
step  identifies  a  subset  of  personal  health  expenditures-approximately  71 
percent  of  the  total-as  potentially  manageable  (see  Table  2). 

The  potentially  manageable  personal  health  expenditures  in  1990  are 
then  allocated  in  a  two-stage  process:  according  to  the  primary  source  of 
insurance  coverage  of  the  individuals  who  benefitted  from  them;  and  according 
to  the  level  of  effectiveness  of  the  managed  care  arrangements  associated  with 
the  services  for  which  the  spending  occurred  (see  Table  3).  In  stage  one,  actual 
Medicare  and  Medicaid  expenditures  on  potentially  manageable  care  are  first 
deducted  from  total  personal  health  expenditures  on  such  care.  The  remaining 
expenditures  are  divided  between  "private  or  other  public  insurance"  and  "no 
insurance"  in  proportion  to  the  number  of  individuals  with  each  insurance 
status,  after  adjusting  for  differences  in  average  expenditure  per  person  that 
are  related  either  to  being  age  65  or  older  or  to  having  no  health  insurance. 

In  stage  two,  expenditures  for  each  source  of  primary  insurance 
coverage  are  allocated  among  the  four  levels  of  effectiveness  of  managed  care 
in  approximately  the  same  proportions  as  the  numbers  of  individuals  classified 
at  each  level.  The  estimated  distribution  varies,  however,  with  the  choice  of 
assumptions  about  the  effects  of  managed  care  categories.  In  other  words,  the 
stage  two  allocation  presumes  that  the  average  expenditure  per  person  would 
have  been  the  same  for  people  in  each  managed  care  category  if  no  managed 
care  arrangements  had  been  in  effect.  That  assumption  implies  that  observed 
expenditures  per  person  in  1990  were  lowest  for  the  managed  care  categories 
most  effective  in  reducing  costs  and  that  relative  expenditures  track  the 
assumed  effectiveness  of  the  categories. 
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As  discussed  more  fully  in  the  Appendix,  each  set  of  assumptions  about 
the  effectiveness  of  managed  care  arrangements  also  implies  a  hypothetical 
level  of  expenditures  that  would  have  been  observed  in  1990  had  no  managed 
care  arrangements  been  in  place.  That  level  includes  the  estimated  amounts 
by  which  managed  care  arrangements  that  were  in  effect  in  1990  reduced 
potentially  manageable  PHEs.  For  both  staff-  and  group-model  HMOs  and 
effective  forms  of  utilization  review,  the  implied  hypothetical  expenditure  levels 
are  used  to  simulate  the  degree  to  which  general  use  of  the  selected  forms  of 
managed  care  would  have  reduced  manageable  expenditures  in  1990.  That  is 
done  for  each  primary  source  of  insurance  coverage.  Under  CBO's 
assumptions,  the  reductions  in  total  PHEs  and  NHEs  would  be  identical  to  the 
overall  reduction  in  manageable  PHEs. 


TABLE  2.        NATIONAL  HEALTH  EXPENDITURES,  BY  TYPE  OF  SERVICE 
AND  BY  PROPORTIONS  POTENTIALLY  SUBJECT  TO 
MANAGED  CARE  ARRANGEMENTS,  1990 


Type  of  Health  Service 


All 

Expenditures 
(Billions 
of  dollars) 


Share  of  Expenditures 
Potentially  Subject  to 
Managed  Care 


In  Billions 
of  Dollars 


As  a  Percentage 
of  Total 


National  Health  Expenditures 

666.2 

475.0 

71 

Personal  health  care  expenditures 
Hospitals 

585.3 
256.0 

475.0 
256.0 

81 
100 

Physicians 

125.7 

125.7 

100 

Dentists 

34.0 

20.4 

60 

Other  professionals 

31.6 

31.6 

100 

Home  health 

6.9 

6.9 

100 

Drugs  and  medical  nondurables 

54.6 

16.4 

30 

Vision  products  and  durables 

12.1 

4.2 

35 

Nursing  home  care 

53.1 

2.5 

5 

Other  personal  health  care 

11.3 

11.3 

100 

Administration  and  net  cost  of 

private  health  insurance 

38.7 

0 

0 

Public  health  activity 

19.3 

0 

0 

Research 

12.4 

0 

0 

Construction 

10.4 

0 

0 

SOURCE:         Congressional  Budget  Office  calculations  based  on  Katharine  R.  Levitt  and  others,  "National  Health 
Expenditures,  1990,"  Health  Care  Financing  Review,  vol.  13,  no.  1  (Fall  1991),  pp.  29-54. 
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TABLE  3.        ESTIMATED  DISTRIBUTION  OF  1990  EXPENDITURES 
ON  PERSONAL  HEALTH  SERVICES  THAT  COULD 
POTENTIALLY  BE  MANAGED,  BY  PRIMARY  SOURCE 
OF  INSURANCE  COVERAGE,  LEVEL  OF  EFFECTIVENESS 
OF  MANAGED  CARE  ARRANGEMENTS,  AND  ASSUMPTIONS 
ABOUT  EFFECTS  OF  MANAGED  CARE  ARRANGEMENTS 
(In  billions  of  dollars) 


Primary  Source  of 
Insurance  Funding 


Total 


Level  of  Effectiveness  of 
Managed  Care  Arrangement* 
I  II        III  IV 


Alternative  lb 


All  Sources 

475.0 

26.4 

106.8 

153.3 

188.4 

Medicare 

108.9 

3.8 

0 

4.1 

101.0 

Medicaid 

47.2 

0.7 

0 

3.9 

42.6 

Private  or  other  public 
No  insurance 

289.1 
29.8 

21.9 
0 

106.8 
0 

145.4 
0 

15.0 
29.8 

Alternative  2 


All  Sources 
Medicare 
Medicaid 

Private  or  other  public 
No  insurance 


475.0 

26.0 

108.0 

153.5 

187.4 

108.9 
47.2 

3.8 
0.7 

0 
0 

4.1 

3.9 

101.0 

42.6 

289.7 

21.5 

108.0 

145.4 

14.7 

29.2 

0 

0 

0 

29.2 

SOURCE:  Congressional  Budget  Office  calculations  based  on  Tables  1  and  2;  and  Katharine  R.  Levitt  and 
others,  "National  Health  Expenditures,  1990,"  Health  Care  Financing  Review,  vol.  13,  no.  1  (Fall 
1991),  pp.  29-54. 


Managed  care  categories  are  defined  as  follows: 

I.  Staff-  and  group-model  HMOs; 

II.  Effective  utilization  review  incorporating  precertification  and  concurrent  review  of  hospital  care; 

III.  Other  forms  of  managed  care; 

IV.  No  managed  care. 


Managed  care  categories  II  and  III,  under  Alternative  1,  are  assumed  to  achieve  larger  reductions  in  costs 
than  under  Alternative  2. 
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The  simulations  assume  that  effective  UR  would  not  displace  existing 
staff-  and  group-model  HMOs  that  reduce  costs  by  a  larger  proportion.  The 
simulations  therefore  generate  a  range  of  estimates  for  each  type  of  insurance 
separately,  and  thus  for  all  types  of  insurance  combined,  of  the  reductions  from 
1990  levels  of  spending  that  universal  (or  almost  universal)  adoption  of  the 
simulated  forms  of  managed  care  would  have  implied. 


Assumptions  Underlying  the  Analysis 

The  estimation  methods  outlined  above  incorporate  a  number  of  simplifying 
assumptions. 

Possible  Effects  of  Managed  Care  on  Components  of  NHEs.  By  definition, 
NHEs  represent  the  sum  of  expenditures  on  personal  health  services  and 
expenditures  on  administration,  public  health  activities,  research,  and 
construction  (see  Table  2).  CBO  assumes  that  managed  care  arrangements  can 
affect  PHEs  and  administrative  expenditures  but  not  expenditures  on  public 
health  activities,  research,  or  construction.  CBO  further  assumes  that,  if 
managed  care  arrangements  affect  PHEs,  they  will  do  so  on  a  per-purchaser 
basis  and  not  by  affecting  the  number  of  purchasers  of  personal  health  services. 

Range  of  Services  Assumed  to  be  Affected.  Some  personal  health  spending 
goes  for  services  that  health  insurance  does  not  normally  cover.  Universal 
adoption  of  managed  care  arrangements  would  be  unlikely  to  affect  such 
spending  significantly.  Consequently,  CBO  assumes  that  adoption  of  managed 
care  would  reduce  certain  components  of  PHEs  but  not  others.  Whether 
components  should  be  included  or  excluded  is  not  always  clear-cut,  however, 
for  reasons  discussed  below.  This  memorandum  includes  all  expenditures  for 
hospital  care,  physicians'  services,  other  professional  services,  home  health 
care,  and  other  personal  health  care.  It  excludes  part  of  the  expenditures 
classified  to  other  components  of  PHEs.  Specifically,  it  includes  only  some 
nursing  home  care,  30  percent  of  expenditures  for  "drugs  and  medical 
nondurables,"  35  per  cent  of  expenditures  for  'Vision  products  and  other 
medical  durables,"  and  60  percent  of  expenditures  on  "dentists'  services." 
Excluded  expenditures  are  assumed  to  be  concentrated  among  people  with 
"private  or  other  public"  insurance  or  without  insurance. 

Managed  care  arrangements  for  acute  health  care  do  not  normally  cover 
long-term  care  services.  Accordingly,  CBO  excludes  all  expenditures  on 
nursing  home  care  except  Medicare  payments  to  skilled  nursing  facilities,  which 
are  best  regarded  as  spending  for  acute  health  care. 
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Nevertheless,  CBO  includes  expenditures  on  home  health  care  services 
for  several  reasons.  As  defined  for  NHEs  purposes,  home  health  care  services 
exclude  as  nonmedical  many  services  commonly  associated  with  long-term  care, 
such  as  meals-on-wheels,  chore  services,  and  social  or  "custodial"  services. 
Moreover,  Medicare-which  only  covers  care  for  acute  conditions-is  the  largest 
single  funding  source  for  home  health  care  included  in  NHEs.  In  addition,  the 
remaining  funds  for  home  health  care  come  mostly  from  Medicaid  and  private 
health  insurance;  care  that  those  sources  fund  would  presumably  be  subject  to 
any  generally  applicable  managed  care  arrangements. 

Drugs  and  medical  nondurables  include  purchases  from  retail  outlets  of 
prescription  drugs,  nonprescription  drugs,  and  other  medical  nondurables  (such 
as  bandages  and  heating  pads).  Drugs  that  patients  receive  from  hospitals  and 
nursing  homes  or  from  physicians  under  a  provider  contract  are  included 
elsewhere  in  NHEs  as  spending  for  those  providers'  services.  In  1990,  74 
percent  of  all  expenditures  for  drugs  and  medical  nondurables  were  paid  out 
of  pocket;  private  insurance  paid  15  percent,  and  public  sources  paid  11 
percent.  If  products  covered  by  private  insurance  were  subject  to  25  percent 
coinsurance  overall,  privately  insured  or  publicly  funded  products  would  have 
represented  about  30  percent  of  the  total.  This  analysis  therefore  makes  the 
simplifying  assumption  that  an  expansion  of  managed  care  arrangements  would 
affect  only  30  percent  of  expenditures  on  drugs  and  medical  nondurables. 

The  category  of  vision  products  and  other  medical  durables  includes 
such  items  as  eyeglasses,  hearing  aids,  surgical  appliances  and  supplies,  bulk 
and  cylinder  oxygen,  and  the  rental  of  equipment.  In  1990,  67  percent  of  all 
such  expenditures  were  paid  out  of  pocket,  10  percent  came  from  private 
insurance,  and  22  percent  were  publicly  financed.  If,  once  again,  privately 
insured  expenditures  were  subject  to  25  percent  coinsurance  overall,  about  35 
percent  of  all  such  expenditures  would  have  been  privately  insured  or  publicly 
funded.  Accordingly,  CBO  makes  the  simplifying  assumption  that  an  expansion 
of  managed  care  arrangements  would  affect  35  percent  of  expenditures  on 
vision  products  and  other  medical  durables. 

Similarly,  private  health  insurance  paid  45  percent  of  expenditures  for 
dentists'  services  in  1990,  with  almost  all  of  the  rest  paid  out  of  pocket.  If 
dental  services  covered  by  insurance  were  subject  to  no  more  than  25  percent 
coinsurance  overall,  privately  insured  or  publicly  funded  products  would  have 
represented  more  than  60  percent  of  the  total.  CBO  therefore  assumes  that 
an  expansion  of  managed  care  arrangements  would  affect  60  percent  of 
expenditures  on  dentists'  services. 
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Assumed  Behavioral  Effects  of  Managed  Care  on  PHEs.  The  various 
categories  of  managed  care  arrangements  are  simulated  to  have  the  following 
effects  on  PHEs  (see  Appendix  Table  A-l).  CBO's  assumptions  partly  reflect 
differences  among  categories  of  managed  care  in  the  extent  of  evidence  about 
their  true  effects;  negligible  evidence  of  effectiveness  leads  CBO  to  assume  no 
effect.  Two  other  patterns  are  incorporated  in  the  assumptions: 

o  Under  Medicaid,  each  category  of  managed  care  would  have  half 
of  the  proportional  impact  it  would  have  when  applied  to  people 
whose  primary  insurance  coverage  comes  through  Medicare  or 
the  private  or  other  public  category.  That  assumption  conforms 
with  the  evidence  suggesting  that  managed  care  has  smaller 
effects  under  Medicaid  than  under  other  insurance 
arrangements~a  pattern  that  could  reflect  Medicaid's 
comparatively  low  rates  of  reimbursement  to  providers  or  the 
possibility  that  some  individuals  would  receive  additional  services 
under  managed  care  arrangements. 

o  Care  for  people  who  lack  insurance  coverage  would  not  be 
subject  to,  or  affected  by,  managed  care  arrangements.  This 
simplifying  assumption  abstracts  from  reports  that  managed  care 
organizations  continue  to  provide  care  to  some  enrollees  who 
have  become  uninsured. 

CBO's  analysis  assumes  that  staff-  and  group-model  HMOs  would 
reduce  PHEs  by  15  percent  from  their  levels  under  traditional  private  health 
insurance  and  Medicare  and  by  7.5  percent  from  their  level  under  traditional 
Medicaid  programs.  The  reduction  assumed  for  these  HMOs  is  somewhat 
smaller  than  the  effect  estimated  from  the  RAND  health  insurance 
experiment-partly  because  that  evidence  came  from  a  single,  well-established 
HMO  and  partly  because  hospital  admissions  and  lengths  of  stay  have  declined 
in  the  intervening  years.13 

The  analysis  also  assumes  that  effective  forms  of  utilization  review 
would  reduce  PHEs  by  1  percent  to  4  percent  from  their  levels  under 
traditional  health  insurance  and  Medicare  and  by  0.5  percent  to  2  percent  from 
their  level  under  Medicaid.  CBO  also  assumes  that  other  forms  of  managed 
care  might  possibly  reduce  health  care  costs-specifically,  that  they  would 
reduce  PHEs  by  zero  to  2  percent  from  their  levels  under  traditional  health 
insurance  and  Medicare  and  by  zero  to  1  percent  from  their  level  under 
Medicaid. 


13.  As  noted  earlier,  the  RAND  health  insurance  experiment  found  that  HMOs  with  integrated  financing  and 

delivery  systems  reduced  hospital  use  by  40  percent  and  total  spending  by  about  25  percent. 
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Assumed  Effects  of  Managed  Care  on  Administrative  Costs.  The  national 
health  accounts  separate  administrative  expenditures  from  PHEs  but  do  not 
subdivide  administrative  costs  in  ways  that  show  those  incurred  by  group-  and 
staff-model  HMOs,  other  forms  of  managed  care,  and  traditional  providers. 
Nevertheless,  administrative  costs  depend  partly  on  the  managed  care 
arrangements  being  used.  Thus,  the  ratio  of  administrative  costs  to  the  total 
cost  of  health  care  services  (namely,  PHEs  plus  administrative  costs)  appears 
to  vary  widely  with  the  type  of  managed  care  arrangement  employed. 

For  example,  it  is  widely  believed  that  more  intensive  forms  of  managed 
care,  such  as  staff-  and  group-model  HMOs,  generate  higher  administrative 
costs.  The  administrative  costs  of  Medicare  HMOs-including  marketing-may 
represent  20  percent  of  their  total  costs,  whereas  the  Medicare  program  pays 
approximately  2.4  percent  in  administrative  costs  for  the  handling  of  fee-for- 
service  claims.14  The  impact  of  the  administrative  costs  of  HMOs  is  also 
evident  from  evaluations  of  Arizona's  approach  to  Medicaid.  They  found  that, 
as  noted  above,  the  reduction  in  total  costs  was  about  6  percentage  points 
lower  than  the  reduction  in  medical  costs  in  each  year  because  higher 
administrative  costs  partly  offset  lower  medical  costs. 

Nevertheless,  no  reliable  data  have  been  consistently  compiled  to  show 
the  proportion  of  total  costs  that  administrative  costs  absorb  under  each 
managed  care  arrangement.15  Lacking  satisfactory  evidence  that  quantifies 
how  administrative  costs  vary  among  different  forms  of  managed  care,  CBO 
has  not  attempted  to  simulate  how  mandating  specific  forms  of  managed  care 
would  change  administrative  costs.  CBO  would,  however,  expect  these  changes 
to  offset  to  some  degree  the  reductions  in  expenditures  on  health  care  services. 

RESULTS 


Under  one  set  of  assumptions  about  the  effectiveness  of  managed  care, 
delivering  all  health  care  services  through  staff-  or  group-model  HMOs  could 
have  reduced  total  health  care  costs  in  1990  by  about  $64  billion  (see  Table  4). 
That  potential  saving  can  be  expressed  as  a  proportion  of  various  aggregate 
spending  figures.  For  example,  it  represented  13.5  percent  of  all  PHEs  that 
could  potentially  be  managed,  1 1.0  percent  of  all  PHEs  overall,  and  9.6  percent 


14.  See  Congressional  Budget  Office,  "Managed  Care  and  the  Medicare  Program:  Background  and  Evidence," 
CBO  Staff  Memorandum  (May  1990). 

15.  The.  Group  Health  Association  of  America,  Inc.,  has  estimated  administrative  costs  for  HMOs.  See 
statement  of  James  F.  Doherty,  president  and  chief  executive  officer  of  GHAA,  on  health  care 
administrative  costs  and  the  Canadian  health  care  system  before  the  Subcommittee  on  Education  and  Health 
of  the  Joint  Economic  Committee,  October  16, 1991. 
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TABLE  4.         ESTIMATED  SAVINGS  IN  1990  EXPENDITURES  ON 
PERSONAL  HEALTH  SERVICES  THAT  COULD 
POTENTIALLY  BE  MANAGED  UNDER  VARIOUS  FORMS  OF 
MANAGED  CARE,  BY  PRIMARY  SOURCE  OF  INSURANCE 
COVERAGE  AND  EFFECTIVENESS  OF  MANAGED 
CARE  ARRANGEMENTS  (In  billions  of  dollars) 


Form  of  Manaeed  Care 

Primary  Source  of 
Insurance  Funding 

Staff-  or 
Group- 
Model  HMO 

Effective 
Utilization 
Review* 

Alternative  lb 

All  Sources 

52.9 

8.6 

Medicare 

15.7 

4.1 

Medicaid 

3.4 

0.9 

Private  or  other  public 

33.8 

3.6 

No  insurance 

0 

0 

Alternative  2b 

All  Sources 

64.2 

2.9 

Medicare 

16.4 

1.1 

Medicaid 

3.5 

0.2 

Private  or  other  public 

44.2 

1.6 

No  insurance 

0 

0 

SOURCE:  Congressional  Budget  Office  calculations. 
NOTE:  HMO  =  health  maintenance  organization. 


a.  This  category  refers  to  utilization  review  that  incorporates  precertification  and  concurrent  review  of  inpatient 
care.  This  form  of  managed  care  is  assumed  to  replace  all  less  cost-effective  forms  of  health  care  delivery. 

b.  The  managed  care  categories  for  effective  utilization  review  and  other  forms  of  managed  care  are  assumed 
to  achieve  larger  reductions  in  costs  under  Alternative  1  than  under  Alternative  2. 
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of  NHEs-the  most  comprehensive  measure  of  health  care  spending  (see  Table 
5  and  Appendix  Tables  A-3  and  A-4).  Given  the  growth  in  NHEs  since  1990, 
the  same  proportional  saving  in  1992  would  amount  to  approximately  $78 
billion,  based  on  CBO's  projections  for  NHEs. 

More  than  two-thirds  of  those  savings  would  arise  from  care  for  people 
whose  primary  insurance  coverage  is  either  private  or  through  public  programs 
other  than  Medicare  and  Medicaid.  Care  for  Medicare  enrollees  would 
contribute  another  one-quarter  of  the  total  savings,  with  care  for  Medicaid 
beneficiaries  contributing  the  remainder. 

Under  the  alternative  set  of  assumptions  used,  savings  from  the 
universal  adoption  of  staff-  and  group-model  HMOs  would  be  smaller-about 
$53  billion  in  1990.  That  represents  11.1  percent  of  all  expenditures  on 
personal  health  services  that  could  potentially  be  managed,  9.0  percent  of  all 
expenditures  on  personal  health  services,  and  7.9  percent  of  national  health 
expenditures. 

Using  managed  care  arrangements  that  incorporated  effective  forms  of 
utilization  review  to  deliver  all  health  care  (except  services  currently  provided 
through  more  cost-effective  staff-  and  group-model  HMOs)  would  yield 
substantially  smaller  potential  savings.  Under  both  sets  of  assumptions,  the 
savings  are  estimated  at  no  more  than  1.3  percent  of  NHEs. 

For  effective  utilization  review,  estimated  total  savings  are  larger  under 
Alternative  1  than  Alternative  2,  which  assumes  they  have  smaller  effects.  For 
staff-  and  group-model  HMOs,  however,  larger  estimated  savings  are  obtained 
under  Alternative  2.  That  is  because  the  two  alternatives  make  the  same 
assumptions  about  the  effects  of  staff-  and  group-model  HMOs,  but  Alternative 
1  assumes  not  only  larger  effects  for  managed  care  categories  II  and  III  but 
also  larger  differentials  between  the  effects  of  category  II  and  those  of 
categories  III  and  IV. 

In  CBO's  analysis,  the  requirement  that  all  health  care  services  be 
delivered  through  specific  forms  of  managed  care  is  satisfied  by  shifting  people 
from  one  managed  care  category  to  another.  Shifting  someone  between 
managed  care  categories  implies  progressively  larger  savings  in  total  health  care 
expenditures  as  the  difference  between  the  proportional  savings  assumed  for 
the  original  and  new  categories  increases. 

Mandating  the  use  of  staff-  and  group-model  HMOs  is  equivalent  to 
shifting  people  to  category  I  from  the  other  categories.  Because  the 
proportional  savings  for  category  I  are  assumed  to  be  the  same  under  both 
Alternative  1  and  Alternative  2,  shifting  people  from  other  categories  to 
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TABLE  5.         ESTIMATED  SAVINGS  IN  1990  EXPENDITURES  ON 
PERSONAL  HEALTH  SERVICES  THAT  COULD 
POTENTIALLY  BE  MANAGED,  AS  A  PROPORTION  OF 
ALTERNATIVE  HEALTH  EXPENDITURE  TOTALS  UNDER 
VARIOUS  FORMS  OF  MANAGED  CARE,  BY  THE  ASSUMED 
EFFECTIVENESS  OF  MANAGED  CARE  ARRANGEMENTS 
(In  percent) 


 Form  of  Managed  Care 

Staff-  or  Effective 
Form  of  Health  Group-  Utilization 

Expenditure  Model  HMO  Review" 


Alternative  lb 


Potentially  Manageable  Personal 
Health  Care  Expenditures 

All  Personal  Health 
Care  Expenditures 

National  Health  Expenditures 


11.1 

9.0 
7.9 


1.8 

1.5 
1.3 


Alternative  2 


Potentially  Manageable  Personal 
Health  Care  Expenditures 

All  Personal  Health 
Care  Expenditures 

National  Health  Expenditures 


13.5 

11.0 
9.6 


0.6 

0.5 
0.4 


SOURCE:  Congressional  Budget  Office  calculations. 
NOTE:  HMO  =  health  maintenance  organization. 


a.  This  category  refers  to  utilization  that  incorporates  precertification  and  concurrent  review  of  inpatient  care. 
This  form  of  managed  care  is  assumed  to  replace  all  less  cost-effective  forms  of  health  care  delivery. 

b.  The  managed  care  categories  for  effective  utilization  review  and  other  forms  of  managed  care  are  assumed 
to  achieve  larger  reductions  in  costs  under  Alternative  1  than  under  Alternative  2. 
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category  I  would  imply  smaller  savings  if  the  assumed  proportional  savings  for 
categories  II-IV  are  increased  relative  to  those  for  category  I.  Under 
Alternative  1,  as  compared  with  Alternative  2,  the  assumed  proportional 
savings  for  categories  II-IV  are  increased  relative  to  those  for  category  I  in 
precisely  that  way.  Consequently,  the  estimated  savings  from  delivering  all  care 
through  staff-  or  group-model  HMOs  are  greater  under  the  assumptions  of 
Alternative  2  than  under  those  of  Alternative  1. 

Similarly,  mandating  the  use  of  effective  forms  of  utilization  review  in 
place  of  delivery  systems  that  are  less  cost-effective  is  equivalent  to  shifting 
people  to  category  II  (effective  UR)  from  category  III  (less  effective  forms  of 
managed  care)  and  category  IV  (no  managed  care).  Doing  so  would  achieve 
progressively  larger  savings  in  total  health  care  spending  as  the  proportional 
savings  assumed  for  UR  rise  relative  to  those  for  the  two  less  cost-effective 
managed  care  categories.  Compared  to  the  Alternative  2  assumptions,  those 
for  Alternative  1  are  not  only  larger  for  categories  II  and  III  but  also  entail 
larger  differentials  in  effectiveness  between  category  II  and  categories  III  and 
IV.  Consequently,  the  Alternative  1  assumptions  yield  larger  estimates  of  the 
savings  from  adopting  effective  forms  of  UR. 

DISCUSSION 


CBO's  analysis  illustrates  the  possible  scale  of  the  reductions  in  total  health 
expenditures  that  might  result  if  all  health  care  services  were  delivered  through 
staff-  or  group-model  HMOs  or  under  utilization  review  arrangements  that 
incorporate  precertification  and  concurrent  review  of  inpatient  care.  Potential 
savings  as  large  as  almost  10  percent  of  NHEs~$78  billion  in  1992-might  result 
if  people  with  health  insurance  received  all  of  their  health  care  services  through 
staff-  or  group-model  HMOs.  Much  smaller  savings-no  greater  than  about  1.3 
percent  of  NHEs  and  possibly  considerably  less-might  result  if  effective  forms 
of  utilization  review  governed  the  delivery  of  all  health  care  for  insured  people 
that  is  not  provided  by  staff-  or  group-model  HMOs.  Most  of  the  spending 
reductions  from  universal  adoption  of  staff-  and  group-model  HMOs  would 
relate  to  care  for  people  currently  insured  through  the  private  sector,  with  the 
majority  of  the  remaining  savings  accruing  to  Medicare. 

Those  estimates  are  only  illustrative,  and  several  qualifications  must  be 
made  when  interpreting  the  results.  One  relates  to  CBO's  method  of 
estimating  the  effects  of  requiring  that  all  health  care  services  be  delivered 
through  staff-  or  group-model  HMOs  or  through  effective  forms  of  UR.  This 
method  presupposes  that  these  forms  of  managed  care  would  prove  as  cost- 
effective  when  mandated  to  cover  all  health  care  services  as  they  appear  to 
have  been  when  adopted  voluntarily.  That  presumption  might  not  hold.  If 
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consumers  and  providers  were  required  to  adopt  managed  care  arrangements, 
they  might  be  less  committed  to  the  processes  and  values  implicit  in  voluntary 
forms  of  managed  care  than  are  current  participants  in  managed  care. 

Other  qualifications  arise  because  the  results  are  no  more  reliable  than 
the  data  and  assumptions  on  which  they  are  based.  As  noted  earlier,  the 
evidence  for  the  assumptions  concerning  the  effectiveness  of  various  forms  of 
managed  care  is  often  quite  limited.  Similarly,  because  available  data  do  not 
provide  a  sound  basis  for  simulating  how  more  widespread  use  of  managed 
care  arrangements  would  affect  administrative  costs,  the  results  do  not  reflect 
any  such  effects  and  therefore  tend  to  overstate  the  potential  savings  from 
expanding  managed  care.  In  addition,  classifying  individuals  by  the  primary 
source  of  their  insurance  coverage  and  then  allocating  total  expenditures 
among  sources  of  insurance  on  that  basis  oversimplifies  the  true  flows  of  health 
care  financing  by  ignoring  the  multiple  sources  of  insurance  funding  available 
to  many  individuals.  Furthermore,  available  data  about  the  distribution  of 
individuals  among  the  various  forms  of  managed  care  are  also  relatively  limited 
and  not  always  fully  consistent.  CBO's  methods  also  assume  that  care  for 
people  without  insurance  coverage  is  not  managed.  That  assumption  would 
introduce  errors  to  the  extent  that  managed  care  providers  render 
uncompensated  care  or  that  uninsured  individuals  pay  for  managed  care  from 
their  own  resources. 

The  methods  used  to  estimate  how  mandating  universal  managed  care 
might  affect  health  expenditures  presuppose  that  managed  care  would  be 
expanded  within  a  health  care  system  that  was  otherwise  unchanged  from  the 
present  one.  They  therefore  assume  that,  once  the  expansion  of  managed  care 
had  produced  one-time  reductions  in  health  care  costs,  the  underlying  rate  of 
increase  in  those  costs  would  be  unaffected.  If,  instead,  the  expansion  of 
managed  care  were  introduced  as  part  of  a  more  comprehensive  restructuring 
of  the  present  system-incorporating  strong  incentives  for  consumers  and 
providers  to  make  efficient  choices-universal  managed  care  might  slow  that 
growth  rate.  For  example,  it  could  do  so  if  it  led  to  greater  control  over  the 
adoption  of  new  technology  or  to  guidelines  that  resulted  in  technology's  more 
selective  use. 
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Note,  too,  that  mandating  managed  care  of  any  type  for  the  entire 
population  would  imply  a  significant  change  in  the  health  care  system  as  it 
currently  operates  in  this  country.  Although  savings  could  be  achieved,  some 
trade-offs  would  be  required.  Limitations  could  be  placed  on  people's  existing 
choice  of  providers,  health  insurance  coverage,  and  treatment  alternatives. 
Access  to  new  technologies  might  be  restricted  or  permitted  only  after  a  longer 
waiting  time.  In  other  words,  managed  care,  when  effective,  does  impose 
constraints  on  patients  and  providers,  and  some  people  may  view  those 
constraints  as  undesirable. 
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APPENDIX:  DATA  SOURCES  AND  TECHNICAL  INFORMATION 

This  section  documents  data  sources  for  the  research  reported  above.  It  also 
provides  additional  technical  information  about  the  estimation  methods  used. 


Data  Sources 

Data  for  the  research  come  from  various  sources.  In  general,  the  data  are  for 
1990,  the  most  recent  year  for  which  detailed  information  on  health 
expenditures  is  available. 

Information  on  health  care  expenditures  by  type  of  service  and  source 
of  funding  is  drawn  from  estimates  of  national  health  expenditures  by  the 
Health  Care  Financing  Administration  (HCFA).16  Because  HCFA's  estimates 
of  NHEs  are  based  on  the  definitions  and  estimates  of  total  population  of  the 
Social  Security  Administration  (SSA),  the  memorandum  also  uses  the  SSA's 
estimates  of  total  population. 

CBO's  estimates  of  the  distribution  of  the  population  by  primary  source 
of  health  insurance  coverage  are  based  on  the  March  1991  Supplement  to  the 
Current  Population  Survey  (CPS);  the  estimates  are  weighted  to  reflect  the 
composition  of  the  population  in  1990.  In  the  absence  of  better  information, 
CBO  has  assumed  that  people  included  in  the  SSA's  definition  of  total 
population  but  excluded  from  the  narrower  definition  used  for  the  CPS  have 
the  same  distribution  of  health  insurance  categories  as  those  in  the  CPS. 

When  converting  the  distribution  of  the  population  by  primary  source 
of  insurance  coverage  into  a  similar  distribution  of  potentially  manageable 
health  care  expenditures,  expenditures  not  financed  by  Medicare  or  Medicaid 
are  allocated  between  the  two  insurance  categories~"private  or  other  public 
insurance"  and  "no  insurance."  The  allocation  is  based  primarily  on  the  relative 
numbers  of  people  in  those  categories,  but  it  incorporates  adjustments  for  the 
impacts  that  age  and  lack  of  health  insurance  have  on  average  health 
expenditures.  The  adjustment  for  age  reflects  1987  data  showing  that  per 
capita  spending  for  personal  health  care  for  people  65  or  older  was  4.17  times 
as  great  as  that  for  people  younger  than  65.17  The  adjustment  for  health 
insurance  status  assumes  that  average  health  care  spending  for  people  without 
health  insurance  is  one-half  that  for  insured  people.18 


.  16.  See  Katharine  R.  Levitt  and  others,  "National  Health  Expenditures,  1990,"  Health  Care  Financing  Review, 

vol.  13,  no.  1  (Fall  1991),  pp.  29-54. 

17.  See  Daniel  R.  Waldo  and  others,  "Health  Expenditures  by  Age  Group,  1977  and  1987,"  Health  Care 
Financing  Review,  vol.  10,  no.  4  (Summer  1989),  pp.  111-120. 

18.  See  Congressional  Budget  Office,  Selected  Options  for  Expanding  Health  Insurance  Coverage  (July  1991). 
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Data  from  several  sources  contribute  to  the  estimate  of  how  people  with 
each  source  of  primary  health  insurance  coverage  are  distributed  among  health 
care  delivery  arrangements  that  incorporate  different  forms  of  managed  care. 
For  Medicare,  the  information  comes  from  monthly  reports  prepared  by 
HCFA's  Office  of  Prepaid  Health  Care.  For  Medicaid,  the  primary  source  of 
similar  information-for  1991  rather  than  1990-is  HCFA's  Medicaid  Bureau.19 
Additional  information  on  how  Medicaid-financed  participants  in  HMOs  were 
distributed  among  types  of  HMOs  was  provided  by  the  Group  Health 
Association  of  America.20  For  those  with  private  or  other  public  coverage  as 
their  primary  insurance  source,  data  on  the  distribution  of  managed  care 
arrangements  is  derived  from  a  1990  survey  of  employers  conducted  by  the 
Health  Insurance  Association  of  America.21  Based  on  data  from  the  same 
source,  CBO  assumed  that  65  percent  of  people  who  had  conventional 
insurance  incorporating  some  form  of  managed  care  were  covered  by  policies 
requiring  both  preadmission  certification  and  concurrent  review  for  episodes 
of  hospitalization-the  presumed  criterion  for  whether  utilization  review  is 
"effective." 


Additional  Technical  Information 

Technically  oriented  readers  may  find  additional  information  and  results 
helpful. 

Table  A-l  shows  in  more  detail  the  estimated  distribution  of  potential 
recipients  of  personal  health  care  services  that  results  from  combining  the 
numerous  data  sources  and  assumptions  discussed  above.  The  table  shows 
those  recipients  by  primary  source  of  insurance  coverage,  type  of  managed  care 
arrangement,  and  level  of  effectiveness  of  each  managed  care  arrangement. 

Table  A-2  shows  how  managed  care  is  assumed  to  affect  potentially 
manageable  health  care  expenditures.  It  summarizes  the  range  of  proportional 
reductions  in  spending  that  each  category  of  managed  care  arrangements  is 
assumed  to  imply  for  each  primary  source  of  insurance  funding. 


19.  See  Medicaid  Bureau,  Health  Care  Financing  Admin  ist  ra  lion ,  Medicaid  Coordinated  Care  Enrollment  Report: 
Summary  Statistics  as  of  June  30,  1991  (no  date);  and  analysis  of  additional  data  from  the  same  source  in 
Physician  Payment  Review  Commission,  Annual  Report  to  Confess  1992. 

20.  Irma  E.  Arispe,  "GHAA  Survey  of  Member  Plans  with  Medicaid  Contracts:  Findings,"  Research  Briefs,  no. 
11  (Group  Health  Association  of  America,  Inc.,  August  1990);  and  CBO  communications  with  GHAA. 

21.  Cynthia  B.  Sullivan  and  Thomas  Rice,  "Data  Watch:  The  Health  Insurance  Picture  in  1990,"  Health  Affairs, 
vol.  10,  no.  2  (Summer  1991),  pp.  104-115. 
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TABLE  A-l.     POTENTIAL  RECIPIENTS  OF  PERSONAL  HEALTH  SERVICES,  BY  PRIMARY  SOURCE 
OF  INSURANCE  COVERAGE,  TYPE  OF  MANAGED  CARE  ARRANGEMENT,  AND 
EFFECTIVENESS  OF  MANAGED  CARE  ARRANGEMENT,  1990  (In  millions) 

Primaiy  Source  of  Insurance  Level  of  Effectiveness  of 

Coverage  and  Type  of   Managed  Care  Arrangement*  

Managed  Care  Arrangement  Total  I  II  III  IV 


Total:  All  Insurance  Types 

259.6 

Medicare 

32.1 

Managed  care 

2.5 

T?  idr_/v\nlrorf  l_I\4/~\c 

txiSK-coniraci  riivius 

1.2 

Staff  model 

0.4 

Group  model 

0.3 

IP  As 

U.J 

Losi-coniraci  nivnjs 

1.3 

Matt  model 

n  i 

U.J 

Group  model 

U.J 

TP  Ac 

0.8 

Other  managed  care 

U 

No  managed  care 

29.6 

Medicaid 

15  4 

Managed  care 

1  5 

HMOs,  federally  qualified 

0.4 

HMOs,  state-plan  defined 

0.3 

Health  insuring  organization 

0.1 

Prepaid  health  plans 

0.2 

Primary  care  case  management 

0.5 

Community  health  centers 

0 

No  managed  care 

13.9 

Private  or  Other  Public 

176.9 

Managed  care 

168.0 

HMOs 

36.5 

Staff  model 

4.7 

Group  model 

10.4 

IP  As 

15.7 

Network  model 

5.6 

Point-of-service  plans 

8.8 

Effective  utilization  review 

65.5 

PPOs 

23.0 

Other  managed  care 

34.2 

No  managed  care 

8.8 

No  Insurance 

35.2 

Managed  care 

0 

No  managed  care 

35.2 

16.7 

65.5 

89.8 

87.5 

1.3 

0 

1.2 

29.6 

1.3 

0 

1.2 

0 

0.7 

0 

0.5 

0 

0.4 

0 

0 

0 

0.3 

0 

0 

0 

u 

A 

u 

U.J 

o 

ft  £ 

u.o 

o 

08 

Q 

ft  i 

A 

u 

A 

u 

A 

u 

ft  i 

A 

u 

ri 
u 

n 
u 

A 

u 

o 

0  8 

o 

A 
U 

Q 

o 

A 
U 

A 
U 

A 
U 

ft  1 

o 

1  3 

13  9 

0.3 

o 

1.3 

o 

0.1 

o 

0.3 

o 

0.1 

0 

0.2 

0 

0 

0 

0.1 

0 

q 

o 

0.2 

o 

0 

o 

0.5 

o 

o 

o 

o 

o 

0 

0 

0 

13.9 

15.2 

65.5 

87.3 

8.8 

15.2 

65.5 

87.3 

0 

15.2 

0 

21.3 

0 

4.7 

0 

0 

0 

10.4 

0 

0 

0 

0 

0 

15.7 

0 

0 

0 

5.6 

0 

0 

0 

8.8 

0 

0 

65.5 

0 

0 

0 

0 

23.0 

0 

0 

0 

34.2 

0 

0 

0 

0 

8.8 

0 

0 

0 

35.2 

0 

0 

0 

0 

0 

0 

0 

35.2 

SOURCE:         Congressional  Budget  Office  calculations. 

NOTE:  HMOs  =  health  maintenance  organizations;  IPAs  =  HMOs  modelled  on  independent  practice  associations;  PPOs  = 

preferred  provider  organizations. 

a.         Managed  care  categories  are  defined  as  follows: 

I.  Staff-  and  group-model  HMOs; 

II.  Effective  utilization  review  incorporating  precertification  and  concurrent  review  of  hospital  care; 

III.  Other  forms  of  managed  care; 

IV.  No  managed  care. 
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TABLE  A-2.  REDUCTIONS  IN  POTENTIALLY  MANAGEABLE 

PERSONAL  HEALTH  EXPENDITURES  THAT  ARE 
ASSUMED  TO  RESULT  FROM  ALTERNATIVE 
MANAGED  CARE  ARRANGEMENTS,  BY  PRIMARY 
SOURCE  OF  INSURANCE  COVERAGE,  1990  (In  percent) 


Level  of  Effectiveness  of 
Primary  Source  of  Managed  Care  Arrangement' 

Insurance  Coverage  I  II  III  IV 


Alternative  lb 


Medicare 

15.0 

4.0 

2.0 

0 

Medicaid 

7.5 

2.0 

1.0 

0 

Private  or  Other  Public 

15.0 

4.0 

2.0 

0 

No  Insurance 

0 

0 

0 

0 

Alternative  2b 

Medicare 

15.0 

1.0 

0 

0 

Medicaid 

7.5 

0.5 

0 

0 

Private  or  Other  Public 

15.0 

1.0 

0 

0 

No  Insurance 

0 

0 

0 

0 

SOURCE:  Congressional  Budget  Office. 

a.  Managed  care  categories  are  defined  as  follows: 

I.  Staff-  and  group-model  HMOs; 

II.  Effective  utilization  review  incorporating  precertification  and  concurrent  review  of  hospital  care; 

III.  Other  forms  of  managed  care; 

IV.  No  managed  care. 

b.  Managed  care  categories  II  and  III,  under  Alternative  1,  are  assumed  to  achieve  larger  reductions  in  costs 
than  under  Alternative  2. 
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Tables  A-3  and  A-4  amplify  the  information  provided  in  Table  5.  They 
show,  for  Medicare,  Medicaid,  and  private  or  other  public  insurers,  the 
estimated  savings  expressed  as  proportions  of  their  expenditures  on  all  personal 
health  expenditures  that  are  potentially  manageable  (Table  A-3)  and  total 
personal  health  expenditures  (Table  A-4). 

Further  knowledge  of  how  these  estimates  are  calculated  facilitates 
understanding  of  the  patterns  they  contain.  CBO's  estimates  of  actual  1990 
expenditure  patterns  by  type  of  managed  care  arrangement  assume  that 
average  expenditure  per  person  would  have  been  the  same  for  all  people  (of 
a  given  age  and  health  insurance  status)  if  no  managed  care  had  been  in  effect. 
Consequently,  alternative  assumptions  about  the  effectiveness  of  managed  care 
arrangements  imply  different  estimates  of  actual  expenditure  patterns  for  1990. 
Moreover,  each  of  those  sets  of  assumptions  implies  a  hypothetical  level  of 
expenditures  that  would  have  been  observed  in  1990  had  no  managed  care 
arrangements  been  in  effect. 

From  that  hypothetical  level  of  expenditures,  one  can  calculate  the  gross 
savings  that  would  have  resulted  in  1990  if  all  care  had  been  delivered  through 
specified  managed  care  arrangements  whose  effectiveness  is  known  or 
assumed.  To  the  extent  that  managed  care  arrangements  actually  in  place  in 
1990  had  already  achieved  some  of  the  gross  savings,  however,  the  net  savings 
from  actual  1990  expenditures  would  be  less  than  the  gross.  The  estimates 
presented  here  are  of  net  savings  from  actual  or  estimated  1990  expenditure 
levels. 

The  estimates  of  total  savings,  and  their  distribution  by  primary 
insurance  source,  thus  vary  considerably  depending  on  which  set  of  assumptions 
is  used  about  the  effects  of  managed  care  categories  on  costs.  Under 
Alternative  1,  larger  effects  are  assumed  for  effective  utilization  review  and  the 
category  of  "other  managed  care"  than  under  Alternative  2. 

That  assumption  has  several  effects.  It  raises  the  hypothetical  level  of 
total  expenditures  in  the  absence  of  managed  care;  gross  savings  due  to 
managed  care  are  calculated  from  these  expenditures.  Simultaneously,  it  shifts 
the  estimated  composition  of  actual  1990  expenditures  towards  those  managed 
care  categories  assumed  to  have  the  smallest  effects.  It  also  raises  the  size  of 
the  estimated  gross  savings  from  the  hypothetical  level  of  expenditures  that  are 
attributed  to  those  forms  of  managed  care.  In  addition,  however,  it  increases 
the  implied  savings  that  existing  forms  of  managed  care  have  already  achieved, 
which  partially  offset  the  gross  savings  when  savings  from  actual  1990 
expenditure  levels  are  calculated.  Consequently,  the  distribution  of  individuals 
among  the  various  categories  of  managed  care  affects  the  relationship  between 
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TABLE  A-3.     ESTIMATED  SAVINGS  IN  1990  EXPENDITURES  ON 
PERSONAL  HEALTH  SERVICES  THAT  COULD 
POTENTIALLY  BE  MANAGED,  AS  A  PROPORTION  OF 
ALL  SUCH  POTENTIALLY  MANAGEABLE  EXPENDITURES, 
UNDER  VARIOUS  FORMS  OF  MANAGED  CARE,  BY 
PRIMARY  SOURCE  OF  INSURANCE  COVERAGE  AND 
THE  ASSUMED  EFFECTIVENESS  OF  MANAGED 
CARE  ARRANGEMENTS  (In  percent) 


 Form  of  Managed  Care 

Staff-  or  Effective 
Primary  Source  of  Group-  Utilization 

Insurance  Funding  Model  HMO  Review' 


Alternative  lb 

All  Sources 

11.1 

1.8 

Medicare 

14.4 

3.8 

Medicaid 

7.3 

1.9 

Private  or  other  public 

11.7 

1.2 

No  insurance 

0 

0 

Alternative  2b 

All  Sources 

13.5 

0.6 

Medicare 

15.1 

1.0 

Medicaid 

7.5 

0.5 

Private  or  other  public 

15.3 

0.6 

No  insurance 

0 

0 

SOURCE:  Congressional  Budget  Office  calculations. 

NOTE:  HMO  =  health  maintenance  organization. 


a.  This  form  of  managed  care  is  assumed  to  replace  all  less  cost-effective  forms  of  health  care  delivery. 

b.  The  managed  care  categories  for  effective  utilization  review  and  other  forms  of  managed  care  are  assumed 
to  achieve  larger  reductions  in  costs  under  Alternative  1  than  under  Alternative  2. 
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TABLE  A-4.     ESTIMATED  SAVINGS  IN  1990  EXPENDITURES  ON 
PERSONAL  HEALTH  SERVICES  THAT  COULD 
POTENTIALLY  BE  MANAGED,  AS  A  PROPORTION  OF 
EXPENDITURES  ON  ALL  PERSONAL  HEALTH  SERVICES, 
UNDER  VARIOUS  FORMS  OF  MANAGED  CARE,  BY 
PRIMARY  SOURCE  OF  INSURANCE  COVERAGE  AND  THE 
ASSUMED  EFFECTIVENESS  OF  MANAGED  CARE 
ARRANGEMENTS  (In  percent) 


Form  of  Managed  Care 

Staff-  or 

Effective 

Primary  Source  of 

Group- 

Utilization 

Insurance  Funding 

Model  HMO 

Review" 

Alternative  lb 

All  Sources 

9.0 

1.5 

Medicare 

14.4 

3.8 

Medicaid 

4.8 

1.2 

Private,  other  public, 

or  no  insurance 

8.3 

0.9 

Alternative  2b 

All  Sources 

11.0 

0.5 

Medicare 

15.1 

1.0 

Medicaid 

5.0 

0.3 

Private,  other  public, 

or  no  insurance 

10.9 

0.4 

SOURCE:  Congressional  Budget  Office  calculations. 
NOTE:  HMO  =  health  maintenance  organization. 


a.  This  form  of  managed  care  is  assumed  to  replace  all  less  cost-effective  forms  of  health  care  delivery. 

b.  The  managed  care  categories  for  effective  utilization  review  and  other  forms  of  managed  care  are  assumed 
to  achieve  larger  reductions  in  costs  under  Alternative  1  than  under  Alternative  2. 


30 


384 


the  impact  on  costs  assumed  for  any  managed  care  category  and  the  resulting 
savings  from  actual  1990  expenditures. 

For  effective  utilization  review,  estimated  total  savings  are  larger  under 
Alternative  1  than  under  Alternative  2,  which  assumes  that  they  have  smaller 
effects.  For  staff-  and  group-model  HMOs,  however,  larger  estimated  savings 
are  obtained  under  2  than  1.  As  discussed  in  the  main  memorandum,  that  is 
because  the  two  alternatives  make  the  same  assumptions  about  the  effects  of 
staff-  and  group-model  HMOs,  whereas  Alternative  1  assumes  not  only  larger 
effects  for  managed  care  categories  II  and  III  but  also  larger  differentials 
between  the  proportional  savings  for  category  II  and  for  categories  III  and  IV. 
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INTRODUCTION 


Some  policymakers  have  advocated  direct  control  over  health  expenditures 
within  a  regulatory  framework  that  specifies  spending  levels  for  a  given  time 
period.  For  example,  the  federal  government  could  impose  an  annual  limit 
on  the  growth  of  national  health  expenditures  (NHEs).  The  potential  impact 
of  such  a  policy  would  depend  on  several  factors  besides  the  stringency  of  the 
limit  relative  to  expected  growth  in  NHEs.  In  particular,  it  would  be 
necessary  concurrently  to  introduce  other  cost  control  strategies  and  to  specify 
mechanisms  for  enforcing  the  policy  if  the  strategies  were  not  successful. 
Moreover,  the  impact  would  depend  on  whether  the  expenditure  limits  were 
applied  to  the  entire  health  care  system  or  only  to  components.  Finally, 
expenditure  controls  could  affect  the  availability  and  quality  of  services. 

Advocates  of  expenditure  limits  argue  that  they  are  an  essential  feature 
of  an  effective  cost  containment  strategy.  Advocates  also  claim  that  the  use 
of  expenditure  limits  to  control  costs  would  minimize  the  government's  role 
in  the  health  sector  because  the  government  would  merely  set  the  allowed 
amounts,  while  leaving  consumers,  providers,  and  payers  with  the 
independence  and  responsibility  to  make  the  changes  in  the  health  care 
market  necessary  to  achieve  the  specified  fiscal  constraints. 

Opponents  of  expenditure  limits  suggest  that  they  would  not  control 
health  spending  and,  in  addition,  would  be  accompanied  by  extensive 
government  regulation  of  the  health  care  market  that  could  have  undesirable 
effects.  Critics  believe  expenditure  limits  would  introduce  new  distortions  into 
the  market -for  example,  causing  providers  to  avoid  treating  some  patients, 
reducing  the  number  of  available  providers,  or  shifting  providers  to  geographic 
areas  less  likely  to  exceed  the  limit.  In  addition,  expenditure  limits  could 
lock  in"  existing  inefficiencies  in  the  health  care  system,  which  could  punish 
efficient  providers  and  offer  inadequate  incentives  to  inefficient  ones.  People 
who  oppose  expendi-ture  limits  also  argue  that  stringent  limits  might  be 
unsustainable  over  time. 


DEFINITIONS  OF  EXPENDITURE  CONTROLS 


The  term  expenditure  controls  refers  broadly  to  any  regulatory  strategy  that 
sets  limits  on  aggregate  spending  levels  for  specified  health  services.  General 
approaches  include  global  budgeting,  expenditure  targets,  and  expenditure 
caps. 


global  Budgeting 

Under  global  budgeting,  operating  budgets  would  be  established  for  hospitals 
and  other  types  of  providers  covered  by  the  regulations.  Within  the  overall 
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budget  limit,  each  provider  would  determine  how  to  allocate  funds  and  which 
services  to  provide.  Providers  exceeding  their  respective  limits  might  be 
penalized-for  example,  with  a  reduced  budget  for  the  following  year. 
Alternatively,  the  budget  limits  could  be  absolute.  Global  budgeting  is  usually 
viewed  as  a  strategy  suitable  for  hospitals  or  other  large  providers  of  health 
services. 


Expenditure  Targets 

Under  an  expenditure  target  approach,  the  regulatory  authority  would  set 
targets  for  aggregate  spending  levels  for  specific  health  services~for  example, 
physicians'  services.  Spending  exceeding  the  targets  would  trigger  certain 
penalties  whose  effects  would  be  felt  in  the  current  period  or  in  future  ones. 
Expenditure  targets  could  also  be  applied  to  other  types  of  health  services  or 
to  total  health  spending. 


Expenditure  Caps 

An  expenditure  cap  is  similar  to  an  expenditure  target.  But  instead  of 
establishing  a  target  amount  for  a  set  of  services,  or  for  total  spending,  it 
would  set  an  absolute  spending  limit  that  could  not  be  exceeded  during  the 
specified  period. 


EXPENDITURE  CONTROLS  IN  THE  UNITED  STATES 
AND  OTHER  COUNTRIES 


The  United  States  has  little  experience  with  expenditure  limits  as  an  approach 
to  containing  health  care  costs.  Evidence  on  the  potential  effectiveness  of 
limits  comes  from  a  demonstration  of  global  budgeting  for  hospitals  in  one 
area  of  New  York  State  and  from  the  experience  of  the  Medicare  program 
with  expenditure  targets  for  physicians'  services.  Other  countries,  however, 
have  used  expenditure  limits  as  one  aspect  of  a  comprehensive  national  health 
policy. 


The  Hospital  Experimental  Payment  Program 

The  Hospital  Experimental  Payment  (HEP)  program,  implemented  in  1980 
in  two  counties  of  the  Rochester,  New  York,  metropolitan  area,  set  a 
communitywide  expenditure  cap  on  hospital  revenues  for  patient  care  for  all 
nine  hospitals  in  the  area.1  The  hospitals  had  voluntarily  agreed  to  operate 
under  the  constraints  the  cap  imposed.  Under  HEP,  Blue  Cross-which 
provided  health  insurance  for  more  than  70  percent  of  the  Rochester 
market-Medicare,  and  Medicaid  paid  hospitals  a  set  amount  of  money  based 
on  past  expenses  (updated  for  inflation).  Hospitals  whose  costs  exceeded  the 
budget  allocated  to  them  lost  money,  and  those  whose  costs  remained  below 
budget  retained  the  surplus.  Decisions  about  capital  investment  were  made 
by  the  hospitals  as  a  group  and  were  paid  for  from  a  capital  fund  to  which  all 
nine  hospitals  contributed.  HEP  covered  all  the  services-inpatient  and 
outpatient-that  hospitals  offered;  thus,  the  program  provided  incentives  for 
them  to  use  ambulatory  care  when  appropriate  and  offered  no  incentives  to 
attempt  to  fill  empty  beds. 


1.  See  James  A.  Block  and  others,  "A  Community  Hospital  Payment  Experiment  Outperforms 

National  Experience,"  Journal  of  the  American  Medical  Association,  vol.  257,  no.  2  (January  9, 
1987),  pp.  193-197. 
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Between  1980  and  1985,  a  number  of  measures  of  hospital  market 
performance  suggested  that  the  global  budgets  under  which  the  HEP  hospitals 
operated  were  effective  in  controlling  costs.  Hospital  expenses  in  the 
Rochester  area  increased  46  percent  over  this  five-year  period,  compared  with 
52  percent  for  New  York  State  (which  during  part  of  this  period  was 
operating  under  an  all-payer  system  of  setting  rates)  and  68  percent  for  the 
United  States  as  a  whole.  In  contrast,  from  1972  through  1978,  the  rate  of 
increase  of  Medicare's  hospital  spending  per  recipient  in  the  Rochester  area 
was  comparable  to  the  rates  of  increase  for  Boston  and  Minneapolis/St.  Paul 
(two  cities  chosen  for  comparison  in  the  study)  and  for  the  nation. 

From  the  introduction  of  the  HEP  program  through  1982,  Rochester 
experienced  an  increase  in  Medicare's  hospital  spending  per  recipient  that 
approximated  the  inflation  rate,  compared  with  sharply  higher  rates  for  those 
other  two  cities  and  for  the  nation  overall.  In  addition,  Rochester  hospitals 
operated  in  the  black  throughout  the  initial  five  years  of  HEP,  with  operating 
margins  of  2.6  percent  compared  with  -15.8  percent  for  all  hospitals  in  New 
York  State. 

The  Rochester  area  is  unusual,  however,  with  Blue  Cross  and  one  large 
health  maintenance  organization  (HMO)  providing  more  than  80  percent  of 
its  private  insurance  coverage.  This  concentration  of  insurers  could  have  been 
an  important  factor  in  achieving  successful  control  of  hospital  spending.  In 
addition,  the  ratio  of  hospital  beds  to  population  for  the  Rochester  area  was 
lower  than  for  New  York  State,  and  the  market  penetration  of  HMOs  was 
considerably  higher  in  Rochester  than  in  the  nation.  It  is  therefore  unclear 
to  what  extent  the  results  achieved,  which  reflect  the  conditions  of  the 
Rochester  market  area,  could  be  replicated  in  other  areas.  It  does  appear, 
however,  that  a  critical  element  of  the  HEP  was  the  willingness  of  the 
hospitals  covered  by  the  program  to  cooperate  in  making  decisions  that 
affected  the  performance  of  the  hospital  market. 


Medicare's  Volume  Performance  Standards 

Under  Medicare's  system  for  controlling  expenditures  for  physicians'  services, 
annual  target  rates  of  increase-referred  to  as  volume  performance  standards- 
have  been  set  for  Medicare  expenditures  for  physicians'  services  since  1990. 
A  target-rate  may  be  set  by  the  Congress  or  determined  by  a  default  formula 
that  combines  growth  in  the  number  of  beneficiaries,  inflation,  and  a  five-year 
average  of  past  volume  growth  less  a  predetermined  amount- 1.5  percent  in 
1992  and  2.0  percent  in  subsequent  years.  If  the  actual  rate  of  increase 
exceeds  the  target,  physicians'  fees  under  Medicare  are  lower  in  subsequent 
years. 

In  1990,  the  target  growth  rate  was  9.1  percent,  but  spending  actually 
grew  by  10.0  percent.  As  a  result,  physicians'  fees  under  the  Medicare 
program  were  lower  in  1992  than  would  otherwise  have  been  justified.  In 
1991,  the  target  rate  of  growth  of  Medicare  physicians'  spending  was  7.3 
percent,  but  spending  grew  by  8.6  percent. 

Even  if  Medicare's  expenditure  targets  for  physicians  succeed  in 
constraining  the  rate  of  increase  in  spending  for  their  services,  the  impact  on 
national  spending  for  those  services  remains  uncertain.  The  imposition  of 
targets  for  Medicare  alone,  which  accounts  for  about  30  percent  of  physicians' 
revenues,  could  lead  to  changes  in  physicians'  practice  patterns  that  result  in 
the  provision  of  more-or  more  costly-services  to  non-Medicare  patients. 
Thus,  Medicare  may  achieve  savings  at  the  expense  of  other  third-party  payers 
and  individual  consumers. 
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The  Experiences  of  Other  Countries 

Some  other  industrialized  nations  have  relied  more  extensively  on  various 
types  of  expenditure  controls.2  In  Canada,  global  budgets  for  hospitals  are 
negotiated  annually  between  the  provinces  and  the  individual  hospitals. 
Expenditures  have  not  always  been  kept  within  the  budget  limits,  however, 
and  provincial  governments  have  often  paid  cost  overruns  in  the  hospitals. 

Several  of  the  Canadian  provinces  have  also  established  expenditure 
targets  for  physicians'  services.  Physicians  are  reimbursed  on  a  fee-for-service 
basis  according  to  a  schedule  negotiated  between  the  provinces  and 
physicians'  associations.  If  the  expenditure  targets  are  exceeded,  fees  are 
generally  reduced  in  the  subsequent  round  of  negotiations.  Quebec's  system 
is  particularly  stringent:  it  sets  a  cap  on  aggregate  income  for  physicians  for 
each  quarter  and,  if  the  cap  is  being  exceeded,  reduces  payments  for  the  rest 
of  the  quarter. 

In  addition,  the  Canadian  federal  government  caps  its  contribution  to 
national  health  spending.  Until  1977,  the  federal  government  matched 
provincial  spending  dollar  for  dollar.  Since  then,  per  capita  payments  have 
been  made  to  the  provinces,  regardless  of  the  actual  health  care  expenditures 
in  each  province.  These  per  capita  amounts  have  been  determined  under  a 
formula  based  on  growth  in  the  gross  national  product.  As  a  result,  the 
provinces  have  borne  an  increasing  share  of  the  cost  of  health  care  because 
the  federal  contributions  they  receive  have  generally  grown  more  slowly  than 
their  health  expenditures. 

In  Germany,  guidelines  for  limits  on  the  overall  growth  rate  of  national 
health  spending  and  on  several  types  of  services  are  set  annually  by  an 
assembly  consisting  of  providers,  insurance  carriers,  labor  unions,  employers, 
and  state  and  local  governments.3  The  system  includes  a  negotiated 
expenditure  cap  for  ambulatory  services  provided  by  physicians.  If 
expenditures  rise  too  fast,  fees  for  physicians'  services  are  reduced  to  keep 
total  spending  from  exceeding  the  cap.  Hospital  reimbursement  is  also 
regulated,  but  global  budgeting  or  other  expenditure  controls  are  not  used. 
Instead,  under  the  Statutory  Health  Insurance  program,  which  covers  about 
90  percent  of  the  population,  the  government  reimburses  hospitals  by 
predetermined  per  diem  amounts  that  are  established  through  negotiations 
with  each  hospital. 

In  the  United  Kingdom,  a  combination  of  expenditure  caps  and  global 
budgeting  limits  hospital  spending.  Total  spending  limits  for  hospital  services 
in  the  country's  National  Health  Service  (NHS)  are  established  by  the 
national  government  within  the  framework  of  its  entire  budget.  The  regions 
receive  annual  funding  based  on  a  formula  that  accounts  for  population  size 
and  the  mortality  rate  in  each  region.  If  a  region  overspends  its  allocation, 
it  gets  less  money  the  following  year.  A  hospital  generally  receives  the  same 
budget  as  the  previous  year-increased  by  an  inflation  factor-although 
hospitals  can  lobby  for  increased  funding. 

Limits  on  expenditures  for  physicians'  services  are  not  a  feature  of  the 
NHS.  About  half  of  physicians'  incomes  from  the  provision  of  ambulatory 
services  come  from  capitated  payments-in  the  form  of  a  fixed  amount  per 


2.  See  Congressional  Budget  Office,  Rising  Health  Care  Costs:  Causes,  Implications,  and  Strategies 
(April  1991)  for  a  more  extensive  discussion  of  other  countries'  approaches  to  controlling  health 
care  costs. 

3.  This  paragraph  describes  the  system  in  the  former  Federal  Republic  of  Germany  before  its 
reunification  with  the  German  Democratic  Republic. 
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patient  enrolled  in  each  physician's  practice.  Patients  who  require  inpatient 
care  are  referred  to  NHS  specialists,  most  of  whom  are  salaried  employees  of 
the  regional  health  authority.  Thus,  while  some  fee-for-service  payments  exist 
under  the  NHS,  the  majority  of  physician  services  are  funded  through 
capitation  or  salary  arrangements. 

POTENTIAL  TO  CONTROL  HEALTH  SPENDING 


When  used  in  other  countries,  expenditure  limits  have  been  one  component 
of  a  multifaceted,  systemwide  approach  to  controlling  health  care  spending. 
In  fact,  to  be  effective,  it  appears  that  limits  must  be  implemented  in 
combination  with  other  cost  control  measures  and  must  be  accompanied  by 
enforcement  mechanisms  that  ensure  that  the  limits  are  not  exceeded. 

The  potential  effectiveness  of  expenditure  limits  would  depend  on  the 
choice  of  cost  control  mechanisms  that  would  also  be  introduced  into  the 
health  care  system  Those  mechanisms  could  include  price  controls, 
utilization  review  and  management,  increased  cost  sharing  for  consumers, 
changes  in  the  tax  treatment  of  employment-based  health  insurance,  greater 
efficiency  in  the  administration  of  public  and  private  health  insurance,  and 
assessment  of  the  value  and  appropriateness  of  new  technologies  before  their 
adoption. 

Considerable  evidence  about  the  potential  effectiveness  of  alternative 
cost  control  strategies  is  available  and  has  been  assessed  by  the  Congressional 
Budget  Office.4  If  effective  strategies  were  combined  with  expenditure  limits, 
the  interaction  might  make  the  strategies  more  effective  than  if  they  were 
adopted  singly.  Estimating  the  overall  effect  would  be  difficult,  however. 

The  impact  of  expenditure  limits  on  national  health  spending  would 
also  be  determined  by  the  enforcement  mechanisms  and  the  stringency  of  the 
penalties  that  would  be  imposed  if  spending  exceeded  the  limits  that  had  been 
established.  To  achieve  the  level  of  health  spending  specified  by  an 
expenditure  cap  or  target  would  require  that,  if  the  goal  were  exceeded  in  one 
period,  offsetting  adjustments  would  be  made  in  subsequent  periods. 

The  adjustments  could  be  severe.  It  would  not  be  sufficient,  for 
example,  to  set  penalties  that  would  reduce  future  payments  to  providers  in 
response  to  exceeding  the  previous  year's  targets  unless  the  reduction  in 
future  payments  would  be  sufficient  to  bring  that  year's  spending  to  the  level 
that  would  have  been  achieved  had  all  previous  years'  targets  been  met.  If 
the  limit  in  one  year  were  exceeded  by  more  than  the  growth  allowed  for  the 
next  year,  nominal  spending  would  have  to  be  cut.  Moreover,  unless  the 
reductions  were  large  enough  to  recover  the  excess  spending  in  the  previous 
year,  total  spending  in  successive  years  would  exceed  the  desired  amount. 

Designing  effective  expenditure  limits  would  involve  a  number  of  other 
basic  decisions,  as  well  as  the  resolution  of  a  multitude  of  operational  issues. 
For  example,  the  method  for  establishing  the  allowed  expenditure  level,  or 
rate  of  expenditure  increase,  would  need  to  be  detennined.  If  the  federal 
government  set  the  level  based  on  the  expected  rate  of  general  inflation, 
population  growth,  and  projected  demographic  changes,  there  would  be 
essentially  no  allowance  for  changes  in  technology  and  medical  practice  that 
might  lead  to  better  outcomes  or  higher  quality  of  care.  Alternatively,  a 
method  that  set  an  expenditure  cap  that  was  only  slightly  less  than  projected 


4.         See,  for  instance,  the  testimony  of  Robert  D.  Reischauer,  Director  of  the  Congressional  Budget 
Office,  before  the  Senate  Finance  Committee,  May  6, 1992. 
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spending  would  probably  not  provide  sufficient  incentives  to  change  the 
behavior  of  providers. 

Other  countries  that  have  used  expenditure  limits  as  part  of  a  national 
health  policy  have  involved  providers  in  the  process  of  setting  and  monitoring 
expenditure  caps.  In  Germany,  for  example,  organizations  of  physicians 
monitor  performance  under  the  caps  and  determine  the  payment-level 
adjustments  necessary  to  stay  within  them.  That  approach  might  be  more 
effective  in  achieving  behavioral  changes  that  would  control  costs  than  a 
policy  that  involved  providers  only  minimally.  In  the  United  States,  the  HEP 
demonstration  project  in  Rochester,  New  York,  also  involved  the  concurrence 
and  cooperation  of  the  hospitals  that  the  program  affected. 

The  capability  to  monitor  performance  under  an  expenditure  limit 
seems  essential  to  its  success.  If  the  available  data  system  could  not 
determine  on  a  timely  basis  whether  the  allowed  expenditure  level  was  being 
achieved  or  exceeded,  there  would  be  less  opportunity  to  provide  the  kind  of 
feedback  that  would  permit  providers  to  make  adjustments  that  would  reduce 
health  spending  to  the  desired  level  in  the  relevant  time  period.  One  effective 
type  of  data  system  would  produce  profiles  of  providers'  practices  for 
individual  providers,  for  groups  of  providers,  and  by  region  of  the  country. 

Moreover,  penalties  for  exceeding  the  allowed  expenditure  levels  would 
need  to  address  both  the  price  and  the  quantity  of  services  provided.  If 
expenditure  controls  were  applied  only  to  some  groups,  rather  than 
universally,  providers  could  increase  either  prices  or  the  volume  of  services 
for  other  groups  in  order  to  maintain  revenues  without  triggering  penalties. 
Similarly,  if  controls  were  applied  only  to  spending  for  selected  services, 
changes  in  the  mix  of  services  provided  could  occur  as  uncontrolled  services 
were  substituted  for  controlled  ones.  In  either  case,  savings  would  occur  for 
the  segment  of  the  market  the  expenditure  controls  covered.  But  the 
provision  of  health  care  would  be  distorted,  and  overall  health  spending  might 
not  be  reduced  appreciably  once  providers  had  adjusted  their  behavior  in 
response  to  the  presence  of  the  controls. 

Thus,  while  direct  controls  over  expenditure  levels  could  be  effective 
in  reducing  the  level  and  rate  of  increase  in  health  spending,  their  potential 
for  achieving  those  objectives  would  depend  on  these  variables:  the  method 
used  to  set  the  allowed  levels  and  rates  of  increase;  the  choice  of  cost  control 
strategies  included  in  the  policy  and  their  impacts;  the  availability  of  timely 
data  to  monitor  performance  under  the  expenditure  controls;  and  the  nature 
of  the  penalties  that  would  be  applied  if  the  allowed  spending  levels  were 
exceeded. 


CBO'S  ASSUMPTIONS  FOR  ESTIMATING  THE  IMPACT 
OF  EXPENDITURE  LIMITS  ON  HEALTH  SPENDING 


Based  on  the  preceding  analysis,  the  Congressional  Budget  Office's  assessment 
of  the  potential  of  expenditure  limits  to  affect  national  health  expenditures 
rests  on  the  following  assumptions: 

o  The  impact  of  expenditure  limits  would  be  determined  by  the 
mechanisms  selected  to  enforce  the  limit  on  spending. 
Expenditure  limits  that  applied  to  all  health  care  spending,  if 
implemented  with  provisions  for  stringent  enforcement,  could 
result  in  lower  national  health  expenditures  than  would  occur 
in  the  absence  of  limits.  The  magnitude  of  the  effect,  however, 
would  depend  critically  on  the  enforcement  mechanisms. 
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o  Limits  applied  to  one  segment  of  the  market,  one  geographic 
area,  or  one  type  of  health  service  could  reduce  spending  for 
the  affected  group  or  service.  But  they  would  have  less  effect 
on  national  health  expenditures  because  of  substitutions  among 
services  and  other  compensating  adjustments  within  the  system 

o  Effective  expenditure  controls  that  applied  to  only  one  segment 
of  the  population  would  reduce  access  to  care  and  possibly 
lower  the  quality  of  care  for  that  group  relative  to 
unconstrained  groups. 

In  the  absence  of  specific  information  about  the  mechanisms  that  would  be 
used  to  enforce  expenditure  limits,  it  would  not  be  possible  to  estimate  the 
impact  of  the  limits  included  in  legislative  proposals. 

If  expenditure  limits  were  effective  in  controlling  health  care  spending, 
however,  the  resulting  changes  in  the  U.S.  health  care  system  would  adversely 
affect  some  features  of  the  system  that  many  people  consider  desirable. 
There  would  probably  be  longer  waiting  times  for  access  to  new  technologies, 
less  spending  on  research  and  development,  and  new  limitations  on  our  choice 
of  providers,  health  insurance  coverage,  and  treatment  alternatives.  Whether 
those  are  acceptable  changes  depends  on  the  priority  the  nation  places  on 
controlling  costs  and  on  maintaining  other  characteristics  of  the  current  health 
care  system. 
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Mr.  Reischauer.  There  is  another  point:  If  we  could  lower  premi- 
ums by  15  percent,  that  would  be  an  important  saving.  But  if  we 
can't  lower  the  rate  of  growth  we  haven't  really  achieved  very 
much.  What  we  really  should  be  interested  in  is  the  rate  of  growth 
of  premiums  in  a  managed  care  system  compared  with  some  of 
these  other  systems. 

Mrs.  Johnson.  This  is  a  very  important  point,  but  if  you  lower 
those  premiums  under  managed  care,  what  you  are  saying  is  that 
you  are  paying  for  less  medical  care.  You  are  paying  for  fewer  tests 
because  you  are  not  going  to  pay  for  unnecessary  ones.  You  are  not 
going  to  pay  for  procedures  that  aren't  useful.  That  is  how  man- 
aged care  saves  money. 

So  you  actually  are  going  to  atrophy  the  growth  of  subspecialties. 
You  are  going  to  atrophy  the  growth  of  technology.  You  are  going 
to  atrophy  the  growth  of  the  support  systems  for  high-technology 
medicine,  and  that  does  matter. 

So  reducing  those  costs  and  looking  at  the  impact  of  those  costs 
is  really  what  this  is  all  about,  and  if  you  can  do  it  under  Russo's 
plan  that  just  says  this  is  the  dollar  amount,  we  can  certainly  do  it 
when  we  are  saying  this  is  the  dollar  amount  for  premiums. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Pickle. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

Dr.  Reischauer,  I  have  two  questions  for  you.  One,  in  the  area  of 
controlling  health  costs — and  that  is  our  big  problem — you  go  into 
considerable  discussion  about  ways  possibly  how  we  can  do  it,  and 
you  talk  about  encouraging  enrollment  in  coordinated  care,  im- 
proving the  quality  of  information  to  purchasers,  preventive 
health,  malpractice,  and  just  reducing  the  paperwork. 

Now  all  of  those  are  general  in  nature,  very  broad,  and  while 
you  are  commenting  on  the  President's  proposal  my  question  to 
you  first  is,  can  you  give  us  any  suggestion  as  to  how  we  can  best 
control  costs  on  any  kind  of  program,  whether  it  is  the  President's 
or  the  other?  Has  CBO  made  a  study,  or  would  you  feel  it  appropri- 
ate to  venture  out  into  the  field? 

We  need  to  have  the  best  advice  possible  on  how  to  control  costs. 
How  would  you  do  it,  whether  it  is  this  proposal  or  something  else? 

Mr.  Reischauer.  We  have  done  a  number  of  studies  that  provide 
you  with  options,  and  one  of  our  recent  reports  estimated  the 
impact  of  providing  basically  a  Medicare-type  system  to  the  entire 
population,  either  through  an  all-payer  or  a  single-payer  system. 
The  study  concluded  that  this  approach  would  have  the  potential 
to  hold  down  costs. 

What  we  often  point  out — and  there  is  no  way  of  getting  around 
this — is  that  any  of  these  measures  to  hold  down  costs  are  also 
going  to  reduce  some  of  the  beneficial  or  desirable  aspects  of  the 
current  system — the  pace  at  which  technology  develops  in  this 
country;  the  speed  with  which  we  disseminate  new,  complex,  ex- 
pensive procedures;  and  the  amount  of  choice  that  we  have  of  pro- 
viders. There  is  no  getting  around  that. 

Right  now  we  have  an  open,  unconstrained  system  in  these  re- 
spects, and  by  reducing  the  costs  or  the  expenditures  through  any 
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of  the  procedures  one  can  think  of,  we  are  going  to  cut  into  those 
desirable  elements. 

Mr.  Pickle.  Well,  it  seems  to  me  that  you  are  still  talking  in 
very  general  terms  and  you  might  go  through  the  Medicare  ap- 
proach, as  you  suggested,  but  

Mr.  Reischauer.  I  could  be  very  specific  and  say  that  we  could 
put  hospitals  in  this  country  on  global  budgets  the  way  they  are  in 
Canada  and  parts  of  Europe  and  thus  hold  down  costs.  We  could 
provide  a  single  fee  structure  like  that  of  Medicare  for  all  proce- 
dures in  doctors'  offices  and  then  control  the  rate  of  growth  of  that 
fee  structure  from  year  to  year.  That  would  hold  down  costs. 

Mr.  Pickle.  I  am  going  to  ask  that  you  submit  to  me  or  to  the 
committee  some  suggested  way  we  might  do  it.  I  know  we  could  try 
to  go  into  that  at  length  now  and  we  would  never  settle  it,  but  I 
would  like  to  have  a  specific  example  of  how  we  do  it.  That  is  our 
problem,  and  we  need  to  go  about  it  and  not  be  so  general  but  take 
some  examples  of  how  do  we  do  it. 

[Further  response  to  Mr.  Pickle's  question  follows:] 

Question.  What  policies  would  be  most  effective  to  control  health  care  spending 
under  any  type  of  health  system? 

Answer.  Our  review  of  the  available  evidence  on  the  effectiveness  of  various  strat- 
egies for  controlling  health  care  costs  suggests  two  key  points: 

If  the  goal  is  to  control  the  level  and  rate  of  increase  of  overall  health  spending  in 
the  Nation,  then  policies  that  encompass  the  entire  health  care  system — rather 
than  segments  of  it — would  be  necessary.  Partial  controls  on  spending  for  health  are 
more  likely  to  shift  costs  to  some  less  controlled  segment  of  the  market  than  to 
reduce  costs. 

No  single  policy  to  control  health  care  costs,  if  adopted  in  isolation,  is  likely  to  be 
effective.  Increases  in  per  capita  spending  for  health  can  come  from  higher  prices,  a 
larger  volume  (either  number  or  quality)  of  services  per  person,  or  less  efficiency  in 
the  provision  of  services.  Consequently,  a  coordinated  set  of  policies  would  be  re- 
quired— policies  designed  to  control  both  price  and  volume,  while  assuring  that 
quality  would  not  be  compromised. 

One  policy  combination  that  could  control  costs,  while  minimizing  the  direct 
impact  on  patients,  would  include  the  following: 

Elimination  of  first-dollar  coverage  under  health  insurance  policies; 

Uniform  payment  rates  for  all  providers  in  a  given  locality; 

Uniform  utilization  review  procedures  applied  to  all  providers  in  each  locality; 

Planning  for  and  control  on  medical  facilities  and  capital-intensive  technologies  in 
each  locality;  and 

Effective  national  and  regional  expenditure  limits  that  applied  to  the  entire 
system. 

If  applied  by  only  one  payer  in  our  multipayer  system,  this  combination  of  meas- 
ures might  be  successful  in  reducing  that  payer's  costs  for  its  insured  population. 
But  the  affected  providers  would  probably  recover  some  or  all  of  the  lost  revenue  by 
increasing  prices  for  other  patients,  or  by  increasing  the  volume  of  services  provided 
by  them.  As  a  result,  national  spending  for  health  might  not  be  reduced  by  much. 
Further,  each  individual  insurer's  ability  to  control  costs  is  very  limited  in  a  multi- 
payer  system  because  strict  controls  by  any  one  insurer  will  threaten  access  for  that 
payer's  insured  population,  if  providers  come  to  prefer  other  groups  with  less  re- 
strictive payers. 

Elimination  of  first-dollar  coverage  under  health  insurance  policies — for  example, 
requiring  that  patients  pay  20  percent  coinsurance  for  all  covered  services — would 
increase  patients'  awareness  of  the  costs  of  the  medical  services  they  are  purchas- 
ing. Greater  awareness  in  turn  would  cause  them  to  assess  whether  the  value  they 
expected  to  receive  from  the  service  was  worth  the  cost. 

Uniform  payment  rates  and  utilization  review  procedures  would  both  be  neces- 
sary to  control  costs.  If  only  prices  were  controlled  (even  if  by  all  payers),  providers 
would  be  likely  to  circumvent  the  effects  to  a  large  degree  by  increasing  the  volume 
of  services  or  reducing  the  quality  of  care.  If  only  utilization  review  procedures  were 
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put  in  place  to  control  volume  and  assure  quality,  providers  could  circumvent  the 
effects  on  revenues  by  raising  the  fees  they  charge. 

Health  planning  could  ensure  that  adequate,  but  not  excessive,  capacity  existed  to 
provide  necessary  services.  Without  planning,  excess  capacity  is  likely  to  develop.  In 
this  case,  if  controls  on  volume  were  not  entirely  effective,  the  existence  of  excess 
capacity  would  lead  to  greater  use  of  the  services  provided  by  the  facilities  than  was 
necessary  for  appropriate  care. 

Although  the  preceding  four  strategies,  in  combination,  could  be  sufficient  to  con- 
trol costs,  the  use  of  expenditure  limits  applied  to  the  overall  health  system  would 
provide  an  additional  constraint  on  spending.  It  could  in  turn  lead  to  more  coordi- 
nated decisionmaking  among  consumers,  providers,  and  insurers  that  would  reflect 
the  relative  benefits  that  are  expected  from  different  types  of  care. 

The  impact  of  this  combination  of  strategies  would  depend  on  the  extent  of  cost- 
sharing  and  on  the  stringency  of  the  controls  on  prices,  utilization,  technology,  and 
total  spending  that  would  be  put  in  place.  The  greater  the  impact,  however,  the 
larger  the  adverse  effect  on  some  of  the  desirable  features  of  the  current  health  care 
system.  In  particular,  such  a  restructuring  of  the  present  system  would  probably 
mean  less  spending  on  research  and  development,  longer  waiting  times  for  access  to 
new  technologies,  and  limitations  on  our  existing  choice  of  providers,  health  insur- 
ance coverage,  and  treatment  alternatives.  Whether  these  trade-offs  would  be  desir- 
able depends  upon  the  priority  the  Nation  places  on  controlling  costs  as  opposed  to 
maintaining  other  characteristics  of  the  health  care  system. 

Mr.  Pickle.  Now  my  second  question  is,  on  page  23  you  make  ref- 
erence to  the  fact  in  the  area  of  Medicaid  that  you  said  the  admin- 
istration proposes  to  replace  Medicaid  expenditures  for  the  nonel- 
derly  population  with  a  per  capita  amount. 

Now  it  seems  to  me  if  you  do  that,  you  are  simply  putting  a  cap 
on  it  for  the  acute  nonelderly,  and  when  you  do  that  it  seems  to  me 
like  you  are  targeting  women  and  minorities,  and,  second,  that  you 
are  shifting  the  burden  of  that  to  the  States.  Is  that  correct? 

Mr.  Reischauer.  If  medical  costs  for  the  average  person  in  the 
United  States  rose  much  faster  than  the  capitation  payment  that 
the  Federal  Government  would  pay  to  the  States,  that  would  cer- 
tainly be  the  case.  It  would  mean  that  the  level  of  medical  services 
available  through  Medicaid  would  inevitably  deteriorate. 

In  fact,  the  administration's  plan  requires  States  to  put  Medicaid 
patients  into  some  form  of  coordinated-care  system.  The  adminis- 
tration is  hoping  that  by  going  to  a  system  like  this,  it  will  encour- 
age a  reduction  in  expenditures.  Whether  it  would  lead  to  a  reduc- 
tion in  the  rate  of  growth  of  those  expenditures,  however,  is  an  en- 
tirely different  question  and  is  subject  to  some  uncertainty. 

Mr.  Pickle.  Well,  it  seems  to  me  that  there  is  a  very  definite 
danger  that  if  you  do  put  a  capitation  on  Medicaid,  even  though  it 
is  indexed,  that  you  are  definitely  going  to  shift  the  burden,  possi- 
bly to  the  States,  and  that  is  going  to  be  an  imposition  on  the 
needy  and  the  minorities,  and  I  think  we  have  to  be  careful  of  that. 

It  is  good  to  say  we  are  just  going  to  cut  down  the  costs,  but 
when  you  do  it  in  effect  shifts  right  back  to  the  States.  That  is 
going  to  hurt  the  States  and  we  have  a  lot  of  opposition  to  that,  so 
I  think  that  is  another  area  we  have  to  look  at  carefully. 

I  thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mrs.  Johnson,  then  Mr.  Downey  for 
some  short  observations. 

Mrs.  Johnson.  Thank  you.  I  would  like  to  just  follow  up  on 
Jake's  comments  and  ask  that  when  you  get  back  to  us  about  the 
impact  of  capitation  of  price  controls — not  just  on  Medicaid  but 
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across  the  system — I  would  like  to  have  you  look  at  the  effect  of 
such  price  controls  on  the  health  care  system  itself. 

For  example,  what  would  be  the  effect  of  stringent  price  controls 
on  wages,  on  supplies  and  equipment,  as  well  as  hospital  and  other 
institutional  services,  and  if  health  care  growth  was  limited  to  a 
percent  of  GNP  increase,  how  many  hospitals  do  you  believe  would 
close? 

I  think  this  is  very  relevant  to  the  Congress'  consideration,  be- 
cause if  we  go  to  price  controls  we  will  adopt  some  arbitrary  meas- 
ure of  that  increase,  either  GNP  or  medical  index  or  medical  index 
minus  two  or  whatever,  because  that  is  what  we  have  done  in  Med- 
icare. 

And  if  you  look  at  that  across  the  system,  I  would  like  to  have 
your  analysis  of  what  the  effect  will  be  on  wages  in  all  of  the  in- 
dustries affected  and  of  supplies,  equipment,  and  institutional  base. 
Thank  you. 

[Further  response  to  Mrs.  Johnson's  question  follows:] 

Question.  What  would  be  the  impact  of  price  controls  and  expenditure  caps  on  the 
health  care  system,  the  wages  of  health  care  workers,  sales  of  supplies  and  equip- 
ment, and  hospital  closures? 

Answer.  Effective  price  controls  or  an  expenditure  cap  that  limited  the  growth  of 
health  care  spending  to  a  targeted  rate — such  as  the  rate  of  growth  of  the  gross  na- 
tional product — would  result  in  a  lower  level  of  spending  for  hospitals'  and  other 
providers'  services  than  would  otherwise  occur.  For  example,  hospitals'  demand  for 
the  inputs  used  to  produce  services  (including  labor,  medical  supplies,  and  equip- 
ment) would  be  lower  than  without  the  controls.  This  reduction  in  demand  might 
slow  the  growth  of  employment  and  wages  for  some  occupations  that  are  specific  to 
the  hospital  sector.  However,  since  the  hospital  sector  would  be  expanding  at  the 
rate  determined  by  the  controls,  its  demand  for  labor,  supplies,  and  equipment 
would  probably  grow  at  about  the  same  rate  as  the  overall  economy.  Wages  of  em- 
ployees with  skills  that  are  transferable  to  other  sectors  would  not  be  affected 
much,  because  hospitals  would  continue  to  compete  with  other  sectors  of  the  econo- 
my for  these  employees.  Similar  effects  would  also  occur  for  other  parts  of  the 
health  care  sector. 

If  hospital  expenditures  were  limited,  some  hospitals  that  were  not  able  to  keep 
their  costs  within  the  limits  would  probably  close.  The  number  of  potential  closures 
would  depend  on  the  specific  controls  and  other  factors  and  cannot  be  estimated. 
Most  hospitals,  however,  would  be  able  to  adapt  to  the  limits  by  improving  their 
efficiency. 

As  a  result  of  subsequent  discussions  with  your  staff,  we  are  doing  additional  re- 
search on  this  topic.  We  will  make  our  analysis  available  to  you  as  soon  as  the  work 
is  completed. 

Chairman  Rostenkowski.  Mr.  Downey. 

Mr.  Reischauer.  Just  a  simple  observation:  One  would  expect 
that  wages  in  the  health  care  industry  would  have  to  remain  com- 
petitive for  them  to  draw  the  labor  they  need.  The  number  of  serv- 
ices might  be  reduced,  but  

Mrs.  Johnson.  I  would  be  careful  

Mr.  Reischauer  [continuing].  I  have  a  hard  time  seeing  how  a 
cafeteria  worker  in  a  hospital  might  see  her  wages  decline  relative 
to  a  cafeteria  worker  in  a  university  or  in  the  Congress.  They  com- 
pete with  each  other  for  the  same  pool  of  labor,  so  the  wages 
cannot  get  too  far  out  of  whack. 

Mrs.  Johnson.  Although  in  the  VA  system,  they  did  in  New  Eng- 
land get  tremendously  out  of  whack,  and  the  consequence  was  that 
the  VA  could  not  get  receptionists,  appointments  people,  medical 
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technologists,  or  nurses.  And  so  there  is  a  point  at  which  that  does 
happen,  but  if  everybody  is  hiring  that  way  but  the  rest  of  society 
isn't,  I  mean  that  is  the  consequences  of  price  control  that  we  do 
have  to  deal  with,  and  you  can't  just  say  they  have  to  compete.  If 
there  is  no  money  to  pay  them,  they  can't  compete. 

So  I  think  we  need  to  look  at  what  the  impact  will  be  systemical- 
ly  if  we  control  wages  and  prices  in  one  sector  of  the  economy. 

Mr.  Reischauer.  The  quality  of  the  work  force  that  they  hired 
would  deteriorate  

Mrs.  Johnson.  But  there  will  be  an  institutional  impact  as  well. 

Thank  you. 

Chairman  Rostenkowski.  If  there  are  no  further  questions, 
thank  you  very  much,  Bob.  Thank  you  for  joining  us  this  morning. 
[Responses  to  questions  submitted  by  Mrs.  Kennelly  follow:] 

Questions  Submitted  by  Mrs.  Kennelly  to  Robert  Reischauer 

Question.  Many  of  the  legislative  proposals  that  are  on  the  table — from  single- 
payer  plans  to  plans  that  build  on  the  current  system — incorporate  a  single  billing 
mechanism  to  reduce  administrative  costs.  The  legislation  I  have  introduced  calls 
for  the  standardized  claims  forms  recommended  by  GAO.  What  savings  has  your 
office  calculated  that  such  a  mechanism  would  bring? 

Answer.  We  are  in  the  process  of  developing  an  estimate  for  this  provision  and 
hope  to  complete  it  by  the  end  of  April.  Because  of  start-up  expenses,  we  expect  the 
provision  to  have  costs  in  the  near  term,  followed  by  savings  in  later  years. 

Question.  Has  the  Congressional  Budget  Office  analyzed  what  the  transfer  of  costs 
would  be  under  the  different  types  of  plans  before  Congress — have  you  looked  at 
who  pays  how  much  now,  and  who  would  pay  in  what  way  under  the  various  pro- 
posals before  this  committee? 

Answer.  Assessing  the  effects  of  alternative  health  insurance  proposals  on  what 
people  pay  for  health  care  (both  for  themselves  and  for  others)  is  a  research  priority 
for  CBO.  Data  from  the  national  sample  survey  that  we  need  to  conduct  this  type  of 
analysis,  however,  have  only  recently  become  available.  We  are  now  in  the  process 
of  developing  the  research  databases  that  are  necessary  to  address  these  types  of 
questions.  Our  findings  will  be  shared  with  the  Committee  as  they  become  available. 

Chairman  Rostenkowski.  Mr.  Davidson,  Mr.  Todd,  welcome,  gen- 
tlemen, to  the  committee.  I  think  you  are  aware  of  the  rules.  We 
would  certainly  like  to  have  you  summarize  your  statements  and 
we  will  enter  them  into  the  record  so  that  we  have  time  for  more 
questions. 

STATEMENT  OF  DICK  DAVIDSON,  PRESIDENT,  AMERICAN 
HOSPITAL  ASSOCIATION 

Mr.  Davidson.  Thank  you,  Mr.  Chairman,  and  good  morning. 
Chairman  Rostenkowski.  Good  morning. 

Mr.  Davidson.  We  appreciate  the  opportunity  to  testify  before 
the  committee  today.  I  want  to  say  at  the  outset  that  our  belief  is 
that  health  care  reform  is  essential,  that  nobody  is  happy  with  the 
current  system  as  we  find  it  today,  and  the  question  is  not  if  but 
when  and  how  are  we  going  to  make  changes  to  make  the  health 
delivery  system  better  for  all  Americans. 

The  American  Hospital  Association  is  very  anxious  to  help  ad- 
vance new  public  policy  with  a  focus  on  one  winner,  and  that 
winner  ought  to  be  the  patients  and  the  citizens  of  every  communi- 
ty across  America  that  we  serve  on  a  daily  basis,  and  we  would  like 
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to  commend  you,  Mr.  Chairman,  and  the  committee  for  stepping  up 
the  timetable  for  this  debate  so  that  we  can  get  action  as  soon  as 
possible,  and  we  would  like  to  see  action  aimed  at  new  ideas  for 
solving  a  very  complex  problem. 

Today  what  we  would  like  to  do  is  to  focus  on  three  points:  First, 
our  view  with  regard  to  the  administration's  proposal;  second,  the 
need  to  reorganize  the  way  health  services  are  delivered  in  Amer- 
ica; and  third,  the  American  Hospital  Association's  vision  of  a  new 
organized  delivery  system  to  achieve  our  Nation's  twin  goals  of  uni- 
versal access  at  an  affordable  cost. 

First,  with  regard  to  the  President's  proposal  for  reform,  the  ad- 
ministration's reform  package  takes  some  admirable  first  steps  and 
we  commend  the  President  and  the  administration  for  their  initia- 
tives in  this  area.  We  give  them  strong  applause.  A  lot  of  these 
ideas  make  sense,  especially  the  movement  toward  new  ways  to  de- 
liver patient  care. 

However,  the  road  to  universal  access  through  tax  credits  gives 
us  some  pause.  First,  with  regard  to  the  amount  of  tax  credit  and 
what  it  might  buy,  we  have  serious  concerns  over  that. 

But  second,  and  most  importantly,  the  tax  credit  that  provides 
access  to  an  awful  lot  of  people  using  the  current  private  health 
insurance  market  we  find  very  troublesome.  It  seems  to  me  people 
are  going  to  be  very  frustrated  as  they  move  into  the  private  insur- 
ance market  with  some  kind  of  a  voucher  to  purchase  insurance. 

But  third,  the  most  troublesome  part  of  the  President's  proposal, 
in  our  opinion,  is  that  there  is  a  plan  to  finance  the  tax  credits 
with  further  cuts  in  payment  to  doctors  and  hospitals  who  are  cur- 
rently caring  for  the  beneficiaries  of  the  Medicare  and  Medicaid 
Program.  We  find  that  whole  strategy  absolutely  unacceptable. 
There  is  a  point  where  we  have  had  enough  cuts,  and  we  think  we 
have  reached  that  point. 

Second,  let  us  talk  a  little  bit  about  the  reform  proposals  that  are 
before  the  Congress  today.  At  last  count,  we  think  we  have  seen 
about  40  different  proposals  that  have  been  introduced  to  reform 
the  health  care  delivery  system  that  are  before  the  Congress,  and 
when  you  look  at  them  virtually  all  of  these  proposals  have  two 
principle  objectives. 

First,  to  expand  access  to  more  Americans  into  the  health  deliv- 
ery system,  but  the  focus  is  primarily  financial  access.  They  don't 
really  discuss  geographic  access. 

And  second,  the  focus  is  to  contain  costs,  and  if  you  think  about 
expanding  access  to  more  Americans  and  containing  costs  at  the 
same  time,  it  is  almost  a  contradiction  in  terms.  We  are  not  exactly 
sure  how  it  is  that  you  do  that  except  that  we  ought  to  recognize  at 
the  outset  that  whatever  it  is  that  we  are  going  to  do  to  expand 
access  has  a  price  associated  with  it  and  we  need  to  deal  with  that. 

Now  let  us  look  at  access.  Expanding  access  into  the  current  de- 
livery system  we  think  is  going  to  be  very  frustrating  for  all  of  us. 
Now  while  we  perform  medical  miracles  every  day  in  the  Nation's 
hospitals,  the  current  system  of  medical  care  in  America  is  frag- 
mented, it  is  uncoordinated,  there  is  little  or  no  focus  or  incentives 
to  focus  on  prevention  and  on  health. 
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Patients  tend  to  fend  for  themselves.  You  kind  of  go  out  there 
and  move  through  the  system  and  figure  it  out  for  yourself.  No  one 
seems  to  be  in  charge  of  your  care.  We  have  payment  systems  that 
reward  treatment  for  each  encounter,  and  these  payment  systems 
are  loaded  with  perverse  incentives  that  should  be  changed.  And 
we  have  geographic  limitations  in  terms  of  access  to  care,  and  that 
is  a  serious  problem. 

So  we  are  worried  about  expanding  access  into  a  system  that  has 
worked  well  for  a  number  of  years  but  needs  to  be  changed  dra- 
matically today  in  our  opinion. 

And  second,  in  the  area  of  containing  costs,  almost  all  of  the  pro- 
posals call  for  command  and  control  regulation.  The  answer  to  the 
problem  seems  to  be  that  we  will  regulate  providers,  doctors  and 
hospitals,  and  I  would  like  to  suggest  to  the  members  of  the  com- 
mittee that  should  you  go  that  direction,  you  are  going  to  have  a 
terrible  disappointment  in  that  there  is  no  system  of  payment  reg- 
ulation for  doctors  and  hospitals  that  has  demonstrated  they  con- 
trol overall  costs. 

I  have  had  the  privilege  of  working  in  Maryland  for  some  20 
years  with  what  is  considered  to  be  the  model  regulatory  system, 
an  all-payer  system  in  the  State  of  Maryland.  We  have  done  a  mas- 
terful job  in  the  State  of  Maryland  of  holding  down  hospital  costs. 
In  1976,  hospital  costs  in  Maryland  were  26  percent  above  the  na- 
tional average.  Today,  an  admission  to  a  Maryland  hospital  is  at  9 
percent  below  the  national  average,  and  that  is  a  rather  remarka- 
ble performance. 

But  when  you  look  at  overall  spending  for  health  care  in  the 
State  of  Maryland,  you  will  find  that  health  insurance  premiums 
are  pretty  much  the  same  there  as  they  are  in  Pennsylvania  and 
Virginia,  and  when  you  look  at  per  capita  expenditures  for  health, 
you  will  see  that  they  look  very  similar  as  well. 

So  while  we  have  done  a  terrific  job  in  Maryland  in  containing 
the  rate  of  increase  in  hospital  costs,  we  haven't  really  dealt  with 
the  delivery  system  changes. 

And  third  and  finally,  I  would  like  to  share  with  you  the  Ameri- 
can Hospital  Association's  proposal  to  reform  the  organization  and 
delivery  of  health  services  in  America,  and  we  think  it  is  a  very 
exciting  notion. 

We  are  calling  for  the  creation  of  a  nationwide  system  of  locally- 
based  community  care  networks  to  provide  care  through  a  new 
public  program,  a  merger  of  Medicare  and  Medicaid,  to  provide  a 
full  range  of  services  for  a  fixed  dollar  payment  so  that  we  know  in 
advance  how  much  money  is  going  to  be  in  the  system,  and  that 
the  providers  through  coordinated  networks  agree  to  provide  an 
array  of  health  services  for  a  fixed  amount  of  money  that  will  give 
us  a  high  degree  of  predictability  in  the  system. 

The  focus  of  this  proposal  is  to  move  away  from  the  mindless  in- 
stitution-to-institution competition  that  we  have  seen  across  Amer- 
ica during  the  decade  of  the  eighties  to  a  strategy  that  calls  for  a 
community-based  collaboration  among  and  between  all  providers, 
doctors,  hospitals,  nursing  homes,  education  systems,  employers,  in- 
surers, focusing  on  the  health  status  of  people  in  our  communities 
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and  not  focusing  on  sickness  and  injury  at  the  point  of  sickness  and 
injury. 

The  networks  would  be  local  in  nature,  would  be  organized  dif- 
ferently in  each  community  across  America,  depending  on  the 
nature  of  the  components  in  every  community  and  who  has  an  in- 
terest. They  would  be  local  in  nature  and  provide  an  entry  point 
into  the  system  of  coordinated  care  where  someone  can  enter  and 
someone  then  is  in  charge  of  coordinating  a  person's  patient  care. 

There  would  be  financial  incentives  in  this  system,  as  we  see  it, 
that  focus  on  prevention — not  focus  on  sickness  and  injury.  One  of 
the  concerns  that  we  have  today  is  that  we  do  a  magnificent  job  in 
the  Nation's  hospitals  of  taking  care  of  little  babies  that  weigh  2 
pounds  in  our  neonatal  intensive  care  units,  but  one  of  the  ques- 
tions is,  can  we  prevent  them  from  ever  being  there  in  the  first 
place?  Who  is  in  charge  of  going  out  to  find  the  pregnant  teenager 
to  ensure  that  they  get  effective  prenatal  care? 

Our  suggestion  to  you  is  that  there  doesn't  seem  to  be  anybody  in 
charge  of  that,  and  that  we  think  we  need  to  change  the  focus  so 
that  community  care  networks  at  the  local  level  have  incentives  to 
do  that  very  thing. 

Now  how  can  we  in  America,  in  this  day  and  age,  have  an  out- 
break of  measles?  It  costs  $14  to  immunize  a  young  person.  Who  is 
in  charge  of  doing  that  today?  Who  is  in  charge  of  focusing  on  pre- 
vention? 

We  would  like  to  suggest  to  you  that  in  new  community-based 
networks  for  care,  that  that  is  where  our  focus  ought  to  be,  and  we 
can  align  ourselves  in  collaboration,  not  only  with  other  providers 
but  with  the  education  system  as  well  in  order  to  provide  an  entry 
point  for  primary  care  into  this  new  kind  of  a  health  care  system. 

We  see  this  whole  strategy,  this  whole  new  notion,  as  a  way  to 
deal  with  the  problem  of  excess  capacity  and  the  overdevelopment 
of  technology  in  America.  We  have  had  a  medical  arms  race  in 
America  for  the  past  decade.  It  is  time  to  end  that  medical  arms 
race.  America  cannot  afford  it. 

And  we  believe  that  the  whole  notion  of  community-based  coordi- 
nated care  networks  will  give  us  new  incentives  to  determine  what 
the  capacity  components  ought  to  look  like  and  we  can  decide  then 
how  to  align  capacity.  We  can  decide  how  to  bring  on  new  technolo- 
gy. In  the  competitive  environment  we  live  in  today,  there  is  not 
that  incentive. 

And  finally,  we  think  that  the  focus  today  really  ought  to  be  on 
medical  outcomes  and  not  on  police  actions  of  utilization  review 
after  the  fact  that  have  no  value  and  don't  contribute  to  medical 
care  for  most  people.  We  think  we  ought  to  be  focusing  internally 
on  how  it  is  that  we  perform — hospitals,  doctors,  and  other  provid- 
ers— and  then  studying  the  outcomes  of  our  performance,  and 
there  ought  to  be  Federal  and  State  oversight  to  kind  of  guide  this 
development  to  be  sure  that  what  is  going  on  in  these  community 
care  networks  is  in  fact  providing  value  for  the  dollar  invested  for 
the  American  public. 

In  addition,  one  of  the  major  concerns  I  think  a  lot  of  us  have  is 
how  do  we  reduce  administrative  cost  through  all  of  the  multiple 
billing  arrangements?  If  we  enter  into  an  agreement,  a  substantial 


400 


agreement,  with  the  Federal  Government  on  a  new  merged  Medi- 
care and  Medicaid  Program  paid  on  a  capitated  basis,  a  fixed  dollar 
amount,  we  can  get  rid  of  a  lot  of  the  paper  that  is  moving  in 
terms  of  the  billing  system.  If  we  move  in  this  way  in  the  private 
sector,  we  can  do  very  much  the  same  thing. 

The  paper  that  moves  in  this  kind  of  a  system  will  be  paper  that 
moves  for  internal  accountabilities  and  for  overall  accountability  to 
the  Federal  and  State  governments  that  ought  to  guide  the  direc- 
tions of  these  movements. 

We  see  State  partnerships  as  being  essential  to  the  development 
of  community  care  networks.  People  get  sick  locally.  They  get  sick 
at  home.  What  we  need  is  a  system  that  develops  from  the  grass- 
roots up,  with  the  Federal  Government's  role  providing  oversight 
and  guidance  to  the  strategy. 

We  think  this  is  a  vision  of  the  future  that  we  ought  to  pursue 
for  America,  and  we  ought  to  begin  the  pursuit  of  that  now.  I 
would  be  happy  to  discuss  this  further,  Mr.  Chairman. 

Thank  you. 

[The  prepared  statement  follows:] 
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The  President's  proposal  for  health  reform  takes  steps  toward  improving  access 
to  care  and  reducing  costs,  but  it  falls  short  of  the  main  objective: 
universal  access  to  health  care.     Coupled  with  his  FY  1993  budget  proposals, 
it  would  simply  inflict  more  stress  on  an  already  strained  health  care 
system.    Other  health  reform  options  advanced  by  Congress  would  impose  a 
federal  government-style  payment  system  on  all  purchasers  of  health  care. 
Hospitals  are  equally  concerned  that  if  indeed  Medicare  is  the  role  model  some 
would  emulate,  all  patients  and  all  hospitals  would  suffer. 

The  fundamental  flaw  with  all  of  these  approaches  is  that  they  try  to  contain 
costs  without  addressing  the  underlying  problems  in  our  system  that  have  led 
us  to  our  present  predicament  —  fragmentation  of  care  and  skewed  incentives. 
It's  time  for  real  and  meaningful  change.     First,  everyone  must  have  access, 
at  a  minimum,  to  basic  health  care  benefits.    AHA  calls  for  universal  access 
to  a  comprehensive  basic  benefits  package  covering  the  full  range  of  services 
from  preventive  care  through  long-term  care.     Second,  we  believe  cost  control 
should  be  achieved  primarily  by  restructuring  health  care  delivery  around 
community  care  networks  that  would  realign  incentives  and  encourage  the 
efficient  use  of  health  care  resources  by  everyone.    Past  efforts  for 
state-wide,  regional,  or  national  health  reform  have  ignored  a  fundamental 
concept  —  that  health  care  is  a  local  concern.     People  live  and  work  in  their 
communities.    When  they  get  sick,  they  generally  want  to  seek  health  care 
services  near  their  home  and  families.    Community  care  networks  keep  care 
centered  in  the  community,  where  it  can  be  shaped  to  meet  unique  local  needs. 
Third,  community  care  networks  would  improve  patient  care  because  they  hold 
the  promise  for  more  coordinated,  better  managed  care.    Community  care 
networks  are  the  keystone  to  universal  access.    They  represent  a 
self-disciplining  system  with  coherent  and  consistent  incentives  that 
encourage  providers  to  do  what  they  do  best  —  manage  the  health  care  of  their 
patients. 

Mr.  Chairman,  I  am  Dick  Davidson,  president  of  the  American  Hospital 
Association  (AHA).    On  behalf  of  the  AHA's  nearly  5,400  member  hospitals,  I  am 
pleased  to  testify  on  the  President's  proposals  for  health  care  reform  and  the 
fiscal  year  (FY)  1993  budget. 

We  understand  that  the  task  before  this  Committee  is  a  difficult  one.  Current 
budgetary  constraints  force  difficult  tradeoffs  among  competing  needs.     But  if 
we  resort  to  purely  budget-driven  decisions,  we  will  only  be  fueling  the 
crisis  in  our  health  care  system,  not  taking  steps  toward  solutions. 

The  time  is  past  when  we  can  treat  symptoms  and  ignore  underlying  causes. 
It's  time  to  rewrite  the  policies  of  the  past,  overhaul  the  health  delivery 
structure,  and  encourage  different  behaviors  by  consumers,  providers,  and 
payers.     Only  in  that  way  will  we  achieve  universal  access  to  needed  services 
at  a  cost  this  country  can  afford.     I  think  it  is  becoming  clear  to  all  of  us 
that  dramatic  change  must  and  will  occur. 


402 


Mr.  Chairman,  I  am  here  today  to  tell  you  that  the  President's  proposal  for 
health  reform  is  not  enough,  and  that  his  budget  proposals  will  simply  inflict 
more  stress  on  an  already  strained  health  care  system.     I  come  to  you  today  to 
share  a  better  idea  for  health  reform. 


PRESIDENT'S  REFORM  PROPOSAL 

The  President's  proposal  for  health  reform  takes  steps  toward  improving  access 
to  care  and  reducing  costs.    AHA  agrees  with  the  President  on  several  key 
building  blocks  toward  reform.     Specifically,  we  agree  on  the  need  to: 

o       make  health  insurance  more  affordable  for  low  and  middle-income 
families; 

o       restructure  the  way  we  deliver  care  by  encouraging  enrollment  in 
coordinated  care  programs; 

o        reform  current  insurance  practices,  preventing  insurers  from 

excluding  people  with  pre-existing  medical  conditions  or  dropping 
people  with  costly  illnesses; 

o        institute  legal  reforms  to  lower  the  cost  of  malpractice  insurance; 
and 

o        reduce  administrative  costs. 

But  the  President's  proposal  falls  short  of  the  main  objective:  universal 
access  to  health  care.     It  is  not  clear  how  many  of  the  currently  uninsured 
will  be  able  to  take  advantage  of  the  proposed  tax  credits  and  deductions. 
Further,  his  plan  makes  health  insurance  more  affordable  for  the  low  and 
middle  income  people,  but  does  not  protect  these  families  from  impoverishment 
caused  by  their  health  care  needs. 

Further,  the  President  would  pay  for  his  plan  by  cutting  back  on  Medicare  and 
Medicaid,  two  programs  already  crippled  by  political  and  budgetary  battles 
over  health  care.     Instead  of  health  reform,  the  President's  plan  offers  yet 
another  financial  shell  game.     Hospitals  and  patients  have  already  been 
victims  of  this  shell  game.     It's  time  for  real  and  meaningful  change. 


PRESIDENT'S  BUDGET  PROPOSAL 

The  President  also  offered  several  health  care  proposals  in  his  FY  1993 
budget,  but  again  hospitals  find  little  cause  for  optimism.    We  welcome  his 
plans  for  modest  expansions  of  some  federal  programs  to  increase  access  to 
preventive  and  other  health  services  for  selected  populations.     His  attention 
to  increasing  resources  to  prevent  death  and  disease  is  necessary  and 
important . 

But  these  positive  initiatives  alone  don't  go  far  enough.    We  see  virtually  no 
short-term  hope  that  there  will  be  budgetary  elbow  room  to  deal  with  some  of 
the  serious  shortcomings  in  the  current  payment  system.    As  in  past  budget 
proposals,  the  payment  increases  promised  are  slated  to  be  cut  back  —  this 
time  by  $10.8  billion  over  5  years.     This  would  be  achieved  through  a  variety 
of  means  including  a  three-month  delay  in  implementing  the  FY  1993  update 
factor  to  PPS  rates;  caps  on  payment  for  laboratory  services;  cuts  in  durable 
medical  equipment  payments;  and  establishment  of  a  single  fee  for  supervisory 
anesthesia  services. 

The  President  suggests  that  reductions  in  Medicare  and  Medicaid  spending  are 
possible  with  no  harm  to  hospitals.    That  is  an  illusion.     In  1990,  AHA 
estimates  that  PPS  hospitals  experienced  approximately  a  $3  billion  shortfall 
in  care  provided  to  Medicare  inpatients.    Add  this  amount  to  $4.6  billion  in 
Medicaid  shortfalls  and  the  $9.5  billion  in  unsponsored  care  in  1990,  and  you 
have  close  to  $17  billion  dollars  that  hospitals  had  to  attempt  to  recover 
from  a  dwindling  base  of  private  payers  that  year. 

And  the  situation  in  worsening.  Our  preliminary  estimates  for  FY  1993  show 
that  of  the  approximately  5,400  PPS  hospitals,  nearly  4,000  will  lose  money 
treating  Medicare  inpatients.    About  2,000  of  these  hospitals  —  over 
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one-third  of  our  nation's  community  hospitals  —  will  lose  more  than  20 
percent  providing  Medicare  inpatient  services.    This  increased  financial 
pressure  will  inevitably  strain  hospitals  to  the  limit.  And  our  options  are 
few  —  cut  services  to  our  communities,  lay  off  workers,  or  crimp  on  patient 
care.    We  won't  do  the  latter.    And  I  don't  -hink  you  would  want  us  to  do  the 
others . 


AHA' s  REFORM  PLAN 

Hospitals  are  concerned  about  the  future  of  health  care  in  this  country.  Our 
financing  system  has  created  conflicting  incentives  for  patients  and  providers 
and  our  delivery  system  does  not  reach  many  in  need  of  care.    The  current 
health  reform  debate  addresses  two  competing  concerns:  expanding  access  and 
containing  costs.    The  challenge  is  to  find  an  acceptable  balance  between 
providing  more  access  to  health  care  services  while  at  the  same  time 
conserving  health  care  resources  and  dollars.  We  think  we've  got  a  good  idea 
for  meeting  both  these  goals. 

AHA's  plan  provides  a  comprehensive  approach  to  health  care  cost  reform  with 
universal  access  to  basic  health  benefits,  cost  containment  through 
encouraging  economic  self-discipline  by  all  participants,  and  a  restructured 
health  delivery  system  centered  around  community  care  networks. 


UNIVERSAL  ACCESS 

The  AHA  takes  a  strong  position  on  the  issue  of  universal  access.  Everyone 
must  have  access,  at  a  minimum,  to  basic  health  care  benefits.    This  is  where 
we  differ  from  the  President  who  would  encourage,  but  not  guarantee,  expanded 
access  to  basic  health  care.    AHA  calls  for  a  comprehensive  basic  benefits 
package  covering  the  full  range  of  services  from  preventive  care  through 
long-term  care.    Health  promotion  and  preventive  care  services  would  be 
emphasized. 

The  AHA's  proposal  provides  universal  access  to  a  basic  set  of  health  care 
services  through  a  pluralistic  system  of  financing  —  a  combination  of  private 
insurance  and  a  new  single  public  program  consolidating  and  expanding  Medicare 
and  Medicaid.    Catastrophic  coverage  would  be  provided  under  the  public 
program  for  everyone,  whether  covered  by  the  public  program  or  by  private 
insurance  in  order  to  guarantee  that  no  one  would  be  impoverished  by  their 
need  for  health  care. 

Universal  access  is  assured  through  a  "Play  or  Pay"  mechanism.  Employers 
would  be  required  to  provide  private  health  insurance  for  their  workers 
("Play")  or  pay  the  premiums  necessary  to  insure  their  workers  through  the 
public  program  ("Pay").    AHA  chose  the  "Play  or  Pay"  approach  because  we 
believe  it  is  the  most  realistic  road  to  universal  access,  which  is  our  first 
priority  goal.     It  also  is  the  approach  that  builds  on  our  current  system,  in 
which  88  percent  of  the  non-elderly  privately  insured  population  are  insured 
through  employer-based  groups.    And  it  recognizes  that  more  than  85  percent  of 
the  uninsured  are  connected  to  the  workforce  —  either  as  workers  or  living  in 
a  family  headed  by  a  worker. 

The  "Pay"  part  of  the  proposal  would  be  phased  in,  in  order  to  provide  time  to 
put  in  place  elements  of  the  plan  designed  to  make  more  affordable  coverage 
available  to  employers,  particularly  small  employers.    Those  aspects  of  AHA's 
proposal  include  insurance  reform  and  tax  incentives  for  both  employers  and 
employees . 


COMMUNITY  CARE  NETWORKS 

Many  of  the  health  reform  proposals  before  the  Congress  would  contain  costs 
through  regulation,  by  imposing  aggregate  expenditure  targets  or  setting 
provider  payment  rates.     Some  proposals  would  contain  costs  through  more 
competition,  by  encouraging  the  expansion  of  price-driven  competitive  models. 

The  fundamental  flaw  with  all  of  these  approaches  is  that  they  try  to  contain 
costs  without  addressing  the  underlying  problems  in  our  system  that  have  led 
us  to  our  present  predicament  —  fragmentation  of  care  and  skewed  incentives.. 
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These  approaches  may  result  in  short-term  budgetary  savings,  but  only  to  a 
limited  extent  and  at  great  long-term  cost  to  the  stability  and  quality  of  our 
health  care  system. 

The  AHA  has  taken  a  strong  position  on  responsible  and  effective  cost 
containment.    We  believe  cost  control  should  be  achieved  primarily  by 
restructuring  health  care  delivery  around  community  care  networks  that  would 
realign  incentives  and  encourage  the  efficient  use  of  health  care  resources  by 
everyone.     Past  efforts  for  state-wide,  regional,  or  national  health  reform 
have  ignored  a  fundamental  concept  —  that  health  care  is  a  local  concern. 
People  live  and  work  in  their  communities.    When  they  get  sick,  they  generally 
want  to  seek  health  care  services  near  their  home  and  families. 

Community  care  networks  would  provide  patients  with  integrated  care  organized 
at  the  community  level.     Networks  would  be  responsible  for  all  the  health  care 
needs  of  their  enrolled  population  and  would  coordinate  patient  care  over  time 
and  across  various  provider  settings.     Patients  could  turn  to  their  network 
for  everything  from  preventive  care  to  acute  care  to  long-term  care  services. 


COST  CONTAINMENT 

The  key  to  community  care  networks  and  to  cost  containment  within  this  system 
is  risk-adjusted  capitated  payments  to  the  networks.    Capitation  —  a  set  fee 
paid  to  the  network  per  enrollee  —  provides  the  network  with  its  budget  for 
delivering  care  to  the  enrolled  community.     It  allows  payers  to  manage  their 
outlays,  but  leaves  the  allocation  of  resources  to  local  decision  making. 
This  type  of  approach  encourages  providers  to: 

Promote  the  health  of  patients  and  prevent  future,  more  costly 
illnesses.     It  is  in  the  network's  own  financial  interest  to  provide 
their  enrolled  population  with  low-cost  preventive  care  now  in  order  to 
avoid  the  use  of  more  costly  acute  care  in  the  future. 

Collaborate  with  other  providers  to  avoid  duplication  of  services. 
Once  providers  are  linked  within  a  network,  the  financial  incentive  will 
be  to  avoid  future  duplicative  facilities  and  services  that  were 
encouraged  previously  by  the  competitive  system. 

Conserve  health  care  resources  and  dollars  by  providing  only 
appropriate  and  necessary  care.    The  collective  challenge  to  providers 
within  networks  will  be  to  provide  needed  health  care  services  within  the 
fixed  capitation  amount  through  better  patient  care  management  by 
practitioners  and  institutions. 

Congress  would  set  a  biannual  budget  for  the  public  program.     Based  on  this 
amount  and  the  amount  of  beneficiary  cost  sharing  available  from  those  able  to 
contribute,  an  independent  body  would  then  define  the  basic  set  of  benefits  to 
be  covered  by  the  public  plan.     This  basic  set  of  benefits  also  would  serve  as 
the  benefit  floor  for  coverage  offered  by  private  insurance  plans.  The 
independent  body  also  would  set  the  capitated  rates  to  networks,  adjusting 
those  rates  to  reflect  the  underlying  risk  of  the  population  covered  and  the 
geographic  conditions  under  which  services  are  delivered.     In  this  way, 
network  financing  decisions  would  be  removed  from  the  political  and  budgetary 
process,  so  that  health  care  costs  and  benefits  can  be  more  fairly  balanced. 

AHA  believes  the  formation  of  community  care  networks  should  be  promoted  in 
the  public  sector  by  encouraging  the  Medicare  and  Medicaid  programs  to  use 
networks  and  by  providing  financial  incentives  for  beneficiaries  to  choose 
nef-unrka.     In  the  private  sector,  network  use  should  be  encouraged  by  offering 
tax  or  other  incentives  aimed  at  employers,  employees,  insurers,  and  providers. 


IMPROVED  PATIENT  CARE 

Community  care  networks  would  improve  patient  care  because  they  hold  the 
promise  for  true  management  of  patient  care.    Many  of  the  "managed  care" 
arrangements  today  are  simply  insurer  programs  that  contract  with  a  selected 
group  of  providers  who  agree  to  discounted  prices.     The  providers 
participating  in  the  plan  change  frequently  as  insurers  shop  around  each  year 
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for  deeper  price  discounts.    Access  to  those  providers  is  then  controlled  by 
insurers  by  requiring  patient  authorizations  before  anyone  can  receive 
non-emergency  care.    This  approach  emphasizes  managing  costs,  but  does  not 
manage  patient  care. 

True  managed  care  requires  assessing  patient  health  risks  and  needs,  and 
planning  and  organizing  care  so  that  problems  are  averted  or  treated  early  and 
all  needed  services  are  efficiently  provided.    Within  community  care  networks, 
each  enrollee  would  be  matched  with  a  primary  caregiver  to  assure  that 
everyone  has  a  consistent,  specified  point  of  entry  into  the  network.  It 
would  be  the  responsibility  of  the  primary  caregiver  to  ensure  that  an  initial 
evaluation  of  health  status  is  conducted,  that  appropriate  primary  care  and 
preventive  services  are  provided,  and  that  services  throughout  the  system  are 
coordinated  for  the  patient,  particularly  when  specialty  services  are  needed. 

Realizing  the  potential  of  community  care  networks  will  require  a  series  of 
reforms  aimed  at  improving  the  climate  for  appropriate  cost  conscious 
behavior:    tort  reform  to  reduce  the  cost  of  the  malpractice  system  and  its 
effect  of  stimulating  defensive  medicine;  anti-trust  and  other  legislative 
reforms  to  allow  the  type  of  collaboration  needed  to  make  the  best  use  of 
available  resources;  and  greater  development  of  medical  practice  parameters  to 
foster  effective  clinical  decision  making. 

Community  care  networks  are  the  keystone  to  universal  access.    They  represent 
a  self-disciplining  system  with  coherent  and  consistent  incentives  that 
encourage  providers  to  do  what  they  do  best  —  manage  the  health  care  of  their 
patients.    On  this  score,  other  health  reform  proposals  don't  measure  up. 


GOVERNMENT-STYLE  RATE  SETTING 

Many  of  the  reform  options  before  the  Congress  would  impose  a  federal 
government-style  payment  system  on  all  purchasers  of  health  care.    We  are 
concerned  that  if  indeed  Medicare  is  the  role  model  some  would  emulate,  all 
patients  and  all  hospitals  would  suffer.     It  would  amount  to  letting  the 
federal  government  underpay  for  everyone,  not  just  the  poor,  elderly,  and 
disabled.    AHA  projects  that  in  1992,  Medicare  PPS  payments  to  hospitals  will 
be  90  percent  of  hospitals'  Medicare  inpatient  costs.     By  extending  Medicare 
inpatient  payment  levels  to  all  payers,  PPS  hospitals  would  be  paid  about  $19 
billion  less  than  their  costs  in  1992. 

Underpayment  is  not  cost  containment.    Top-down  regulatory  limits  on  provider 
payment  do  not  address  the  root  causes  of  health  care  cost  increases.  More 
importantly,  they  do  not  address  the  changes  needed  in  our  system  to  improve 
patient  care.    Rather  than  more  coordinated  and  better  managed  patient  care, 
this  approach  would  lock  in  today's  failed  system  of  fragmented  care  and 
conflicting  incentives. 

Government  rate  setting  requires  trust  and  confidence  in  the  federal 
government  to  keep  its  promises  to  adequately  fund  whatever  program  it 
creates.     The  federal  government  has  not  kept  its  promise  to  adequately  fund 
Medicare.     As  long  as  health  care  financing  is  subject  to  annual  budget 
battles,  there's  little  reason  to  believe  government  will  try  to  keep  its  end 
of  the  bargain  on  an  even  larger  scale. 


CONCLUSION 

Mr.  Chairman,  I  understand  the  difficulties  you  and  the  Congress  face  in 

achieving  fairness  within  budget  constraints.    AHA  wants  to  be  part  of  a 

f ar- reaching  solution  that  not  only  looks  to  widen  access  and  contain  costs, 

but  holds  out  the  promise  of  better  care  for  patients  in  the  bargain.    We  look 

forward  to  working  with  this  Committee  as  you  shape  health  reform  for  this 

country. 
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Mr.  Downey  [presiding].  Thank  you,  Mr.  Davidson. 
Dr.  Todd. 

STATEMENT  OF  JAMES  S.  TODD,  M.D.,  EXECUTIVE  VICE 
PRESIDENT,  AMERICAN  MEDICAL  ASSOCIATION 

Dr.  Todd.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. 

I  am  Jim  Todd,  the  executive  vice  president  of  the  American 
Medical  Association. 

The  American  Medical  Association  is  committed  to  being  in- 
volved in  reforming  this  Nation's  health  care  system.  We  are 
pleased  that  President  Bush  has  offered  a  health  care  reform  pro- 
posal and  that  he  has  joined  in  trying  to  bring  about  necessary 
change  in  the  way  our  health  care  is  delivered  and  financed. 

We  are  also  pleased  that  the  President  recognizes  the  quality  of 
the  current  system  and  that  we  should  build  on  this  well-estab- 
lished foundation  to  ensure  that  all  Americans  have  access  to  the 
same  quality  of  health  care,  not  something  less. 

The  President  has  identified  a  number  of  actions  that  could  be 
adopted  this  year,  including  steps  to  address  two  of  the  most  diffi- 
cult problems  driving  the  escalation  of  health  care  costs — the  ongo- 
ing liability  crisis  and  the  failure  of  the  insurance  system  to  pro- 
vide protection  through  shared  risk. 

In  particular,  insurance  reform  and  the  establishment  of  an  ad- 
ministrative process  that  is  as  simple  and  as  clear  as  possible  are 
key  first  steps.  However,  while  the  President's  initiatives  would 
help  improve  access,  they  do  not  go  far  enough  in  ensuring  access. 

Key  elements  of  the  proposal,  such  as  the  allowance  of  tax  cred- 
its to  help  individuals  purchase  health  insurance,  are  not  fully  de- 
veloped enough  to  ensure  that  costs  can  be  contained  and  the 
market  for  health  insurance  will  work  fairly.  Additional  measures 
need  to  be  taken  so  that  individuals  will  be  purchasing  health  in- 
surance with  the  information  necessary  to  make  sure  that  health 
care  choices  can  be  made  at  reasonable  costs. 

The  AMA  is  convinced  that  the  best  way  to  ensure  that  everyone 
has  access  to  health  care  insurance  is  to  build  on  the  employment 
system.  Unlike  the  so-called  pay-or-play  proposals,  we  support 
having  all  employees  receive  health  care  coverage  through  their 
employers  with  adequate  tax  incentives  to  allow  small  businesses 
and  new  businesses  to  purchase  coverage. 

Employers  provide  a  logical  and  established  way  to  help  provide 
individuals  with  the  information  necessary  to  make  wise  health 
care  choices  and  help  them  bargain  within  the  marketplace  with- 
out the  suffocating  control  of  systemwide  centralized  decisionmak- 
ing. 

We  agree  that  the  system  must  be  structured  to  guarantee  that 
the  cost  of  health  care  is  contained.  While  intermediate  cost  con- 
tainment measures  are  necessary,  we  must  take  steps  to  bring 
about  an  even  deeper  systematic  change. 

The  role  individuals  play  in  the  health  care  system  needs  to  be 
altered  dramatically.  It  is  unfair  that,  when  too  many  have  no 
access  to  health  insurance,  so  many  have  coverage  that  goes 
beyond  their  need.  It  is  necessary  to  limit  the  deductibility  of 
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health  insurance  premiums  beyond  what  is  reasonably  necessary 
for  essential  coverage. 

The  tax  system  must  treat  all  individuals  and  employers  equally 
and  in  a  way  that  encourages  cost  effectiveness  and  choice. 

All  policies  must  offer  a  plan  providing  coverage  for  an  essential 
benefits  package,  and  companies'  plans  should  offer  payment  for 
usual  and  customary  charges,  a  prepaid  managed  care  plan,  and  a 
plan  that  would  provide  coverage  based  on  a  benefit-payment 
schedule. 

A  single  solution  cannot  produce  the  same  benefit  as  millions  of 
individual  choices.  Any  one  of  these  plans,  if  presented  without 
competition,  would  not  be  subject  to  the  constraints  on  the  cost  and 
the  need  to  guarantee  quality  that  competition  from  other  types  of 
plans  would  provide. 

There  are  some  specific  areas  that  clearly  conflict  with  what  the 
AMA  believes  will  ensure  health  access  for  all  Americans.  We 
strongly  disagree  with  making  up  the  increased  Federal  costs 
through  severe  limits  on  the  Federal  Government's  commitment  to 
the  Medicaid  and  Medicare  Programs.  This  is  wholly  inappropriate. 

Now  is  a  critical  time  for  the  Medicare  Program.  Getting  to  the 
implementation  of  the  RBRVS  has  been  a  difficult  process,  and 
many  difficulties  still  need  to  be  resolved. 

We  also  question  the  total  reliance  on  coordinated  care.  While 
the  AMA  does  not  oppose  the  use  of  managed  care  in  public  and 
other  health  programs,  managed  care  should  be  only  one  of  several 
choices  available  to  the  public. 

Furthermore,  decisions  on  the  extent  of  care  needed  must  remain 
within  the  patient-physician  relationship.  The  ability  to  select  and 
direct  care  must  not  be  taken  away  from  the  recipient  of  that  care, 
the  patient. 

In  conclusion,  significant  change  in  this  Nation's  health  care 
system  is  essential,  and  the  need  for  change  grows  every  day.  We 
understand  there  are  important  differences  between  the  various 
approaches  to  health  care  reform  before  Congress.  Reaching  final 
agreement  will  be  a  difficult  process. 

However,  as  we  look  across  the  majority  of  proposals,  we  see 
some  areas  of  consensus  that,  if  enacted,  would  go  a  long  way 
toward  providing  universal  access  with  cost  constraints. 

It  is  our  hope  that  the  Congress  can,  along  the  road  to  major 
health  reform,  take  smaller  steps  such  as  enacting  some  of  the  re- 
forms offered  in  Chairman  Rostenkowski's  small  business  market 
insurance  reform  bill,  H.R.  3626.  We  encourage  this  committee  to 
take  some  incremental  steps  this  year  to  move  us  all  closer  to  the 
realization  of  health  reform. 

Our  system  has  great  strengths,  and  we  need  to  deal  with  its  de- 
fects in  a  uniquely  American  fashion. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT 
of  the 

AMERICAN  MEDICAL  ASSOCIATION 
to  the 

COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  BOUSE  OF  REPRESENTATIVES 


Administration  Proposals  on  Health  Care 
Reform  and  the  Budget 


Presented  by 
James  S.  Todd,  MD 


March  4,  1992 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

My  name  is  James  S.  Todd,  MD,  and  I  am  Executive  Vice  President  of  the 
American  Medical  Association  (AMA).    Accompanying  me  is  David  L.  Heidorn, 
JD,  of  the  AMA' s  Group  on  Legislative  Activities. 

The  AMA  appreciates  this  opportunity  to  appear  before  the  Committee  on 
Ways  and  Means  to  present  the  Association's  views  on  President  Bush's 
recent  health  care  reform  proposal,  as  well  as  the  Medicare  provisions  of 
the  Administration's  proposed  FY  1993  federal  budget.    (Comments  on 
select  provisions  of  the  budget  proposal  are  attached.)    We  are  committed 
to  involving  ourselves  in  every  opportunity  to  help  further  the  dialogue 
taking  place  on  how  best  to  reform  this  nation's  health  care  system,  and 
are  pleased  to  be  included  in  this  opportunity  today. 

The  AMA  is  greatly  encouraged  that  President  Bush  has  offered  a  health 
care  reform  proposal  containing  significant  initiatives  to  help  improve 
the  ability  of  many  Americans  to  obtain  access  to  needed  health  care 
services.    With  this  proposal,  the  President  has  joined  with  members  of 
this  Committee,  other  members  of  Congress,  and  various  private  sector 
voices  in  signaling  a  commitment  to  bring  about  necessary  change  in  the 
way  health  care  is  delivered  in  this  nation. 

We  have  found  much  in  the  President's  plan  that  agrees  with  the  AMA's  own 
proposals  for  health  care  reform,  as  expressed  in  Health  Access  America 
(BAA),  a  plan  that  the  AMA  has  shared  with  this  Committee  on  several 
occasions.    There  are  also  elements  that  are  promising  in  their 
direction,  such  as  the  allowance  of  tax  credits  to  help  individuals 
purchase  health  insurance.    But  these  are  not  fully  conceived  in  the 
proposal  and  need  to  be  linked  with  further  reforms  that  will  provide 
individuals  with  the  assurance  that  costs  can  be  contained  and  the  market 
for  health  insurance  will  work  fairly  for  them.    Lastly,  there  are  also 
elements  with  which  the  AMA  cannot  agree.    While  the  President's 
initiatives  would  help  improve  access  to  health  care,  they  do  not  go  far 
enough  in  ensuring  that  access,  a  goal  to  which  we  all  are  committed. 


ELEMENTS  OF  AGREEMENT 

The  AMA  is  pleased  that,  like  the  AMA's  proposal  and  nearly  all  of  the 
other  health  care  reform  initiatives  before  Congress,  the  President  has 
recognized  the  quality  offered  by  the  current  health  care  system.  He 
seeks  to  build  on  this  well  established  foundation  to  ensure  that  all 
Americans  have  access  to  the  same  quality  of  health  care,  not  something 
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less.    Like  the  President,  the  AMA  is  not  satisfied  with  the  status  quo, 
but  believes  that  change  not  based  upon  what  already  works  well  for  this 
nation  will  not,  in  the  end,  serve  either  the  needs  or  desires  of  the 
American  people. 

The  President's  proposal  also  seeks  to  address  two  of  the  most  difficult 
problems  driving  the  escalation  of  health  care  costs  and  blocking  far  too 
many  Americans'  access  to  the  health  care  they  should  enjoy  —  the 
ongoing  liability  crisis  and  the  failure  of  the  insurance  system  to 
provide  protection  through  shared  risk.    If  implemented,  the  liability 
reforms  offered  by  the  President  would  provide  an  excellent  first  step  in 
limiting  the  burdensome  costs  associated  with  unreasonable  levels  of 
litigation  and  defensive  medicine  and  revitalize  the  delivery  of  certain 
medical  services  in  underserved  areas.    Also  correctly  identified  is  the 
need  for  insurance  reform.    With  guaranteed  coverage,  guaranteed 
renewability,  and  a  prohibition  on  preexisting  condition  limitations, 
insurance  can  begin  to  work  as  it  was  intended  —  to  spread  risk  and  not 
avoid  it  —  thus  providing  guarantees  of  fairness  to  employers  and 
individuals  purchasing  health  insurance. 

The  President's  intent  to  increase  funding  for  a  variety  of  public  health 
measures  is  also  supported  by  the  AMA.    Community  and  migrant  health 
centers,  the  National  Health  Service  Corps,  the  Head  Start  and  WIC 
programs,  childhood  immunizations,  and  lead  poisoning  prevention  programs 
are  all  necessary  to  provide  primary  and  preventive  health  services  to 
the  underserved,  and  deserve  necessary  increased  levels  of  funding.  In 
addition,  it  is  laudable  that  the  President  intends  to  increase  the 
promotion  of  healthy  behavior,  a  consideration  not  often  included  in 
health  reform  proposals.    Although  difficult  to  communicate  and  program, 
an  awareness  of  how  self-induced  health  risks  add  to  the  costs  of  our 
health  care  system  needs  to  be  encouraged,  so  that  individual 
health-conscious  choices  are  made. 

The  AMA  also  stands  ready  to  cooperate  in  finding  the  best  way  to  reduce 
administrative  costs  through  measures  that  will  use  the  best  technology 
and  methods  of  standardization  to  bring  about  a  uniformity  in  billing, 
reporting,  medical  records,  and  patient  access.    The  Secretary  of  Health 
and  Human  Services  has  already  begun  the  process  to  reach  this  goal;  and 
we  look  forward  to  his  continued  leadership  in  this  area.    We  also 
support  the  President's  intent  to  seek  simplification  in  utilization 
review,  a  costly  and  ineffective  administrative  burden  when  it  is  not 
well  grounded  within  the  profession. 


ELEMENTS  FOR  EXPANSION 

The  underlying  reason  for  the  AMA's  support  of  these  elements  of  the 
President's  proposal  is  that  they  will  help  ensure  fairness  for  those  who 
purchase  health  coverage.    In  particular,  insurance  reform  and  the 
establishment  of  an  administrative  process  that  is  as  simple  and  clear  as 
possible  are  key  first  steps  that  must  be  taken.    These  will  help  ensure 
that  all  those  who  have  access  to  the  health  care  system  are 
participating  on  a  level  playing  field,  where  individuals  and  employers 
purchasing  insurance  have  concrete  assurances  that  all  providers  and 
insurers  are  playing  by  the  same  rules  guaranteeing  competitiveness  and 
cost  consciousness. 

The  President,  then,  would  propel  a  sizeable  number  of  low-  and 
middle-income  Americans  into  the  health  care  system  by  providing  them 
with  substantial  tax  credits,  or  certificates,  to  meet  the  cost  of  health 
insurance.    The  AMA  is  not  opposed  to  workable  tax  credit  incentives  that 
help  improve  access  to  health  care.    However,  additional  measures  need  to 
be  taken  to  ensure  that  these  individuals  will  be  purchasing  health 
insurance  with  the  protections  and  the  availability  of  information 
necessary  to  ensure  that  sound  health  care  choices  can  be  made  at  costs 
that  are  reasonable. 
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Employment-Based  Health  Care  Reform 

First,  most  of  the  individuals  targeted  by  the  President's  health 
insurance  tax  credit  are  employed.    Access  to  health  care  insurance,  like 
most  of  the  social  benefits  individuals  in  this  nation  enjoy,  has  long 
been  provided  through  an  individual's  employment.    Despite  increasing 
problems  that  must  and  can  be  addressed,  this  system  continues  to  work 
well  for  most  Americans.    The  best  way  to  ensure  everyone  has  access  to 
similar  health  care  is  to  build  on  this  system.    Therefore,  the  AMA  would 
ensure  that  all  employees  receive  health  care  coverage  through  their 
employers,  with  adequate  tax  incentives  to  allow  small  and  new  businesses 
to  purchase  coverage. 

Individuals,  if  allowed  to  make  meaningful  consumer  decisions,  are  the 
best  force  to  determine  the  cost  and  level  of  quality  that  will  result 
from  any  purchasing  choice.    In  a  system  as  complicated  as  health  care 
delivery,  however,  the  individual  needs  assistance.    Employers  provide  a 
logical  way  to  help  provide  individuals  with  the  information  necessary  to 
make  health  care  decisions  and  help  them  bargain  within  the  marketplace 
with  a  level  of  centralization  far  short  of  the  suffocating  control  of 
system-wide  centralized  decision-making. 

In  addition,  tax  laws  can  encourage  personal  responsibility.    To  help 
spur  individual  involvement  in  health  care  decision  making,  flexible 
health  benefit  accounts,  such  as  IRAs,  should  be  encouraged,  with  an 
emphasis  on  planning  for  long-term  care  needs. 

Cost-Containment 

Secondly,  and  the  most  important  issue  driving  all  our  hopes  for  health 
care  reform,  a  system  must  be  structured  to  guarantee  that  the  cost  of 
health  care  is  contained.    The  President's  tax  incentives  would  improve 
some  individuals'  access  to  health  care,  but  costs  would  not  be 
addressed.    Measures  such  as  liability  reform,  insurance  market  reform, 
and  a  reduction  in  administrative  costs  can  provide  immediate  cost 
containment  benefits  and  need  to  be  addressed  now.    However,  to  bring 
about  an  even  deeper  systematic  change,  the  role  individuals  play  in  the 
health  care  system  needs  to  be  altered  dramatically. 

When  market  theories  are  brought  up  in  relation  to  health  care,  the 
"knee-jerk"  response  is  that  we  already  have  a  market  system  for  health 
care,  and  it  is  responsible  for  the  problems  we  face  today.    Although  no 
pure  market  is  ever  possible,  it  is  only  when  the  individual  is  able  to 
search  for  and  make  choices  based  on  product  and  price  information  that 
pressure  to  contain  costs  as  well  as  promote  quality  can  be  brought  to 
bear.    Unfortunately,  market  forces  have  been  greatly  weakened  in  the  US 
health  care  system,  and  the  increasing  cost  of  health  care  is  the 
result.    Individuals  with  access  to  health  care  and,  significantly, 
providers  have  long  been  insulated  from  having  to  make  choices  based  on 
the  cost  of  health  care.    Insurance,  without  appropriate  constraints,  has 
provided  that  insulation.    There  is  no  logical  incentive  for  individuals 
and  providers  to  be  concerned  with  costs  if  someone  else  is  paying  the 
bill.    The  only  individuals  who  fully  experience  the  force  of  the  market 
are  those  without  access.    Their  disenf ranchisement  is  only  exacerbated 
by  the  unfairness  of  a  system  that  now  encourages  costly  levels  of 
coverage  to  be  given  to  many  people,  largely  at  the  expense  of  providing 
too  little,  if  any  insurance,  to  others. 

Market  forces  can  be  brought  to  bear  in  the  health  care  marketplace 
through  several  specific  measures.    Most  importantly,  the  tax  system  must 
treat  all  individuals  and  employers  equally  and  in  a  way  that  encourages 
cost-effectiveness.    The  AMA  believes  that  it  is  necessary  to  limit  the 
deductibility  of  health  benefit  premiums  beyond  what  is  reasonably 
necessary  for  basic  health  care  coverage.    The  AMA  has  proposed  a  basic 
benefit  package,  and  would  limit  the  deductibility  for  health  insurance 
to  133-150%  of  the  cost  of  this  package  in  a  geographic  area.    In  a 
system  of  limited  resources,  fairness  should  dictate  the  levels  of 
incentives.    It  is  unfair  that,  when   too  many  have  no  access  to  health 
insurance,  so  many  have  coverage  that  goes  beyond  their  capacity  to  be 
involved  in  health  care  decision-making.    In  addition,  the  self-employed 
would  receive  the  same  tax  incentives  as  if  employed. 
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Then,  insurance  must  be  required  to  provide  individual  purchasers  with 
choices  and  information  that  encourage  individual  consumer 
decision-making.    All  policies  would  be  required  to  offer  a  plan 
providing  coverage  for  a  minimum  benefits  package,  a  plan  offering 
payment  for  usual  and  customary  charges,  a  pre-paid  managed  care  plan, 
and,  most  importantly,  a  plan  that  would  provide  coverage  based  on  a 
benefit  payment  schedule.    With  a  benefit  payment  schedule,  insurance 
cost  could  be  reasonably  limited  by  providing  only  certain  reasonable 
levels  of  payment  for  each  service.    This  would  give  individuals  the 
power  to  negotiate  the  price  of  services  with  providers,  thus  forcing 
providers  to  become  sensitive  to  price  and  to  be  subject  to  market-driven 
constraints. 

Each  of  these  kinds  of  plans  can  meet  the  health  care  needs  of 
individuals,  depending  on  their  desire.    Any  one  of  these  plans,  if  they 
stood  alone  without  competition,  however,  would  not  be  subject  to  the 
constraints  on  costs  and  the  impetus  to  guarantee  quality  that 
competition  from  the  other  types  of  plans  would  provide.    The  choices  of 
individuals  from  among  these  plans  provide  a  mechanism  that  subjects 
providers  and  insurance  entities  to  market  forces,  thus  bringing  to  life 
a  logical  means  for  determining  how  health  care  should  be  delivered.  A 
singular  solution  cannot  bring  about  the  same  logic  that  millions  of 
individual  choices  can  make. 

The  AMA  believes  that  other  measures  are  necessary  to  encourage 
cost-containment.    Expensive  state-mandated  insurance  benefits  must  be 
eliminated.    Self-insured  entities  must  be  required  to  participate  in 
state  risk  pools  by  taking  away  ERISA's  preemption.    The  President's 
health  reform  proposal  to  provide  ERISA  preemption  to  small  businesses 
that  join  Health  Insurance  Networks  could  be  made  acceptable  if  the 
insuring  entity  helped  underwrite  the  state  risk  pools,  along  with  the 
self-insureds.    Fairness  and  a  level  playing  field  dictate  that  insuring 
entities  all  must  be  subject  to  the  same  requirements. 

Information 

Third,  a  marketplace  will  work  only  to  the  extent  that  as  much 
information  as  possible  is  available  to  individuals  to  allow  them  to  make 
market  decisions.    Physicians,  hospitals,  pharmacies,  medical  suppliers, 
insurance  companies,  and  any  other  provider  of  care  or  services  in  the 
health  care  system  must  be  required  to  make  readily  available  information 
on  fees  and  prices  charged  for  frequently  provided  services  before  the 
services  are  provided. 

Generally,  we  agree  with  the  President's  intent  to  allow  more  people  to 
participate  in  the  health  care  marketplace,  but  without  additional 
measures  to  bring  about  change  in  the  way  individuals  are  allowed  to  be 
involved  in  the  system,  costs  will  not  be  contained,  and  true 
comprehensive  health  reform  will  not  be  achieved. 


ELEMENTS  OF  DISAGREEMENT 

Finally,  there  are  some  elements  of  the  President's  reform  proposal  that 
clearly  conflict  with  what  the  AMA  believes  will  ensure  health  access  for 
all  Americans. 

First,  as  we  understand  it,  there  is  a  general  intent  to  make  up  the 
increased  federal  costs  of  providing  expanded  health  care  access  through 
tax  incentives  with  severe  limits  on  the  federal  government's  commitment 
to  the  Medicaid  and  Medicare  programs.    This  is  wholly  inappropriate. 
While  we  believe  that  market  forces  can  be  brought  to  bear  on  the  health 
care  system  to  make  it  work  more  cost-efficiently,  far  too  many  Americans 
do  not  have  the  resources  to  participate  in  the  system.    There  are  no 
expendable  extras  that  the  needy  and  elderly  can  afford  to  give  up  to 
fund  the  proposal. 
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Medicaid 

The  Medicaid  program  is  in  serious  trouble.    Funding  of  the  program,  both 
by  the  federal  government  and  most  states,  falls  embarrassingly  short  of 
the  current  needs.    Only  about  40%  of  those  with  incomes  below  the 
federal  poverty  line  are  eligible  for  Medicaid  coverage.  Financially- 
strapped  state  governments  already  cannot  meet  the  commitments  required 
by  the  federal  government  in  recent  years  to  increase  the  program's 
coverage  for  needy  infants,  pregnant  women,  and  children,  which  the  AMA 
has  viewed  as  necessary  and  consistent  with  HAA's  call  for  ensuring 
Medicaid  coverage  for  all  individuals  under  100%  of  poverty. 

In  contrast,  the  President's  proposal  will  result  in  a  decreased 
financial  commitment  to  the  program.    By  capping  the  federal  financial 
participation  for  the  acute-care  non-elderly  portion  of  Medicaid  at  1992 
levels,  as  the  President  intends,  states  will  be  forced  to  fund  an 
increasingly  large  share  of  Medicaid  on  their  own.    We  do  not  know  how 
states  will  be  able  to  do  this. 

It  is  the  President's  intent  that  the  leveling  off  of  federal 
participation  in  the  program  be  made  up  by  states'  creative  approaches  to 
"coordinated  care."   While  the  AMA  does  not  oppose  the  use  of  what  is 
probably  meant  to  be  managed  care  in  public  health  programs,  managed  care 
should  be  one  of  several  choices  for  health  care  delivery  made  available 
to  program  beneficiaries.    This  is  consistent  with  our  call  for  choices 
to  be  offered  to  consumers  of  private  insurance.    Thus,  we  would  oppose 
that  portion  of  the  President's  proposal  that  would  require  states  to 
place  Medicaid  beneficiaries  in  managed  care  programs  unless  they  obtain 
a  waiver.    It  will  be  impossible  for  any  savings  offered  by  even  the  best 
managed  care  initiative  to  fund  a  state's  continued  commitment  to 
Medicaid  after  the  federal  government's  share  is  leveled  off.    A  creative 
federal-state  approach  to  resolving  the  problems  within  the  Medicaid 
program  is  needed.    The  President's  proposal  is  not  such  an  approach. 

Medicare 

The  elderly,  too,  would  face  increasing  access  limitations  under  the 
President's  proposals  for  Medicare.    The  AMA  is  opposed  to  the 
President's  call  for  the  enactment  of  an  enforceable  cap  on  the  growth  on 
entitlement  programs,  including  Medicare,  contained  in  the 
Administration's  FY  1993  budget  proposal  and  linked  to  the  health  reform 
proposal.    Any  arbitrary  budget  cap  on  a  program  flies  against  the  very 
reason  entitlement  programs  were  established,  so  that  funding  will  be 
made  available  to  meet  reasonable  needs.    If  the  Administration  believes 
entitlement  spending  should  be  reduced,  each  program  should  be  carefully 
reviewed  and  any  decisions  be  logically  based  on  need. 

Now  is  a  delicately  pivotal  time  for  the  Medicare  program.  The 
implementation  of  the  resource-based  relative  value  scale  (RVRBS)  to 
determine  physician  payments  under  Medicare  is  underway.    Getting  to  this 
point  has  been  a  difficult  process,  and  many  difficulties  still  need  to 
be  resolved.    It  has  taken  considerable  effort,  long-negotiated 
agreement,  and  delicate  compromise  to  overcome  difficulties  of  this  new 
system.    Problems  include  the  Administration's  attempts  last  year  to 
undermine  its  fair  implementation,  which  Chairman  Rostenkowski , 
Representative  Stark,  and  numerous  members  of  the  Committee  on  both  sides 
of  the  aisle  have  been  instrumental  in  stopping. 

Given  years  of  reconciliation-driven  changes  and  this  massive 
restructuring  of  physician  payments,  it  is  not  the  time  to  attempt 
further  experiments  that  can  only  result  in  more  confusion  and  distrust 
by  physicians  and  beneficiaries,  and  a  ratcheting  down  of  the  program's 
benefits.    The  AMA  is  opposed  to  any  proposal  that  could  possibly  have 
such  a  result,  as  we  indicate  in  the  detailed  response  to  the  President's 
FY  1993  federal  budget  proposals  accompanying  this  testimony. 
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The  President's  health  reform  proposal  contains  similar  difficulties. 
Disturbing  is  the  unfounded  assumption  that,  with  a  phase-in  of  the 
health  insurance  tax  incentives,  the  federal  government's  commitment  to 
disproportionate  share  hospitals  and  indirect  medical  education  payments 
under  Medicare  can  be  lessened.    This  is  based  on  another  faulty 
assumption  that  the  credits  will  cause  a  redistribution  of  the  financing 
burden  for  these  necessary  programs.    We  do  not  see  how  this  would  work. 
Even  if  it  could,  there  is  no  guarantee  that  increased  availability  of 
insurance  for  some  people  will  transfer  resources  to  the  specific  needs 
of  health  care  facilities  serving  what  may  be  an  entirely  different 
population  of  people.    Large  teaching  hospitals  in  inner-city  locations, 
where  the  need  for  expanded  health  care  access  is  at  its  highest,  will 
typically  be  the  facilities  to  suffer  the  most  under  the  President's 
Medicare  limitations. 

We  are  also  concerned  with  the  proposal's  over-reliance  on  "coordinated 
care"  to  limit  costs  under  Medicare.    Coordinated,  or  managed  care, 
should  be  an  option  that  helps  support  competition  within  a  health  care 
delivery  system.    Sole  reliance  on  it  defeats  any  success  it  can  possibly 
have  in  being  the  basis  for  a  health  care  delivery  system. 

Also,  payments  under  Medicare  for  graduate  medical  education  (GME)  should 
not  be  limited  as  a  way  to  create  more  primary  care  physicians.  While 
the  AMA  agrees  that  more  primary  care  physicians  are  needed,  it  is  only 
through  incentives  that  more  individuals  will  choose  primary  care  over 
specialty  training.    The  high  cost  of  medical  education  itself  is  one  of 
the  main  reasons  many  physicians  are  unable  to  pursue  primary  care 
practices.    Limiting  GME  financing  may  only  increase  that  cost.  We 
expect  and  hope  that  the  increased  value  placed  on  primary  care  through 
the  RVRBS  will  shift  the  balance  between  primary  care  physicians  and 
those  in  other  specialty  practices. 


CONCLUSION 

Significant  change  in  this  nation's  health  care  system  is  necessary,  and 
the  need  for  change  grows  every  day.    We  understand  that  there  are 
important  differences  between  the  various  approaches  to  health  care 
reform  before  Congress.    Reaching  final  consensus  will  be  a  difficult 
process.    However,  as  we  look  across  the  majority  of  proposals,  we  see 
some  areas  of  consensus  that,  if  enacted,  would  go  a  long  way  to 
improving  the  suffering  of  many  Americans. 

Foremost  is  wide  agreement  that  insurance  market  reform,  especially  for 
small  businesses,  is  necessary.    It  is  our  hope  that  Congress  can,  along 
the  road  to  major  health  reform,  take  smaller  steps,  such  as  enacting 
some  of  the  reforms  offered  in  Chairman  Rostenkowski ' s  small  business 
market  insurance  reform  bill,  HR  3626.    We  have  serious  problems  with 
portions  of  the  bill  but  believe  that  insurance  reform,  especially  for 
this  market,  is  urgently  needed.    We  encourage  the  Committee  to  include 
in  its  vision  of  health  reform  not  only  the  comprehensive  proposals,  but 
also  those  incremental  steps  that  can  be  taken  now. 
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Mr.  Downey.  Thank  you,  Dr.  Todd  and  Mr.  Davidson. 

Let  me  begin  with  this  idea  of  managed  care,  because  both  of  you 
have  alluded  to  it,  and  let  me  say,  Mr.  Davidson,  that  I  am  in- 
trigued by  this  idea  of  the  community  care  network  and  would  like 
to  explore  it  possibly  after  the  hearing  is  over  with  with  you  in 
more  detail. 

Mr.  Davidson.  I  would  be  happy  to. 

Mr.  Downey.  First  of  all,  you  Mr.  Davidson  mentioned  some- 
thing about  managed  care.  You  said  in  the  body  of  your  statement 
that  oftentimes  it  is  a  case  where  it  is  simply  providers  attempting 
to  reduce  managed  care  in  the  sense  that  they  just  get  discount 
volume  rate  reductions  from  other  providers  and  it  is  just  a  cost 
containing  mechanism  as  opposed  to  what  you  contemplate  with 
the  community  care  network  where  people  come  into  the  system 
and  there  is  a  real  interest  in  their  health  care,  is  that  right? 

Mr.  Davidson.  Yes,  sir.  The  question  we  like  to  ask,  Mr.  Downey, 
is  interesting  to  ask  all  of  you.  Who  is  in  charge  of  your  care? 
When  you  are  sick,  how  do  you  make  decisions  about  where  you 
get  care  and  how  you  will  be  treated?  I  mean,  start  to  ask  people 
that  and  you  will  find — and  really  probe — you  will  find  that  very 
few  people  have  anyone  "in  charge"  of  their  care. 

It  seems  to  me  that  is  a  terrible  difficulty  in  America,  and  if  we 
are  talking  about  expanding  access  to  more  Americans  into  a 
system  where  no  one  is  in  charge  of  their  care,  number  one  we  are 
going  to  frustrate  an  awful  lot  of  people.  We  are  going  to  raise  ex- 
pectations and  not  meet  them. 

More  importantly,  however,  we  are  not  going  to  make  a  very 
good  dollar  investment  in  terms  of  the  value  for  our  investment, 
and  it  seems  to  me  our  whole  purpose  here  is  to  expand  access  to 
people  who  don't  get  adequate  medical  care  so  that  they  get  some, 
and  if  we  do  that  then  we  ought  to  have  some  influence  in  terms  of 
policy  about  the  nature  of  the  way  the  care  is  delivered. 

And  if  in  fact  the  notion  of  coordinating  care  and  putting  people 
into  systems  that  coordinate  care  is  good  for  poor  people,  as  is  pro- 
posed in  the  capitation  for  Medicaid,  then  it  ought  to  be  good  for 
all  Americans,  and  we  think  this  is  pretty  important. 

Mr.  Downey.  Dr.  Todd,  would  you  address  Mr.  Davidson's  point 
about  managed  care  and  also  this  notion  that  there  is  somebody 
out  there^— traditionally  the  family  doctor — who  is  responsible  for 
your  care? 

Dr.  Todd.  Well  certainly  there  are  variations  on  managed  care, 
and  I  think  Mr.  Davidson  is  right  in  some  respects  that  many  man- 
aged care  programs  look  only  at  the  dollars  and  cents  and  try  and 
get  discounts  and  other  concessions. 

We  believe  that  is  wrong.  True  managed  care  should  look  at  the 
quality  of  the  care  that  is  given,  the  appropriateness  of  the  care 
that  is  given,  and  the  success  of  the  care  that  is  given  along  with 
its  costs. 

Managed  care,  to  function  appropriately,  ought  to  be  an  educa- 
tional program  both  for  patients  and  for  providers  to  make  sure 
that  we  are  giving  only  the  right  amount  of  care  in  the  right  set- 
ting at  the  lowest  possible  cost.  We  support  that  kind  of  education- 
al managed  care. 
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Mr.  Downey.  Mr.  Russo  is  the  sponsor  of  a  single-payer  system, 
and  one  of  the  arguments  he  makes  is  that  if  we  went  to  a  single- 
payer  system  we  could  achieve  dramatic  administrative  cost  sav- 
ings. 

Are  there  dramatic  administrative  cost  savings  to  be  had,  even  if 
we  didn't  move  to  a  single-payer  system,  and  how  would  you  assess 
the  claims  that  are  made  for  the  single-payer  system  that  it  would 
save  a  lot  of  money  in  terms  of  administration? 

Mr.  Davidson.  Well  let  us  deal  with  the  question  of  administra- 
tive costs.  There  is  an  enormous  amount  of  paper  that  flows 
through  the  system  that  adds  no  value  to  patient  care.  Let  us  start 
from  that.  So  if  you  say,  is  there  some  objective  to  somehow  reduce 
that,  then  let  us  align  some  strategies  to  deal  with  that. 

Let  me  give  you  a  for  instance.  In  any  given  day  in  the  typical 
American  hospital,  we  have  some — I  don't  know,  let  us  say,  give  or 
take — we  have  some  1,500  people,  insurance  companies  that  pro- 
vide health  insurance.  On  any  given  day  in  an  American  hospital, 
a  hospital  may  be  going  through  the  requirements  of  fulfilling  obli- 
gations of  filling  out  utilization  review  forms  for  at  least  150  differ- 
ent insurers,  all  forms  being  different,  all  requiring  different  kinds 
of  things.  Insurance  companies  actually  send  representatives  in  the 
hospitals  to  see  that  they  comply  with  the  development  of  the 
forms  and  all  of  the  rest. 

It  seems  to  me  that  is  not  a  very  effective  strategy  to  contain 
costs.  That  may  contain  costs  for  a  single  insurer.  It  doesn't  assure 
necessarily  good  medical  care. 

The  notion  that  we  are  talking  about  with  the  community  care 
network  at  the  local  level,  ultimately  entering  into  an  agreement 
to  take  care  of  all  of  your  health  services  for  a  fixed  amount  of 
money,  eliminates  the  need  for  all  of  that  paper.  We  will  have  new 
kinds  of  paper  tied  to  accountability  for  what  it  is  that  we  are 
doing  in  terms  of  medical  outcomes. 

So  I  think  there  is  a  substantial  amount  of  money  to  be  saved  in 
that  way. 

Mr.  Downey.  Dr.  Todd. 

Dr.  Todd.  I  would  say  ditto  from  the  point  of  view  of  paperwork 
for  physicians.  On  the  other  hand,  we  would  disagree  that  the  way 
to  handle  that  is  to  go  to  a  single  payer  system  or  a  single  provider 
of  health  services.  There  is  a  level  of  accountability  that  has  to  be 
documented. 

There  are  a  lot  of  savings  that  can  be  brought  to  bear  by  using 
standardization  of  the  forms.  Certainly  there  is  going  to  be  a  coa- 
lescence of  some  of  the  insurance  companies  in  the  future.  We  have 
a  whole  series  of  other  activities  that  can  reduce  the  administra- 
tive costs. 

But  to  do  it  through  a  single-payer  system  eliminates  some  of  the 
areas  of  accountability  that  we  believe  are  terribly  important  in 
our  current  system. 

Mr.  Downey.  Would  you  just  expand  on  that  point  for  me 
please? 

Dr.  Todd.  Well,  as  you  look  at  those  countries  in  which  there  is  a 
single  payer,  they  don't  have  peer  review  organizations.  They  don't 
watch  to  see  what  the  profession  does.  There  is  no  volume  control, 
really,  other  than  by  economic  constraints,  and  we  don't  believe 
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that  is  the  appropriate  way  to  decide  how  much  health  care  should 
be  given.  Health  care  should  be  given  based  on  need  and  appropri- 
ateness and  not  on  fixed  budgets. 

Mr.  Davidson.  I  think  what  is  fascinating  to  observe  as  we  talk 
about  a  single-payer  system  modeled  after  some  European  coun- 
try's national  health  insurance  or  the  Canadian  system  is  that  in 
virtually  all  of  those  programs,  they  didn't  change  the  delivery 
system.  What  they  did  was  to  take  the  existing  delivery  system  and 
then  begin  to  regulate  it. 

And  I  think  the  important  question  is  how  do  we  reorganize 
health  services  to  provide  better  care?  The  Canadians  are  telling  us 
they  have  a  lot  of  the  same  problems  that  we  have  in  terms  of  esca- 
lating costs.  In  fact,  Canadians  are  coming  to  the  United  States  to 
see  how  to  learn  to  do  coordinated  care,  to  see  if  there  isn't  a  better 
way  to  connect  things  in  Canada. 

We  have  seen  what  has  happened  in  Great  Britain — the  same 
kinds  of  problems.  In  other  words,  you  have  access  through  a  card 
and  you  just  kind  of  go  and  get  the  care  when  you  think  you  need 
it.  No  one  is  in  charge  of  your  care  in  any  of  those  nations  as  well. 
It  seems  to  me  that  gives  you  a  major  shortcoming. 

So  if  the  focus  is  on  administrative  costs,  we  could  have  a  variety 
of  strategies  to  deal  with  that  problem  besides  going  to  a  single- 
payer  system. 

Dr.  Todd.  And  let  me  emphasize  something  that  Mr.  Davidson 
just  said,  that  there  is  no  country  in  the  world  today  that  is  satis- 
fied by  the  manner  by  which  they  finance  and  deliver  their  health 
care.  It  doesn't  make  any  difference  what  their  system  is. 

One  of  the  things  that  stands  out  in  all  of  our  polls  and  all  of  our 
trying  to  understand  what  the  public  wants  is  a  level  of  freedom  of 
choice  where  the  individual  patient  can  choose  the  system  under 
which  they  will  receive  their  care  and  not  be  pushed  into  a  single 
system. 

Mr.  Downey.  Dr.  Todd,  I  think  that  viscerally  I  want  to  agree 
with  you,  but  Mr.  Davidson  really  makes  an  excellent  point,  does 
he  not?  I  mean,  I  want  to  provide  people  the  same  freedom  of 
choice  to  choose  the  doctor  of  their  choice  and  the  hospital  of  their 
choice,  but  I  am  also  concerned  that — and  I  don't  want  to  do  this 
from  a  big  brother  perspective,  but  Mr.  Davidson  has  an  excellent 
point,  does  he  not,  that  if  we  have  an  entry  point  where  somebody 
with  the  knowledge  about  what  you  guys  are  charging  and  what 
you  need  is  more  likely  to  save  us  money  than  maybe  my  just 
showing  up  at  my  GP  who  sends  me  on  to  a  couple  of  specialists 
that  all  charge  me  whatever  they  want  to  charge  me  and  the 
system  costs  a  great  deal  more  money. 

I  mean,  doesn't  he  have  a  valid  point  that  there  is  a  way  to  con- 
trol that,  and  also  if  there  are  these  preventative  aspects  built  into 
the  system,  that  we  are  thinking  about  wellness  at  the  entry  point? 

Dr.  Todd.  Well,  I  think  Mr.  Davidson — in  a  perfect  world — has  a 
very,  very  valid  point.  Unfortunately,  we  do  not  live  in  a  perfect 
world  and  we  have  to  take  into  account  what  it  is  the  people  and 
the  patients  of  this  country  really  want  from  their  health  care 
system. 
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And  to  try  and  mold  it  without  taking  those  choices  and  concerns 
into  account  is  going  to  get  us  into  more  turmoil  and  debate  than 
we  have  now. 

Mr.  Downey.  I  am  going  to  let  you  respond  to  this,  because  I 
want  to  let  other  committee  members  ask  questions.  I  want  to  deal 
with  malpractice  and  doctors'  salaries  and  incomes  for  a  minute. 

The  ratio  of  average  income  of  physicians  to  average  compensa- 
tion of  all  employees  in  the  United  States  and  selected  countries, 
1965  to  1987,  and  the  latest  statistic  for  which  I  have  figures  in 
front  of  me  is  1987,  indicates  that  American  physicians  make 
roughly  5Va  times  the  average  compensation  of  employees,  the  Ger- 
mans about  4,  the  Canadians  about  SV2,  and  the  United  Kingdom 
about  2%. 

Should  I  be  concerned  that  the  salaries  of  physicians  are  causing 
the  cost  of  health  care  to  be  higher  than  they  should  be? 

Dr.  Todd.  I  think  you  should  be  concerned,  but  I  think  the  ques- 
tions you  ought  to  be  asking  are,  does  the  physician  provide  a 
needed  service,  is  it  done  efficiently  and  effectively  with  successful 
outcomes,  and  is  the  physician  charging  a  reasonable  fee? 

If  you  answer  yes  to  all  of  those  questions,  then  the  physician's 
income  is  clearly  earned.  If  you  can't  answer  yes  to  all  of  those 
questions,  then  you  need  to  find  out  where  the  defect  is  and  do 
something  about  it. 

Mr.  Downey.  Well,  let  me  just  give  you  one  quick  example  then  I 
will  turn  it.  The  smartest  doctor  I  know  works  at  the  Harvard  Hos- 
pital and  she  is  a  board-certified  pediatric  cardiologist  anesthesiol- 
ogist, and  she  has  spent  her  time  in  residency  in  all  those  pro- 
grams. 

Now  I  don't  want  to  disclose  her  income,  but  it  is  a  lot  less  than 
mine.  And  I  take  a  look  at  the  doctors  in  Suffolk  County  who  are 
cardiologists  and  they  make  seven  and  eight  times  her  income  in 
private  practice,  and  I  dare  say  they  ain't  half  as  good  as  she  is. 

Now  how  do  I  account  for  the  fact  that  this  physician,  who  is  in 
academic  medicine,  a  woman  of  extraordinary  talent  and  capabil- 
ity, is  making  one-eighth  the  amount  of  some  private  doctor  out 
there  charging  what  he  wants  to?  Should  I  be  concerned  about 
that? 

Dr.  Todd.  I  think  it  is  something  you  have  to  take  into  account, 
but  we  are  right  back  again  to  a  matter  of  freedom  of  choice.  That 
cardiologist  chooses  to  work  under  those  conditions  with  that 
income  for  some  very  personal  reasons.  It  may  be  the  time  that  she 
spends  working. 

There  are  other  physicians,  on  the  other  hand,  who  believe  that 
the  doctor-patient  relationship  one-on-one  is  terribly  important. 
They  work  irregular  hours.  They  pay  a  price  for  what  they  do.  We 
all  pay  a  price  for  our  choices  in  this  world. 

Mr.  Downey.  She  works  irregular  hours  too,  and  her  basic  moti- 
vation in  the  hospital  is  that  she  is  principally  concerned  about 
making  sure  that  sick  children  are  healed. 

Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  and  I  am  proud  that  I  represent  a  lot 
of  small  manufacturing  CEO's  who  don't  make  very  much  but 
whose  companies  are  competitive,  who  are  developing  new  prod- 
ucts, who  are  top-drawer,  and  we  are  paying  a  lot  of  CEO's  in  man- 
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ufacturing  in  America  enormous  sums  of  money  for  leading  compa- 
nies that  are  failing. 

So  you  get  into  this  issue  of  what  do  we  pay  the  ballplayer  who  is 
in  the  top  league  versus  the  ballplayer  who  is  entertaining  thou- 
sands and  thousands  of  people  in  New  Britain,  CT,  on  the  Red  Sox 
second  team,  and  that  is  dangerous  territory  so  I  really  don't  want 
to  get  into  that  too  much. 

I  think  we  have  to  be  careful  when  we  look  at — if  we  did  the  rel- 
ative value  scale  in  some  other  businesses  and  we  looked  at  the 
number  of  years  of  education  and  the  responsibility  for  life  and 
death  decisions,  we  might  actually  come  to  some  very  different  con- 
clusions than  are  being  implied  here. 

But  I  want  to  say  two  things.  First  of  all,  I  want  to  really  con- 
gratulate you,  Mr.  Davidson,  on  the  Hospital  Association's  propos- 
al. I  am  very  excited  about  it. 

One  of  the  benefits  of  the  President's  proposal  is  that  it  would 
allow  States  to  get  their  tax  credit  money  and  their  Medicaid 
money  and  comingle  it  rather  than  have  an  individualized  pro- 
gram, and  create  the  kinds  of  systems  for  at  least  a  much  larger 
portion  of  the  population  than  we  can  now  and  that  you  are  talk- 
ing about. 

I  spent  a  lot  of  time  in  our  community  health  centers,  and  they 
do  provide  the  kind  of  coordinated  care  you  describe.  It  is  very  cost 
effective,  and  most  importantly  it  can  help  families — it  is  so  pro- 
active that  it  is  beginning  to  reach  now  into  substance  abuse, 
which  as  we  all  know  is  probably  50  percent  of  America's  health 
care  costs. 

So  it  is  really  able  to  provide  cost-effective  care  because  it  is  ho- 
listic, because  it  is  coordinated,  because  it  reaches  people  in  a  dif- 
ferent way  than  some  of  the  office-oriented  care  can  reach  people. 

Two  things — first  of  all,  has  your  association  given  any  thought 
to  some  of  your  bigger  hospitals  in  cities  where  there  are  very  good 
community  health  clinics  to  making  a  proposal  to  develop  this  net- 
work within  that  community — I  am  trying  to  get  some  of  my  own 
cities  to  do  this — within  that  community,  developing  the  resources 
public  and  private  to  create  the  kind  of  network  that  you  are  envi- 
sioning and  come  to  us  for  a  waiver  of  the  right  to  capitate  Medic- 
aid and  capitate  that  portion  of  the  Medicare  population  that 
wants  to  choose  that  option,  because  there  are  a  lot  of  seniors  in 
the  cities  who  can't  afford  Medigap  insurance  and  who  would  be 
delighted  to  have  the  more  holistic  and  more  comprehensive  care 
of  a  community-based  network. 

In  Connecticut,  those  very  associations  are  picking  up  the  unem- 
ployed, the  PanAm  workers  who  were  laid  off,  and  so  on  and  so 
forth,  and  many  of  our  seniors  are  beginning  to  discover  that  this 
is  really  better  care  and  more  affordable  care. 

So  I  would  hold  out  to  you  the  challenge  that  this  Congress  badly 
needs  for  you  to  move  forward  with  your  vision  and  that  we — some 
of  us,  at  least — would  be  willing  to  work  with  you  to  try  to  get  spe- 
cial waivers  like  Maryland  has  gotten  in  certain  instances  so  that 
we  can  pilot  this  and  see. 

I  mean,  I  firmly  believe  in  2  years  you  would  be  able  to  see  both 
a  cost  and  quality  difference.  So  I  want  to  know  whether  you  have 
talked  about  this  
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Mr.  Davidson.  We  are  ready  to  talk,  and  as  a  matter  of  fact  we 
are  currently  trying  to  assess  nationwide  the  number  and  groups  of 
communities  that  seem  to  have  the  components  of  a  community 
care  network  to  begin  to  move  into  action. 

One  of  the  major  impediments  that  we  have  in  all  of  this  hap- 
pens to  be  antitrust  laws.  We  are  a  little  bit  schizophrenic  about 
where  hospitals  fit  in  the  antitrust  scheme  of  things.  In  other 
words,  we  have  been  frustrated  by  the  whole  notion  of  competition 
j  and  what  that  hasn't  delivered  to  us.  So  as  we  begin  to  promote 
i  collaboration  among  and  between  providers,  then  we  can  be  con- 
fronted with  the  problems  of  antitrust  and  we  think  it  is  important 
to  begin  to  talk  through  that  whole  issue  and  to  begin  some  imme- 
I    diate  experimentation. 

We  are  talking  with  major  insurers  about  doing  some  of  these 
things.  We  have  talked  with  Gail  Wilensky  with  regard  to  HCFA 
providing  some  new  incentives  to  move  in  this  direction  beyond  the 
Medicaid  capitation  notion. 

How  come  we  don't  have  more  people  in  the  Medicare  Program 
enrolled  in  some  kind  of  coordinated  care?  Well,  there  aren't  many 
programs  out  there  and  we  would  like  to  see  the  stimulation  of 
these  programs,  and  we  could  act  on  that  now. 

In  fact,  this  isn't — we  don't  need  to  wait  for  action  on  health  care 
reform.  You  all  can  take  action  now  legislatively.  We  can  do  some 
things  through  regulation  to  make  a  lot  of  these  things  happen, 
and  I  think  that  is  what  we  ought  to  do  in  the  interim. 

Mrs.  Johnson.  Thank  you. 

Mr.  Chairman,  I  would  like  a  second  round  too,  but  I  see  my 
time  is  up.  Thank  you. 
Mr.  Downey.  Mr.  Andrews. 

Mr.  Andrews.  I  would  just  ask  both  of  you  to  comment.  The 
medical  inflation  rate  in  our  country  is  twice  the  general  inflation 
rate,  and  as  I  understand  it  this  is  true  in  Canada  as  well  but  they 
have  lower  health  care  costs  overall. 

How  do  you  explain  this?  What  is  the  difference? 

Mr.  Davidson.  Well,  we  will  take  turns.  Thank  you,  Mr.  An- 
drews. 

Dr.  Todd.  I  am  not  sure  it  is  fair  to  try  and  peg  health  care  costs 
to  the  Consumer  Price  Index  and  the  like.  When  you  compare  our 
country  to  Canada,  we  have  a  very  different  demography.  We  have 
more  violence.  We  have  more  drugs.  We  have  more  poverty.  And 
therefore,  because  patients  are  not  getting  the  care  as  soon  as  they 
ought  to  get  it,  because  preventive  care  is  not  being  given,  because 
we  don't  have  a  homogenous  population,  you  would  intuitively 
expect  our  health  care  expenditures  to  be  greater  than  Canada. 

Mr.  Davidson.  I  would  add  that  we  tend  to  infuse  technology 
much  more  rapidly  than  they  do  in  any  other  nation  in  the  world. 
We  tend  to  use  a  lot  of  it.  We  have  medical  miracles  that  you  see 
every  day.  We  do  a  whole  lot  more  in  the  technology  area  than  any 
other  place,  and  the  cost  of  technology  and  the  demographics  that 
Dr.  Todd  talked  about  are  major  contributors. 

We  have  sophisticated  trauma  systems  that  keep  people  alive 
who  might  die  in  other  countries,  and  so  we  have  a  unique  ability 
to  save  an  awful  lot  of  human  lives  at  enormous  cost  to  the  system. 

Mr.  Andrews.  Is  it  
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Mr.  Davidson.  And  the  other  important  part,  in  our  view,  and  it 
goes  back  to  the  American  Hospital  Association  proposal,  is  that 
we  don't  coordinate  the  care  in  any  kind  of  a  system,  and  that  is 
not  an  efficient  way  to  deliver  health  services. 

Mr.  Andrews.  Is  it  possible  that  the  way  our  indemnity  insur- 
ance is  set  up,  that  some  could  say  it  gives  sort  of  a  blank  check  to 
providers  and  this  in  effect  is  contributing  to  this  high  inflation 
rate? 

Mr.  Davidson.  I  would  say  that  it  is  a  

Mr.  Andrews.  It  is  not  just  an  issue  of  demographics  

Mr.  Davidson  [continuing].  Blank  check  to  beneficiaries. 

Mr.  Andrews.  Excuse  me,  I  didn't  mean  to  interrupt  you,  but  I 
was  going  to  just  say  it  is  not  just  a  question  of  demographics,  is  it? 

Mr.  Davidson.  I  take  the  other  approach  and  say  that  indemnity 
insurance  provides  the  beneficiary  the  opportunity  to  go  and  get 
medical  care  wherever  they  like  with  little  financial  responsibility 
that  has  been  part  of  our  problem.  It  seems  to  me  we  need  to  re- 
align the  incentives  not  only  for  beneficiaries  but  for  providers  as 
well,  because  we  need  dual  incentives  in  the  system. 

Dr.  Todd.  Well,  I  think  we  need  to  get  the  definition  straight  as 
to  what  we  are  talking  about.  Usual  customary  reimbursement 
does  exactly  what  Mr.  Davidson  suggests.  It  frees  both  the  patient 
and  the  physician  from  cost  considerations. 

True  indemnity  is  really  a  benefit  schedule  that  says,  for  any 
given  procedure  or  treatment,  this  is  all  the  insurance  company  is 
going  to  pay.  Under  those  circumstances,  if  it  doesn't  meet  the  phy- 
sician's charges,  then  you  begin  to  have  a  real  marketplace  effect 
and  there  may  well  be  some  savings  involved  in  using  pure  indem- 
nity or  benefit  schedule  payments.  That  is  not  a  blank  check.  The 
UCR  may  well  be  a  blank  check,  both  for  physicians  and  patients. 

Mr.  Andrews.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Downey.  Mr.  Dorgan. 

Mr.  Dorgan.  Thank  you  very  much,  Mr.  Chairman. 

Let  me  ask  Dr.  Todd — I  noticed  in  your  testimony  you  talked 
about  the  market  system,  and  I  would  like  to  ask  you  a  question. 
My  observation  is  that  the  market  system  doesn't  work  very  well 
with  respect  to  the  delivery  of  health  care  for  a  very  specific 
reason.  The  market  system  normally  has  as  a  regulator  "price," 
which  is  a  competitive  regulator,  but  in  health  care,  it  seems  to 
me,  that  is  not  the  case. 

Now  I  should  tell  you  that  I  am  not  one  who  believes  that  we 
should  transport  the  Canadian  system  down  to  this  country.  I  be- 
lieve the  problem  is  health  care  costs  too  much.  The  cost  is  double 
and  triple  inflation  and  rising  above  the  ability  of  families  to  meet 
it,  so  they  want  something  done  about  it.  But  I  don't  believe  we 
ought  to  change  the  entire  system  and  bring  in  a  single-payer 
system. 

But  having  said  that,  I  don't  believe  those  who  talk  about  a 
market  system  as  an  allocator  of  resources  are  talking  about  some- 
thing that  works,  and  let  me  give  you  an  example. 

North  Dakota  is  almost  a  laboratory  case  because  we  are  a  small 
State,  sparsely  populated — 640,000  to  650,000  people  with  about  4 
major  population  centers  and  about  10  or  12  communities  of  any 
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size.  And  competition  in  North  Dakota  in  health  care  among  pro- 
viders is  not  competition  to  provide  a  price  mechanism  to  attract 
customers.  It  is  competition  to  add  a  sen/ice  to  attract  customers. 

One  hospital  in  town  has  open  heart  surgery,  then  the  other  hos- 
pital in  the  same  community  must  offer  open  heart  surgery.  One 
has  a  CAT  scan,  the  other  has  to  have  a  CAT  scan.  One  has  an 
MRI,  the  other  has  to  have  an  MRI.  Competition  in  health  care 
means  competition  for  additional  services;  ergo,  higher  prices. 

So  when  you  talk  about  market  forces,  at  least  my  observation  in 
North  Dakota  is  the  market  force  approach  doesn't  provide  the 
kind  of  price  regulatory  system  that  one  teaches  in  economics. 

Can  you  respond  to  that,  Dr.  Todd? 

Dr.  Todd.  Yes.  I  wouldn't  disagree  with  that.  We  are  not  suggest- 
ing that  the  health  marketplace  be  a  pure  marketplace.  It  is  never 
going  to  happen  because  of  the  inequality  of  information  between 
providers  and  consumers. 

There  is  always  going  to  need  to  be,  under  any  system,  some 
guidelines  by  which  the  marketplace  can  work,  some  limitations  on 
unfettered  competition.  But  we  believe  that,  if  we  have  choices  out 
there  that  do  compete  with  one  another  under  a  somewhat  regulat- 
ed marketplace,  it  will  further  reduce  the  expenditures  for  health 
care  because  of  the  competition  between  plans. 

I  am  not  talking  about  competition  necessarily  between  facilities, 
but  between  the  various  insurance  plans  that  are  out  there.  Pa- 
tients will  be  able  to  pick  those  plans  which  best  fit  their  needs 
and  their  economic  status.  And  we  believe  that  the  marketplace  in 
that  regard  can  and  should  work. 

Mr.  Dorgan.  Dr.  Todd,  you  know  I  don't  believe  this  is  necessari- 
ly a  search  for  villains,  although  a  lot  of  people  treat  it  as  such. 
They  ask  who  is  at  fault:  Is  it  the  doctors?  Is  it  the  hospital?  Is  it 
the  pharmaceutical  manufacturer?  Is  it  Congress?  I  mean,  they  are 
trying  to  find  reasons  and  find  villains. 

But,  I  think,  in  virtually  every  area,  we  can  find  some  problems. 
For  example,  in  the  medical  community,  would  you  not  agree  that 
there  have  been  overpriced  procedures?  There  are  people  practicing 
medicine  with  simple  procedures,  providing  those  procedures  just 
like  you  are  frying  hamburgers  at  McDonald's  and  making  a  mil- 
lion dollars  a  year  farming  the  Medicare  Program? 

And  would  you  not  agree  in  those  instances  when  we  see  that, 
with  overpriced  procedures,  that  it  is  necessary  for  Congress  to  be 
aggressive  and  take  action  to  deal  with  it?  Do  you  see  that  as  an 
important  regulatory  function  of  Congress? 

Dr.  Todd.  Well,  I  am  not  sure  things  are  quite  as  bad  as  you  por- 
tray them  to  be.  We  know  there  are  physicians  who  charge  too 
much.  We  also  know  there  are  physicians  who  are  paid  too  little. 
The  RBRVS  in  which  the  medical  profession  has  been  engaged 
hopefully  was  going  to  address  that  particular  issue. 

And  go  back  to  what  Mr.  Davidson  just  said  about  the  interfer- 
ence of  the  regulatory  bodies  of  the  Federal  Government  in  pre- 
venting the  medical  profession  from  doing  something  about  exces- 
sive fees,  inappropriate,  unnecessary  care,  and  inappropriate  refer- 
ral activities.  We  are  prevented  by  the  Justice  Department  and  the 
Federal  Trade  Commission  from  assuming  our  rightful  role  as  a 
profession  in  disciplining  our  own  profession. 
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Mr.  Dorgan.  When  I  pointed  this  out,  I  wasn't  suggesting  to 
paint  the  whole  canvas  one  color.  I  was  saying  that  in  your  profes- 
sion, at  least  our  observation  has  been,  there  have  been  pockets  of 
overpriced  procedures  by  arranged  professionals  that  practice  in 
those  areas  that  we  had  to  take  some  action  in.  I  was  just  wonder- 
ing whether  you  agree  that  that  is  a  proper  regulatory  function  of 
government. 

When  you  see  people  taking  a  medical  procedure  and  developing 
approaches  to  farm  the  Medicare  system  for  a  million  dollars  a 
year,  and  that  is  happening — that  did  happen — do  you  think  that  it 
is  appropriate  for  Government  to  be  involved? 

Dr.  Todd.  Not  as  the  initial  step,  no  sir.  I  think  the  first  step 
would  have  been  to  have  given  to  the  profession  the  ability  to  deal 
with  those  who  are  working  outside  of  professional  norms.  If  the 
profession  failed  to  seize  that  opportunity  and  do  it  properly,  then, 
yes,  it  would  be  a  place  for  the  Federal  Government. 

Mr.  Dorgan.  My  observation  is  that  the  role  of  government  here 
is  to  impose  some  pretty  significant  price  caps  and  price  controls  in 
a  whole  range  of  areas — medical  supplies,  pharmaceuticals,  tort 
reform,  doctors,  hospitals.  And  I  understand  there  are  conse- 
quences of  doing  that,  but  I  think  that  is  the  proper  role — a  regula- 
tory function  that  imposes  price  caps.  A  lot  of  people  won't  like 
that,  but  I  think  that  is  the  direction  that  I  would  prefer  that  we 
move. 

Let  me  make  one  other  observation,  Mr.  Chairman.  Mr.  David- 
son, when  we  talk  about  hospitals  and  costs,  I  come  from  a  rural 
area.  I  was  taken  to  the  hospital  with  an  emergency  when  I  was  a 
young  boy.  The  nearest  hospital  was  about  60  miles  from  where  I 
live,  and  they  rushed  me  to  the  hospital  and  got  me  there  within 
about  a  half  hour  of  my  dying,  according  to  the  doctor. 

And  having  lived  in  those  areas  and  having  seen  people  die  be- 
cause they  didn't  have  access,  I  understand  a  couple  of  things.  One 
is  that  access  obliterates  any  other  consideration  in  health  care  if 
you  have  an  emergency.  If  you  don't  have  access  to  health  care,  the 
debate  about  cost  is  going  to  be  a  debate  that  is  ensuing  after  you 
are  dead.  So  access  supercedes  all  other  issues  in  our  part  of  the 
country. 

And  yet,  when  you  are  well  and  you  have  to  pay  that  monthly 
insurance  premium,  cost  is  driving  people  crazy.  It  is  the  middle- 
income  people  in  this  country  that  are  driving  this  health  care 
debate — not  the  poor,  but  the  middle-income  people  because  they 
are  paying,  in  many  cases,  now  almost  double  a  payment  at  the 
end  of  the  month  for  their  insurance  to  provide  for  hospitalization 
and  health  care  benefits  than  they  are  for  their  car  payment,  and 
they  can't  afford  it  any  more.  So  they  want  something  done. 

Now,  as  to  the  question  of  what  should  be  done,  we  have  several 
plans  and  everybody  has  an  idea.  Something  is  going  to  happen, 
and  it  is  probably  something  that  a  number  of  people  aren't  going 
to  like,  but  it  is  going  to  happen  because  the  middle-income  people 
in  this  country  demand  that  something  intervene  to  stop  double 
and  triple  the  rate  of  inflation  price  increases  in  health  care.  They 
don't  want  it  to  continue. 

So  I  respect  the  testimony  that  both  of  you  have  given.  I  think  it 
is  going  to  be  important  as  we  proceed  to  understand  exactly  what 
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is  proposed  and  how  it  impacts  on  all  the  segments  of  this  health 
care  system  of  ours  before  we  move  ahead. 
Thank  you  very  much. 

Mr.  Downey.  I  just  want  to  ask  one  quick  question,  and  that  is 
President  Bush  suggests  that  the  reductions  in  Medicare  and  Med- 
icaid spending  are  possible  without  any  harm  being  done  to  the 
hospitals.  Why  don't  you  give  us  your  perspective  on  that? 

Mr.  Davidson.  Mr.  Downey,  I  listened  very  carefully  to  the  Presi- 
dent's remarks  and  the  remarks  of  the  administration,  and  I  be- 
lieve the  words  that  were  used  were  that  these  cuts  in  Medicare 
would  not  have  any  detrimental  effect  on  the  beneficiaries.  I  don't 
think  the  administration  has  made  a  claim  with  regard  to  the 
effect  on  the  providers,  and  it  seems  to  me  that  is  the  point.  It  will 
have  little  effect  on  the  beneficiaries  and  it  will  have  substantial 
effect  on  providers  who  are  currently  being  underpaid  substantially 
by  the  Medicare  program  for  the  treatment  of  hospitalization  in  6 
out  of  10  hospitals  across  America. 

Dr.  Todd.  And  eventually  it  will  have  an  effect  on  the  benefici- 
aries as  the  facilities  are  not  available  and  the  treatments  are  not 
being  given. 

Mr.  Downey.  Thank  you. 

Mrs.  Johnson,  did  you  want  to  ask  another  question? 

Mrs.  Johnson.  Actually,  to  that  last  point  I  would  say  that  it  is 
already  beginning  to  have  an  effect  on  the  beneficiaries,  but  I  do 
think  the  legitimate  portion  of  the  President's  claim  in  that  area  is 
that  if  he  provides  tax  credits  to  a  lot  of  people  who  now  are  uncov- 
ered, that  there  is  no  need  to  reimburse  hospitals  through  the  un- 
compensated care  mechanism  as  much  if  we  are  providing  compen- 
sation to  that  care  in  another  direction. 

So  I  think  there  are  some  legitimate  offsets  in  the  President's 
proposal  that  in  the  heat  of  public  debate  have  been  overlooked. 

I  do,  however,  want  to  mention  two  things.  First  of  all,  my  pri- 
mary question  is  to  you,  Dr.  Todd.  Dr.  Reischauer  claims  that  there 
will  be  no  significant  savings  associated  with  malpractice  reform, 
and  he  thinks  that  the  costs  of  defensive  medicine  are  grossly  exag- 
gerated. 

What  is  your  opinion  of  that? 

Dr.  Todd.  It  is  hard  to  answer  that  question  really  until  the  re- 
forms are  there.  We  know  that  in  those  States,  particularly  Califor- 
nia, where  there  has  been  significant  tort  reform  we  believe  there 
has  been  a  significant  reduction  in  the  cost  of  professional  liability. 

But  even  if  there  aren't  any  savings  after  you  develop  significant 
tort  reform,  you  have  begun  to  restore  access  and  the  doctor-pa- 
tient relationship.  There  are  parts  of  this  country  where  obstetri- 
cians are  just  not  available  because  of  the  professional  liability 
issue. 

So  if  you  could  do  something  to  reduce  that  anxiety  and  fear  and 
uncertainty  on  the  part  of  the  physician,  you  would  find  increased 
access;  and  that  probably  would  be  as  good  as  many  of  the  savings 
that  you  might  get  from  defensive  medicine. 

I  think  the  answer  on  defensive  medicine  is  clearly  not  in.  We 
believe  that,  yes,  relieved  from  these  constraints  physicians  will  be 
more  careful  of  the  numbers  and  the  extent  of  tests  that  they 
order. 
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Mrs.  Johnson.  Thank  you.  Do  you  care  to  comment  on  that,  Mr. 
Davidson? 
Mr.  Davidson.  I  have  no  comment. 
Mrs.  Johnson.  Thank  you. 
Thank  you,  Mr.  Chairman. 
Mr.  Downey.  Thank  you. 
I  am  sorry,  Mr.  Dorgan. 

Mr.  Dorgan.  Let  me  just  make  one  comment  on  that.  I  toured  a 
hospital  in  southwestern  North  Dakota — a  small  but  very  good  fa- 
cility in  a  relatively  small  area.  The  person  that  delivers  babies  out 
there  told  me — and  the  scenario  is  where  they  don't  have  a  lot  of 
babies  because  the  population  is  aging  and  sparsely  distributed — 
told  me  that  the  malpractice  premium  was  close  to  $40,000  in  that 
small  rural  area. 

I  mean,  I  was  stunned  because  I  grew  up  30  miles  from  there  and 
our  doctor,  I  am  sure,  didn't  even  carry  insurance.  We  had  no 
lawyer  in  our  town,  which  is  a  major  advantage  [Laughter.] 

But  now  that  doctor  has  to  carry  a  $40,000  premium  on  his 
policy.  He  has  to  deliver  a  lot  of  babies  before  he  gets  past  paying 
for  the  premium. 

I  join  those  in  Congress  who  believe  we  have  to  have  some  tort 
reform  at  some  point  here.  I  am  not  suggesting  people  not  be  able 
to  sue  if  somebody  leaves  a  sponge  in  you.  Absolutely,  you  ought  to 
be  able  to  sue,  but  we  need  some  reforms  so  that  it  is  not  a  growing 
industry  in  this  country  to  find  out  how  much  you  can  get  and  how 
quick  you  can  get  it  and  how  much  the  lawyer  can  make  while  he 
gets  it  for  you. 

So  I  hope  we  can  embark  on  that  as  part  of  this  solution  as  well. 
Mr.  Downey.  Thank  you  both. 

The  committee  will  next  hear  from  the  National  Association  of 
Public  Hospitals,  Larry  S.  Gage,  president;  the  American  Psychiat- 
ric Association,  Carolyn  B.  Robinowitz;  the  National  Federation  of 
Societies  for  Clinical  Social  Work,  Inc.,  Nancy  Lithgow;  and  the 
Wisconsin  Primary  Health  Care  Association,  Susan  Robillard. 

Mr.  Gage,  we  don't  have  witnesses  who  have  so  visibly  used  the 
services  of  health  providers,  but  we  will  begin  with  you  first. 

STATEMENT  OF  LARRY  S.  GAGE,  PRESIDENT,  NATIONAL 
ASSOCIATION  OF  PUBLIC  HOSPITALS 

Mr.  Gage.  I  will  be  happy  to  report  on  the  cost  and  quality  of  my 
experience. 

Mr.  Downey.  We  want  to  hear  it. 

Mr.  Gage.  I  don't  know  the  outcome  yet,  I  am  afraid. 

Thank  you  very  much,  Mr.  Chairman,  members  of  the  commit- 
tee. I  am  Larry  Gage,  president  of  the  National  Association  of 
Public  Hospitals.  NAPH's  members  include  over  100  of  America's 
metropolitan  safety-net  hospitals,  and  these  institutions  taken  to- 
gether comprise  our  Nation's  most  important  health  and  hospital 
system.  Just  these  100  hospitals  have  combined  revenues  of  over 
$10  billion,  and  they  devote  over  half  of  their  services  to  Medicaid 
and  low-income,  uninsured,  and  underinsured  patients. 

As  you  debate  numerous  proposals  to  expand  health  coverage 
and  access  for  these  populations,  it  is  imperative  that  you  under- 
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stand  that  this  handful  of  institutions  already  serve  as  national 
health  insurance  by  default  in  most  of  our  Nation's  urban  areas. 

On  numerous  occasions  in  the  past,  and  most  recently  last  Octo- 
ber, we  have  provided  you  with  a  substantial  amount  of  statistical 
data  on  the  situation  of  safety-net  hospitals  and  their  patients. 

In  my  prepared  testimony  this  morning,  I  have  sought  to  aug- 
ment that  data  with  some  disturbing  anecdotal  information  about 
the  changing  nature  of  the  patients  who  are  relying  on  safety-net 
hospitals.  We  have  gathered  these  cases  from  five  public  hospitals 
in  Chicago,  Dallas,  Nassau  County,  NY,  Washington,  DC,  and  San 
Francisco,  but  we  could  just  as  easily  have  gathered  them  in  100 
other  urban  areas  around  the  country. 

These  patients  include  real  estate  developers,  contractors,  indus- 
trial workers,  secretaries,  teachers,  and  real  estate  brokers.  Their 
ailments  include  diabetes,  varicose  veins,  heart  failure,  ovarian 
cancer,  spinal  cord  tumors,  a  fairly  typical  range  of  patients. 

The  only  things  they  have  in  common  is  that  they  or  their 
spouses  have  lost  their  jobs  and  their  health  insurance.  They  got 
sick.  They  were  rejected  by  their  doctors,  they  were  ineligible  for 
Medicaid,  and  they  turned  to  public  hospitals  to  both  finance  and 
provide  their  health  care. 

In  short,  while  you  are  debating  how  to  provide  access  and  insur- 
ance coverage  for  Americans  who  don't  presently  have  it,  these 
hospitals  are  providing  that  care  now  and  they  are  providing  it  to  a 
broader  range  of  Americans  than  at  any  other  time  in  our  Nation's 
history. 

In  my  prepared  testimony,  Mr.  Chairman,  we  incorporated  a 
series  of  principles  that  NAPH  has  adopted  in  the  past  with  re- 
spect to  any  national  health  plan.  Those  principles  are  spelled  out 
in  my  testimony  and  I  won't  repeat  them  here. 

Let  me  just  summarize,  against  that  background  and  the  infor- 
mation that  I  just  presented,  a  few  comments  on  the  President's 
proposal  for  health  system  reform. 

We  believe  that  the  centerpiece  of  the  President's  plan,  a  refund- 
able tax  credit  for  the  non-Medicaid  poor  with  tax  deductions  for 
middle-income  families,  is  fatally  flawed  in  a  variety  of  ways.  In 
addition  to  being  very  expensive  with  no  discernable  financing 
method,  the  voucher  plan  ignores  several  important  realities  about 
the  population  at  which  it  is  aimed. 

While  intended,  for  example,  to  be  available  even  to  Americans 
who  do  not  file  tax  returns — that  is  a  quote  from  the  President's 
report — in  fact  it  appears  that  the  vouchers  will  initially  be  avail- 
able only  to  people  who  do  not  presently  file  tax  returns,  a  serious 
problem  in  reaching  the  intended  population. 

The  plan  discusses  the  possibility  of  individuals  receiving  vouch- 
ers even  without  or  prior  to  filing  tax  returns,  but  who  is  to  deter- 
mine their  eligibility  under  this  plan?  They  suggest  several  options, 
but  none  of  them  inspire  much  confidence.  And  what  are  the  eligi- 
bility standards  going  to  be?  Are  we  going  to  take  assets  as  well  as 
income  into  account? 

The  President's  proposal  makes  coverage  voluntary,  and  permits 
rather  than  requires  low-income  individuals  to  use  their  vouchers 
to  shop  around  for  coverage  from  among  plans  offered  by  private 
insurers.  We  think  this  is  also  a  serious  flaw.  Private  insurers  will 
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have  every  incentive  to  load  in  administrative  costs  and  practice 
adverse  selection  in  this  market,  just  as  they  do  with  Medigap  in- 
surance. 

And  to  assume  that  many  of  the  individuals  who  will  be  eligible 
for  these  vouchers  will  have  the  desire  or  the  ability  to  be  educated 
consumers  of  health  care  and  insurance  plans  is  simply  preposter- 
ous. In  fact,  as  NAPH  members  know,  many  low-income  patients 
do  not  even  apply  for  coverage  until  after  they  have  received  it. 
Hospitals  themselves  must  often  process  the  applications  in  order 
to  be  paid. 

How  quickly  can  eligibility  be  determined  for  a  hospitalized  indi- 
vidual who  has  not  previously  enrolled  in  any  plan  under  the 
President's  plan?  It  sometimes  takes  weeks  or  months  under  Med- 
icaid. 

Finally,  how  soon  after  unemployment  or  loss  of  insurance  will 
an  individual  be  eligible  for  one  of  these  vouchers?  What  is  the 
basis  for  determination?  How  far  back  will  you  look  at  income — 6 
weeks  or  6  months?  And  is  that  going  to  result  in  a  coverage  gap 
where  a  sick  individual  will  show  up  in  a  hospital  and  still  lack 
health  insurance? 

In  addition  to  the  President's  low-income  vouchers,  his  Medicare 
and  Medicaid  proposals  are  also  matters  of  serious  concern  to  us, 
especially  the  suggestion  that  Medicare  and  Medicaid  savings  will 
in  some  way  finance  part  of  his  plan  in  the  future. 

For  all  of  its  flaws,  however,  we  believe  there  are  a  number  of 
things  to  be  admired  and  supported  in  the  President's  plan.  While 
these  elements  by  themselves  do  not  add  up  to  systemwwide 
reform,  they  clearly  deserve  to  be  considered  by  the  Congress  as 
part  of  any  comprehensive  plan.  Included  are  his  proposals  to 
reform  certain  aspects  of  our  private  insurance  system,  adopt  Fed- 
eral malpractice  standards,  streamline  administration  claims  proc- 
essing, include  preventive  health  measures,  and  expand  several 
great  society  health  programs,  including  the  National  Health  Serv- 
ice Corps  and  the  community  health  centers. 

Finally,  in  conclusion,  our  current  health  system  is  extremely 
fragile  and  underfunded  today  in  our  Nation's  urban  areas.  For 
many  reasons,  even  if  a  comprehensive  national  health  plan  were 
adopted  this  year,  these  institutions  will  require  your  continued 
support  well  into  the  future. 

In  my  prepared  testimony,  I  described  several  proposals  that 
have  been  introduced  or  are  under  development,  including  some 
that  are  pending  in  this  committee  to  accomplish  this  goal.  I  would 
be  happy  to  discuss  those  in  greater  detail  or  to  answer  any  ques- 
tions you  may  have. 

[The  prepared  statement  follows:] 
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Mr.  Chairman,  members  of  the  Committee,  I  am  Larry  Gage,  President  of  the 
National  Association  of  Public  Hospitals  (NAPH).  NAPH's  members  include  over  100  of 
America's  metropolitan  area  safety  net  hospitals.  These  100  institutions  (taken  together) 
comprise  America's  most  important  health  and  hospital  system.    With  combined  revenues  of 
over  $10  billion,  these  hospitals  provide  over  50%  of  their  services  to  Medicaid  and  low 
income  uninsured  and  underinsured  patients.  As  you  debate  numerous  proposals  to  expand 
health  coverage  and  access  for  these  populations,  it  is  imperative  that  you  understand  that 
this  handful  of  institutions  already  serve  as  "national  health  insurance"  by  default  in  most  of 
our  nation's  urban  areas. 

I  am  pleased  to  have  this  opportunity  to  testify  on  the  situation  of  safety  net  hospitals 
in  America  today,  and  in  particular  on  their  concerns  with  the  President's  FY  1993  budget 
and  national  health  reform  proposals. 

Our  failurelb  provide  universal  health  coverage  and  access  to  care  has  for  years  been 
the  single  most  glaring  deficiency  of  our  nation's  health  system  -  one  we  share  only  with 
South  Africa  among  Western  nations.  In  the  past  two  decades  alone,  there  have  been  nearly  a 
dozen  major  national  health  insurance  initiatives,  offered  by  the  most  important  political 
leaders  of  our  era,  as  well  as  scores  of  more  modest  proposals.  Unfortunately,  each  of  these 
proposals  has  generated  influential  opposition  as  well,  virtually  paralyzing  all  efforts  to 
achieve  needed  reform.  As  a  result,  we  have  advanced  very  little  in  this  arena  since  the 
enactment  of  Medicare  and  Medicaid. 

The  level  of  current  attention  to  comprehensive  health  care  reform  is  welcome  and 
necessary,  Mr.  Chairman.  Let  me  illustrate  the  urgency  of  this  situation: 

•  34  million  Americans  are  completely  without  health  insurance;  another  60 
million  have  health  insurance  that  will  prove  inadequate  in  the  event  of  a 
serious  illness. 

•  The  Medicaid  Program  now  covers  less  than  half  of  the  Americans  who  are 
living  below  the  federal  poverty  level.  Eligibility  levels  in  many  states  are  a 
disgrace;  for  example,  a  family  of  three  living  in  Alabama  would  have  to  earn 
less  than  $1416  per  year  to  be  poor  enough  to  qualify  for  Medicaid. 

•  Physician  participation  in  the  Medicaid  Program  is  decreasing  rapidly,  leaving 
beneficiaries  to  seek  care  in  already  overcrowded  public  hospitals  or,  worse,  to 
forgo  needed  care  entirely. 

•  Safety  net  hospitals  are  bursting  at  the  seams.  55  NAPH  member 
hospitals  across  the  nation  averaged  an  83%  occupancy  rate  in  1989, 
the  last  year  for  which  we  have  nationwide  data  ~  up  from  81  %  in 
1988;  many  NAPH  member  hospitals  are  approaching  100%. 
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•  In  1989,  nearly  36%  of  all  discharges  were  unsponsored  in  NAPH 
member  hospitals,  up  from  34%  in  1988;  45%  of  all  outpatient  visits 
were  uninsured,  as  compared  with  42%  the  previous  year. 

•  Bad  debt  and  charity  care,  as  a  percent  of  gross  charges,  has  nearly  doubled, 
from  24%  in  1982  to  45%  in  1989. 

•  Emergency  and  clinic  patients  are  waiting  longer  to  see  doctors  or  be 
admitted.  58%  of  NAPH  hospitals  reported  periodic  waits  by 
emergency  department  patients  of  12  hours  or  more  for  admission,  and 
half  of  all  hospitals  surveyed  reported  that  some  patients  were  forced  to 
wait  more  than  24  hours. 

In  short,  while  you  are  debating  how  to  provide  access  to  care,  the  nation's  Safety 
Net  hospitals  are  providing  that  care  now,  and  they  are  providing  it  to  more  and  sicker 
people  than  at  any  other  time  in  our  nation's  history.  It  is  imperative  that  policy-makers 
respond  to  these  needs;  NAPH  member  hospitals  strongly  believe  that  even  as  you  debate 
comprehensive  reforms,  you  not  lose  sight  of  the  need  for  substantial  interim  support  for 
these  hospitals. 

The  remainder  of  my  prepared  testimony  today  addresses  four  major  points:  first,  I 
would  like  to  bring  you  up  to  date  on  the  changing  nature  of  the  patient  population  that  is 
relying  on  America's  safety  net  hospitals  today,  as  a  result  of  the  recession  and  our  failure  to 
enact  national  health  coverage;  second,  I  have  briefly  set  forth  NAPH's  principles  for 
achieving  national  health  system  reform,  against  which  we  believe  all  of  the  specific  bills 
before  you  should  be  considered;  third,  I  provide  you  with  comments  on  the  President's 
proposed  health  care  reforms;  and  fourth,  I  make  several  observations  about  the  importance 
of  continuing  to  address  the  more  immediate  needs  of  our  safety  net  hospitals  between  now 
and  the  implementation  of  any  comprehensive,  nationwide  reforms. 


THE  NATURE  AND  SCOPE  OF  THE  PATIENTS  WHO  RELY  ON  OUR  NATION'S 
SAFETY  NET  HOSPITALS  IS  CHANGING  DRAMATICALLY 

On  numerous  occasions  in  the  past,  and  most  recently  last  October,  NAPH  has 
provided  you  with  a  substantial  amount  of  statistical  data  on  the  situation  of  our  nation's 
safety  net  hospitals  and  the  patients  they  serve.  I  would  like  to  take  this  opportunity  to 
augment  that  data  with  some  disturbing  anecdotal  information  about  the  changing  nature  of 
the  patients  who  are  relying  on  our  hospital  for  care. 

Our  failure  to  provide  for  universal  health  coverage  is  forcing  our  nation's  small 
handful  of  safety  net  hospitals  to  treat  an  ever-broader  population  of  Americans  who  have  no 
access  to  other  providers  because  they  have  lost  their  jobs,  their  insurance,  or  both.  Rarely 
are  these  individuals  able  to  become  eligible  for  Medicaid  —  yet  rarely  can  they  afford  the 
cost  of  a  serious  illness  either.  Consider  the  following  brief  stories,  which  are  representative 
of  thousands  of  uninsured  individuals  who  receive  care  from  NAPH  member  hospitals  around 
the  country: 

•       A  48-year  old  woman  was  employed  by  a  factory  that  closed.  She  suffered 
from  severe  varicose  veins  on  her  leg.  She  had  an  HMO  on  her  job,  but  lost 
the  insurance  along  with  her  other  benefits  when  the  factory  closed.  She  could 
not  afford  to  continue  paying  for  insurance.  Her  legs  deteriorated  and  she  was 
bed-ridden  for  six  months  before  seeking  treatment  at  Cook  County  Hospital. 
The  doctor  who  examined  her  wishes  that  Congress  could  see  what  her  legs 
looked  and  smelled  like  when  she  came  to  the  hospital.  A  venial  ulcer  had 
developed  on  her  leg  where  the  skin  had  been  broken  near  a  varicose  vein. 
This  woman  was  treated  in  the  clinic  and  the  veins  did  go  down  and  she  is 
now  back  on  her  feet. 
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•  A  55-year  old  woman  was  on  her  husband's  medical  insurance.  Her  husband 
lost  his  job  and  subsequently  all  of  his  medical  benefits.  The  woman  had  been 
treated  for  high  blood  sugar.  The  doctor  she  had  been  going  to  was  no  longer 
able  to  see  her  when  she  lost  her  insurance.  After  examining  her  in  his  office, 
he  sent  her  with  a  note  to  Cook  County  Hospital.  Her  blood  sugar  was  548. 
The  note  read  "please  admit  patient  to  hospital. "  The  doctors  at  Cook  County 
examined  her  and  started  her  back  on  medication  for  Diabetes.  She  attends  the 
Fantus  Health  Center  now  and  her  blood  sugar  is  once  again  under  control. 

•  A  34  year  old  woman  was  layed  off  from  her  secretarial  job  and  lost  her 
health  insurance.  At  the  time  of  her  layoff  she  was  undergoing  treatment  for 
ovarian  cancer.  As  soon  as  her  insurance  ran  out  she  stopped  going  to  the 
hospital  for  treatment.  Her  next  door  neighbor  became  concerned  for  her  and 
called  Nassau  Count  Medical  Center  (NCMC)  to  find  out  whether  she  could 
receive  treatment  at  the  Medical  Center  without  having  insurance.  The 
hospital  said  that  she  would  receive  treatment  and  immediately  set  up 
appointments  with  the  woman.  The  woman  is  still  receiving  treatment,  and  is 
doing  very  well. 

•  A  man  who  owned  his  own  construction  business  had  a  heart  condition  that 
had  to  be  monitored.  When  his  company  went  out  of  business  he  stopped 
going  to  the  hospital  for  tests.  He  called  NCMC  and  was  told  that  he  could 
receive  the  tests  regardless  of  his  ability  to  pay.  This  gentleman  is  still  going 
to  the  hospital  for  regular  monitoring. 

•  A  39  year  old  woman  was  cut  back  to  part  time  at  her  grade  school  secretarial 
job,  which  meant  that  she  no  longer  qualified  for  the  same  coverage  by  Blue 
Cross/Blue  Shield,  and  she  could  not  make  up  the  difference  for  the 
premiums.  She  fell  ill  with  severe  stomach  pains,  but  would  not  go  to  a 
doctor.  When  the  pains  became  so  extreme  that  she  could  not  lift  her  infant 
son  she  called  D.C.  General  and  they  said  that  they  would  treat  her.  She  was 
admitted  and  diagnosed  with  multiple  (very  serious)  hernias.  These  were 
operated  on  and  she  was  in  the  hospital  for  more  than  a  week.  She  is  now 
comfortably  back  at  home,  and  goes  to  D.C.  General  for  regular  check  ups. 

•  A  middle-aged  man  recentiy  lost  his  job  as  a  real  estate  developer.  When  he 
lost  his  job,  he  lost  his  health  insurance.  While  unemployed  and  uninsured,  he 
fell  in  the  bathtub  and  hit  his  head.  He  went  to  Parkland  Memorial  Hospital  in 
Dallas  for  treatment.  He  had  to  have  neurosurgery.  He  was  in  the  hospital 
for  about  a  week  and  recovered  quickly.  When  he  left,  he  still  had  some 
cognitive  problems.  He  continues  to  visit  Parkland  for  therapy  and  check-ups. 

•  A  female  in  her  forties  worked  in  real  estate  and  depended  heavily  on  her 
commission  work  to  survive.  She  couldn't  afford  health  insurance.  Recently, 
she  became  ill  and  went  to  Parkland.  She  was  diagnosed  with  a  spinal  cord 
tumor,  but  decided  not  to  have  surgery  because  the  tumor  was  not  malignant. 
Even  though,  she  didn't  have  surgery  she  had  a  lot  of  tests  done  and  was  in 
the  hospital  for  a  long  time  which  really  ran  up  her  bill.  She  still  comes  to  the 
neurosurgery  clinic  for  check-ups,  but  is  able  to  do  her  catherization  at  home. 

•  A  47  year  old  male  and  his  wife  have  one  child.  The  husband  is  self- 
employed  remodeling  house  trailers.  His  wife  works,  too,  but  neither  of  them 
have  health  insurance.  Recently,  the  man  suffered  a  brain  hemorrhage  and 
came  to  Parkland  to  be  treated.  He  is  now  confined  to  a  bed,  requires  round- 
the-clock  care  and  has  a  feeding  tube.  Parkland  arranged  his  home  services 
for  the  family.  The  family  was  unable  to  qualify  for  AFDC  to  help  with 
expenses. 
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•  At  San  Francisco  General,  a  middle-aged  man  came  in  with  back  pain  he 
sustained  while  working  as  a  carpet  cleaner.  He  had  been  laid-off  from  his 
job  just  three  weeks  prior  to  coming  to  the  hospital.  His  wife  worked,  but 
even  with  two  incomes  they  could  not  afford  health  insurance.  At  the  hospital, 
the  doctors  found  that  he  had  slipped  discs  and  had  torn  some  ligaments.  He 
was  treated  and  sent  home.  He  continues  to  use  San  Francisco  as  his  primary 
doctor. 

NAPH  PRINCIPLES  FOR  HEALTH  SYSTEM  REFORM 

The  following  principals,  at  a  minimum,  have  been  endorsed  by  NAPH  member 
hospitals  as  essential  to  any  national  health  plan: 

•  While  incremental  improvements  are  acceptable,  the  goal  of  any  national  health 
plan  must  be  universal  access  or  coverage  for  all. 

•  However,  not  every  individual  needs  to  receive  insurance  coverage  to  be 
guaranteed  access  under  a  universal  health  plan;  it  must  be  recognized  that  there  will 
always  be  individuals  who  fall  through  the  cracks,  and  that  it  is  acceptable  to  provide 
access  for  such  persons  through  the  preservation  of  a  strong  and  well-financed 
institutional  safety  net. 

•  A  national  health  plan  must  require  consistent,  national  eligibility,  service  and 
provider  payment  standards  for  the  Medicaid  program,  and  serious  consideration 
should  be  given  to  the  federalization  of  Medicaid  (together  with  its  expansion  to  serve 
all  of  America's  medically  indigent)  or  its  elimination  and  merger  with  Medicare. 

•  A  core  national  minimum  benefit  package  must  be  developed  that  is  not  so  rich  as 
to  be  unaffordable,  yet  covers  essential  preventive,  primary  care  and  hospital  services, 
and  guards  against  the  burden  of  catastrophic  illness. 

•  The  present  system  of  private  insurance  can  continue  under  a  national  health  plan, 
but  insurance  reform  is  an  essential  part  of  any  national  health  package;  the  federal 
government  should  preempt  state  regulation  to  the  extent  necessary  to  set  national 
standards  for  health  insurance  plans,  which  include  mandating  minimum  benefit 
packages  on  all  employers  above  a  reasonable  size,  reinstatement  of  community 
rating,  and  curbing  current  trends  toward  exclusion  of  preexisting  conditions  (or 
setting  post-illness  limits  on  specific  diseases  such  as  AIDS). 

•  Any  national  plan  must  include  a  heavy  emphasis  on  preventive  and  primary  care 
and  must  provide  adequate  support  for  initiatives  to  encourage  changes  in  lifestyles. 

•  And  finally,  states  must  be  permitted  wider  latitude  to  experiment  with  new  plans, 
including  the  ability  to  waive  ERISA  constraints  on  the  regulation  of  self-insured 
businesses. 

COMMENTS  ON  THE  PRESIDENT'S  PROPOSED  NATIONAL  HEALTH  PLAN 

1.  Refundable  Tax  Credit 

The  centerpiece  of  the  President's  health  plan  -  a  refundable  tax  credit  for  the  non- 
Medicaid  poor,  coupled  to  a  tax  deduction  for  middle  income  families  —  is  fatally  flawed  in  a 
variety  of  ways.  In  addition  to  being  very  expensive,  with  no  discernable  financing  method, 
the  voucher  plan  ignores  several  important  realities  about  the  population  at  which  it  is  aimed. 

•  While  intended  to  be  available  "even  to  Americans  who  do  not  file  tax  returns",  in 
fact  it  appears  that  the  vouchers  will  initially  be  available  ONLY  to  people  who  do 
not  presently  file  tax  returns  -  a  serious  problem  in  reaching  the  intended  population. 
Eligibility  is  set  under  the  plan,  not  on  the  basis  of  the  federal  poverty  standard,  but 
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rather  on  the  basis  of  having  an  income  below  the  "tax  threshold"  ~  the  level  below 
which  riling  is  considered  unnecessary.  Reaching  out  through  the  mechanism  of  the 
tax  system  to  its  nonparticipants  will  almost  certainly  guarantee  a  low  participation 
rate. 

•  The  plan  discusses  the  possibility  of  individuals  receiving  vouchers  even  without 
(or  prior  to)  filing  tax  returns.  But  who  is  to  determine  eligibility  under  this  new 
plan?  The  announcement  refers  vaguely  to  delegating  this  responsibility  to  states 
(current  Medicaid  eligibility  bureaucracies?)  or  to  federal  Social  Security  agencies. 
Yet  most  state  Medicaid  eligibility  bureaucracies  are  already  overworked  and 
underfunded.  In  fact,  because  of  bureaucratic  rigidity  and  often-absurd  verification 
requirements,  such  agencies  fail  in  many  states  to  enroll  even  half  of  all  the 
potentially  eligible  Medicaid  recipients. 

•  What  will  be  the  eligibility  guidelines?  Will  unearned  as  well  as  earned  income  be 
counted?  Will  there  be  asset  tests  in  addition  to  income  tests? 

•  The  plan  suggests  that  states  are  to  set  benefit  standards  "equal  in  value"  to  the 
vouchers.  This  requirement  runs  directly  contrary  to  the  "HIN"  section  of  the 
President's  plan,  which  is  aimed  at  permitting  small  businesses  to  join  together  to 
offer  group  plans.  HINs  would  be  permitted  to  preempt  state  benefit  standards,  since 
(as  the  President  claims)  states  have  given  in  to  every  interest  group  in  organized 
medicine  in  setting  overly-rich  benefit  package  requirements  under  their  insurance 
laws  (driving  most  large  companies  to  avoid  state  requirements  by  self  insuring  under 
the  protection  of  ERISA).  Why  does  the  President  believe  states  will  do  any  better 
designing  a  benefit  package  for  his  new  vouchers  than  they  have  in  regulating  other 
insurance  products? 

•  The  President's  proposal  to  make  coverage  voluntary,  and  to  permit  (rather  than 
require)  low  income  individuals  to  use  their  vouchers  to  "shop  around"  for  coverage 
from  among  plans  offered  by  private  insurers  is  one  of  the  most  serious  flaws  in  his 
plan.  All  of  the  flaws  that  even  the  President  has  identified  in  our  current  system  — 
high  administrative  costs,  adverse  selection,  etc.  -  would  be  unavoidably  a  part  of 
these  new  private  plans  from  the  outset.  And  to  assume  that  many  of  the  individuals 
who  will  be  eligible  for  these  vouchers  will  have  the  desire  and  the  ability  to  be 
"educated  consumers"  of  health  care  is  simply  preposterous. 

•  In  fact,  as  NAPH  members  know,  many  low  income  patients  do  not  even  apply  for 
coverage  until  they  need  care,  and  are  usually  not  even  certified  until  long  after  they 
have  received  it;  hospitals  themselves  must  often  process  the  applications  in  order  to 
be  paid.  How  quickly  can  eligibility  be  determined  for  a  sick  individual  who  has  not 
previously  enrolled  in  any  plan?    Will  this  be  possible  under  the  President's  voucher 
plan?  If  the  patient  proves  to  be  eligible,  will  the  coverage  be  retroactive  to  cover  the 
hospital's  services,  as  it  is  under  Medicaid?  Will  the  hospital  itself  have  to  shop 
around  for  a  suitable  plan  for  a  sick  individual?  Will  all  available  plans  be  required 
to  enroll  the  patient? 

•  Finally,  how  soon  after  unemployment  or  loss  of  insurance  will  an  individual  be 
eligible  for  a  voucher?  What  is  the  base  for  determination?  Will  past  income  be  used 
as  a  test?  How  far  back  will  they  look?  Six  weeks?  Six  months?  Will  that  result  in 
a  coverage  gap?  Will  an  applicant  be  able  to  rely  on  projected  future  income  (or  lack 
thereof)?  How  will  that  be  determined? 

2.  Proposed  Medicaid  Reforms 

In  addition  to  the  President's  low  income  vouchers,  his  plan's  Medicaid  proposals  are 
also  a  matter  of  serious  concern.  While  White  House  officials  intimated  prior  to  releasing 
this  plan  that  the  President  would  seek  to  finance  his  vouchers  through  a  global  per-capita 
limit  on  Medicaid  increases,  the  released  plan  targets  only  acute  care  hospital  payments,  thus 
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seeking  to  cap  a  much  more  limited  universe  of  Medicaid  costs.  Only  acute  care  costs  would 
be  capped  (limited  to  CPI  inflation  plus  an  as-yet  undetermined  2-4%  add-on),  and  only  for 
the  non-elderly  poor  (Medicare-Medicaid  crossover  patients  would  not  be  included  in  this 
equation).  While  this  virtually  eliminates  Medicaid  as  a  potential  funding  source  for  the 
President's  plan,  the  implementation  of  such  a  proposal  would  likely  generate  serious 
problems  for  hospitals  serving  the  poor.  To  be  sure,  the  plan  would  specifically  exclude 
"disproportionate  share"  payments  from  any  CPI-related  cap;  however,  the  proposal  strongly 
suggests  that  states  should  be  able  to  reduce  such  payments  as  the  voucher  plan  is 
implemented. 

3.  State  Takeover  of  Federal  Responsibilities 

One  of  the  most  peculiar  aspects  of  the  President's  plan  is  the  strong  suggestion  that 
states  in  fact  take  over  his  voucher  plan  and  merge  it  with  Medicaid,  using  current  DSH 
payments  as  one  funding  source  for  such  an  expanded  plan.    What  is  especially  annoying 
about  this  aspect  of  the  proposal  is  that  the  President  went  out  of  his  way  in  his  Cleveland 
speech  to  blast  Democratic  proposals,  including  a  Canadian-style  single-payer  system,  as 
"turning  our  health  system  over  to  government".  Yet  his  own  plan  is  in  effect  a  blueprint 
for  doing  precisely  that  -  and  in  a  Canadian- style  manner,  to  boot. 

Apparently,  the  President  either  was  not  informed  or  failed  in  his  speech  to  point  out 
that  the  Canadian  system  is  in  fact  run  through  the  Provinces,  and  that  Provincial  plans  differ 
from  one  another.  (It  is  certain,  by  the  way,  that  Secretary  of  State  James  Baker  was  not 
asked  to  review  the  supercilious,  patronizing  and  insulting  description  of  the  Canadian  health 
system  in  the  President's  94  page  "White  Paper";  whatever  he  may  think  of  the  Canadian 
system,  it  does  work  rather  well  for  that  country.) 

The  fact  is,  the  President's  plan  not  only  permits,  but  actively  encourages  states  to  do 
their  own  thing  ~  with  a  substantial  infusion  of  Federal  money  to  augment  their  current 
Medicaid  spending.  So,  instead  of  one  national  governmental  program  --we'll  have  50! 
(And  in  the  meantime,  we  will  not  only  perpetuate,  but  magnify  all  of  the  state-by-state 
inequities  of  our  current  Medicaid  program). 

4.  Other  Concerns 

In  addition  to  those  major  flaws  in  the  President's  plan,  there  are  a  number  of  other 
elements  of  the  plan  that  are  of  concern. 

•  The  Medicare  proposals,  while  ambiguous  to  a  certain  extent,  are  potentially 
troublesome,  since  they  focus  almost  exclusively  on  limiting  the  rate  of  increase  in 
provider  payments.  In  particular,  reductions  in  medical  education  and  DSH  payments 
are  clearly  envisioned,  as  "the  subsidies  are  made  duplicative  by  the  new  tax  credit 
and  deduction".  (It  should  be  noted,  however,  that  this  is  the  first  time  a  Republican 
Administration  has  even  tacitly  acknowledged  that  the  Medicare  disproportionate  share 
adjustment  is  a  valid  expenditure  for  cross-subsidizing  care  for  the  non-Medicare  poor 
—  a  position  that  this  Committee  has  always  endorsed.) 

•  The  proposed  consumer-oriented  "blue  books"  on  "average  cost  and  quality  of 
services"  could  perpetuate  the  mistakes  of  Medicare  mortality  data. 

5.  Positive  Aspects  of  President's  Plan 

Finally,  for  all  of  its  flaws,  we  believe  there  are  a  number  of  things  to  be  admired 
and  supported  in  the  President's  plan.  While  these  elements  by  themselves  do  not  add  up  to 
system- wide  reform,  they  clearly  deserve  to  be  considered  by  the  Congress  as  a  part  of  any 
more  comprehensive  plan. 

•  The  President's  proposals  for  insurance  system  reform  are  impressive  and  highly 
supportable,  including  the  elimination  of  preexisting  condition  requirements, 
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portability,  and  enabling  new  kinds  of  group  plans  to  be  created  for  small  employers 
(apparently  waiving  antitrust  laws  as  well  as  preempting  state  insurance  regulations  in 
the  process). 

•  Malpractice  reform  is  another  area  where  Federal  leadership  is  long  overdue,  and 
where  the  President's  proposals  appear  to  have  teeth. 

•  Perhaps  most  gratifying  from  NAPH's  perspective  is  the  President's  support  for 
substantially  increased  funding  of  Community  Health  Centers,  Migrant  Health  Centers 
and  the  National  Health  Service  Corps. 

•  Secretary  Sullivan  is  also  to  be  praised  for  the  inclusion  of  preventive  health 
measures  in  the  President's  plan,  including  proposed  funding  increases.  We  are 
concerned,  however,  with  the  plan's  "budget  rhetoric"  inflation  on  this  front.  Try  as 
we  might,  we  cannot  add  up  all  of  the  federal  preventive  health  programs  we  can 
identify  and  come  anywhere  near  the  $26.4  billion  in  projected  FY  1993  spending  that 
is  included  in  the  President's  plan.  Only  by  assuming  that  he  intends  to  count  $23.7 
billion  in  Medicaid,  nutrition  (WIC,  etc.),  education  (Head  Start),  and  "injury 
prevention",  whatever  that  means  (OSHA?),  can  we  reach  the  President's  total.  Yet 
these  amounts  for  the  most  part  were  already  budgeted  before  the  President  mounted 
his  "initiative",  and  some  bear  little  relation  to  the  kinds  of  preventive  health 
measures  we  would  recommend  for  inclusion  in  any  new  plan. 

•  Some  of  the  President's  proposals  for  administrative  streamlining  are  long  overdue, 
and  especially  his  proposal  for  electronic  claims  processing,  and  for  greater 
standardization  of  medical  claims.  We  are  concerned,  however,  that  while  the 
President  attributed  considerable  systemic  savings  to  these  proposals,  he  developed  no 
mechanism  for  channeling  those  savings  into  needed  expansions  of  coverage  and 
service  for  the  currently  uninsured. 

Ultimately,  it  is  this  last  shortcoming  that  causes  NAPH  the  greatest  concern,  as  I'm 
sure  it  does  for  mis  Committee.  As  flawed  as  the  President's  voucher  program  is,  the  truly 
fatal  flaw  is  that  he  proposes  no  method  of  paying  for  it.  Even  where  savings  are  assumed 
from  other  reforms,  no  effort  is  made  to  translate  those  savings  into  real  program 
expansions.  And  the  few  money-raising  provisions  that  were  apparently  in  the  President's 
original  proposal  —  means  testing  Medicare  premiums  for  high  income  retirees  and  placing  a 
cap  on  the  deductibility  of  insurance  premiums  for  the  wealthy  ~  did  not  survive  the  final 
cut.  Yet  these  financing  mechanisms  and  others,  as  unpalatable  as  they  may  be  to  some 
constituencies,  must  be  considered  as  fundamental  to  any  plan  for  reform,  alongside  an 
enforceable  mechanism  for  ensuring  that  all  employed  workers  have  adequate  coverage. 

Finally,  the  President's  suggestion  that  Medicare  and  Medicaid  disproportionate  share 
payments  could  be  substantially  reduced  under  his  plan  implies  that  there  would  also  no 
longer  be  a  need  for  the  institutional  health  safety  net  that  relies  on  these  payments.  While 
in  the  abstract,  this  point  has  some  validity,  I  need  not  remind  you  that  the  same  thing  was 
said  about  the  enactment  of  Medicare  and  Medicaid.  In  other  words,  we  must  be  extremely 
careful  about  dislodging  any  current  funding  mechanisms  for  safety  net  hospitals  before  we 
are  certain  that  we  have  a  workable  system  that  is  already  fully  implemented  to  take  their 
place.  Our  current  health  safety  net  is  extremely  fragile  and  underfunded  today,  and  for 
many  reasons,  even  if  national  health  insurance  were  adopted  this  year,  these  institutions  will 
need  continued  support  well  into  the  future: 

•  Any  new  system  is  likely  to  be  phased  in  over  a  long  period  of  time. 

•  Even  with  coverage,  many  of  our  current  uninsured  will  be  little  better  than 
Medicaid  patients,  who  today  find  their  access  restricted  in  many  states  to  those  "open 
door"  hospitals  and  clinics  who  will  serve  them. 
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•  It  is  also  important  to  recognize  that  many  of  the  current  uninsured  also  suffer 
from  a  variety  of  health  and  social  problems  very  different  from  those  of  middle 
America  —  AIDS,  drug  abuse,  tuberculosis,  and  teenage  pregnancies  are  often 
augmented  by  homelessness,  joblessness,  and  lack  of  education;  while  no  health  care 
provider  can  fully  cope  with  all  of  these  problems,  our  urban  safety  net  hospitals  are 
the  only  ones  even  trying  to  do  so  today. 

•  In  addition,  we  must  recognize  that  even  for  insured  individuals  today,  with  the 
dramatic  cost  containment  efforts  already  being  imposed  by  both  public  and  private 
payers,  many  expensive  and  unprofitable  services  (such  as  trauma,  burn  care,  and 
neonatal  intensive  care)  are  also  far  more  likely  to  be  available  in  safety  net  hospitals. 

•  Finally,  many  safety  net  hospitals  are  simply  located  in  the  geographic  areas  where 
most  of  our  uninsured  Americans  reside  -  areas  which,  even  if  national  health 
coverage  were  fully  implemented,  most  other  health  care  providers  will  continue  to  be 
unwilling  or  unable  to  serve. 

For  these  reasons,  in  the  final  section  of  my  prepared  testimony,  I  would  like  to  call 
your  attention  to  a  number  of  shorter  term  needs  that  must  be  met  over  the  next  several 
years,  in  support  of  the  nation's  safety  net  hospitals. 

THE  MEDICARE  DISPROPORTIONATE  SHARE  HOSPITAL  AND  MEDICAL 
EDUCATION  ADJUSTMENTS  MUST  BE  PRESERVED  AND  INCREASED. 

Medicare  is  a  relatively  smaller  proportion  of  the  patient  load  in  safety  net  hospitals 
than  in  the  rest  of  the  industry  (only  18%,  as  compared  to  34%  on  average  for  the  industry 
as  a  whole).  However,  Medicare  is  usually  the  single  most  important  non-indigent  payor  in 
many  safety  net  hospitals,  and  as  such,  constitutes  an  essential  part  of  patient  care  revenues. 


Great  strides  have  been  made  in  mandating  Medicare  payment  adjustment  increases 
for  "disproportionate  share  hospitals."  This  program  has  grown  from  paying  just  $200 
million  in  its  first  year  to  well  over  $1.4  billion  in  1991.  In  the  last  three  years,  Congress 
has  also  refrained  from  making  any  further  reductions  in  the  indirect  teaching  adjustment. 
This  has  resulted  for  the  first  time  in  actual  real  dollar  gains  in  Medicare  reimbursement  for 
safety  net  hospitals,  although  these  gains  have  not  succeeded  in  erasing  the  significant 
operating  deficits  of  such  hospitals  (such  deficits  currently  average  over  $9  million,  or  -6%). 

A  NEW  NATIONAL  CAPITAL  FINANCING  INITIATIVE  IS  NEEDED  TO  REBUILD 
AND  EQUIP  AMERICA'S  INSTITUTIONAL  HEALTH  SAFETY. 

Safety  net  hospitals  also  face  a  substantial  need  for  adequate  capital  to  rebuild  and 
equip  our  nation's  health  infrastructure.  A  new  NAPH  study,  which  I  have  submitted  to 
your  staff,  estimates  that  there  are  at  least  $15  billion  in  unmet  capital  needs  among  these 
essential  urban  providers.  Yet  these  hospitals  also  face  significant  barriers  in  obtaining 
access  to  capital,  as  well  as  in  their  ability  to  repay  incurred  debts  entirely  from  patient  care 
revenues.  In  order  to  meet  these  needs,  a  new  Federal  capital  financing  initiative  is  clearly 
needed.  Options  for  such  an  initiative  might  include  direct  federal  grants  and  loans,  debt 
service  subsidies,  and  credit  enhancements  such  as  mortgage  or  bond  insurance.  While  we 
do  not  envision  such  a  program  directly  involving  Medicare  capital  payments,  it  may  be 
possible  to  draw  upon  the  financial  strength  of  the  Medicare  trust  fund  to  enhance  the  credit 
of  safety  net  hospitals.  Eligibility  for  such  a  new  program  should  clearly  involve  a  high 
standard  of  need  in  urban  and  rural  areas,  and  hospitals  accepting  assistance  should  probably 
also  be  willing  to  meet  long-term  indigent  care  and  community  service  requirements,  and 
perhaps  other  reporting  and  utilization  requirements.  We  look  forward  to  continuing  to  work 
with  this  Committee  to  develop  appropriate  legislation  in  this  area.  In  addition,  as  die 
Congress  considers  short  term,  countercyclical  initiatives  to  rebuild  our  nation's 
infrastructure,  we  strongly  urge  you  to  bear  in  mind  that  our  safety  net  health  care 
infrastructure  is  every  bit  as  important  as  bridges,  highways  and  other  elements  that  are  more 
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commonly  considered  in  public  works  bills.  (Indeed,  several  of  our  nation's  inner  city  public 
hospitals  were  initially  constructed  using  WPA  labor  and  funds.) 

DIRECT  INSTITUTIONAL  OPERATING  SUPPORT  FOR  SAFETY  NET  HOSPITALS 
MUST  ALSO  BECOME  AN  IMMEDIATE  FEDERAL  PRIORITY. 

While  Medicare  clearly  has  a  role  to  play  in  sharing  the  financial  burden  of  safety  net 
hospitals,  it  is  also  true  that  additional  measures  are  needed.  In  particular,  as  the  debate  over 
universal  health  coverage  drags  on,  it  is  imperative  that  the  Congress  enact  some  form  of 
nationwide  institutional  support  for  safety  net  hospitals. 

Ideally,  this  should  take  the  form  of  a  national  uncompensated  care  trust  fund,  with 
dedicated  sources  of  revenue.  Legislation  originally  developed  by  Health  Subcommittee 
Chairman,  Pete  Stark,  Mr.  Chairman,  and  introduced  in  the  last  Congress  as  H.R.  754, 
could  serve  as  a  model.  That  legislation  would  create  a  trust  fund  with  the  proceeds  of  a 
small  tax  on  health  insurance  premiums;  such  a  tax  could  generate  potentially  $600  million  to 
$1  billion  for  distribution  to  high  volume  providers  of  uncompensated  care.  Other  potential 
funding  sources  that  have  been  mentioned  include  taxes  on  alcohol,  tobacco  and  firearms,  as 
well  as  a  national  excise  tax  on  hospital  utilization. 

UNLESS  AND  UNTIL  UNIVERSAL  COVERAGE  BECOMES  A  REALITY, 
CONTINUED  EFFORTS  MUST  BE  MADE  TO  REFORM  THE  MEDICAID 
PROGRAM. 

We  recognize  that  Medicaid  is  not  within  the  jurisdiction  of  this  Committee,  but  for 
the  sake  of  completeness,  we  would  like  to  take  this  opportunity  to  point  out  that  continued 
reform  is  essential  in  this  program  as  well.  Recent  improvements  in  the  Medicaid  program 
have  expanded  eligibility  for  pregnant  women  and  children,  permitted  states  to  continue  using 
a  variety  of  mechanisms  for  providing  extra  payments  to  disproportionate  share  hospitals, 
and  permitted  public  and  private  hospitals  to  participate  in  the  financing  of  Medicaid 
expansions  through  voluntary  donations  and  the  transfer  of  funds  by  local  governments  to 
states.  In  addition,  states  like  Florida,  New  York  and  New  Jersey  have  used  provider  taxes 
or  all-payor  systems  to  redistribute  revenues  and  enhance  Medicaid  payments.  It  is 
imperative  that  states  be  permitted  to  continue  to  make  use  of  these  alternative  sources 
of  revenues,  at  a  time  when  many  are  suffering  severe  budget  crises. 

However,  even  with  the  availability  of  the  augmented  payment  sources  described 
above,  only  about  half  of  all  states  pay  significant  differentials  to  "disproportionate"  safety 
net  hospitals.  In  fact,  as  a  result  of  the  Medicaid  legislation  enacted  in  December,  it  may 
prove  more  difficult  in  the  future  for  states  that  have  not  already  improved  Medicaid 
disproportionate  share  hospital  payments  to  do  so.  And  a  number  of  states  continue  to 
subject  hospitals  to  inadequate  base  payment  rates  as  well,  as  is  evidenced  by  the 
proliferation  of  lawsuits  brought  by  hospitals  against  state  Medicaid  agencies  around  the 
country.  Both  reasonable  and  adequate  Medicaid  payment  rates,  and  meaningful 
disproportionate  share  hospital  payments,  must  be  enforced  upon  all  states. 

I  would  be  pleased  to  answer  any  questions  you  may  have  at  this  time. 
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Mr.  Downey.  Thank  you,  Mr.  Gage. 
Dr.  Robinowitz. 

STATEMENT  OF  CAROLYN  B.  ROBINOWITZ,  M.D.,  SENIOR  DEPUTY 
MEDICAL  DIRECTOR,  AMERICAN  PSYCHIATRIC  ASSOCIATION, 
ALSO  ON  BEHALF  OF  AMERICAN  ACADEMY  OF  CHILD  &  ADO- 
LESCENT PSYCHIATRY,  MENTAL  HEALTH  LAW  PROJECT,  AND 
NATIONAL  MENTAL  HEALTH  ASSOCIATION 

Dr.  Robinowitz.  Thank  you,  Mr.  Downey. 

I  am  Carolyn  Robinowitz,  a  general  child  and  adolescent  psychia- 
trist and  the  Senior  Deputy  Medical  Director  of  the  American  Psy- 
chiatric Association,  a  medical  specialty  society  representing  more 
than  37,000  psychiatrists  nationwide. 

My  statement  is  presented  on  behalf  of  the  American  Psychiatric 
Association,  the  American  Academy  of  Child  and  Adolescent  Psy- 
chiatry, the  Mental  Health  Law  Project,  and  the  National  Mental 
Health  Association,  and  I  would  ask  that  my  prepared  statement 
be  included  in  the  record  in  its  entirety. 

Mr.  Downey.  All  of  your  statements  will  be. 

Dr.  Robinowitz.  Thank  you. 

Reform  of  the  Nation's  health  care  system  is  rightly  a  top  priori- 
ty for  Congress.  More  than  35  million  Americans  now  have  no 
health  insurance  and  millions  more  are  effectively  underinsured. 
The  uninsured  problem  is  particularly  acute  with  respect  to  cover- 
age for  the  treatment  of  mental  and  addictive  disorders. 

The  Alcohol,  Drug  Abuse,  and  Mental  Health  Administration  es- 
timates that  the  cost  of  not  treating  these  illnesses  is  $273  billion 
each  year  from  lost  work,  reduced  productivity,  prison  recidivism, 
and  a  growing  burden  on  Federal,  State,  and  local  judicial  and 
social  welfare  systems;  23  million  adult  Americans,  12.6  percent  of 
the  population,  suffer  from  a  diagnosable  mental  illness.  At  least 
3.5  million  suffer  from  a  severe  and  persistent  mental  illness.  Yet 
only  20  percent  of  those  in  need  actually  seek  mental  health  treat- 
ment; IV2  million  of  our  children,  that  is  12  percent  of  the  popula- 
tion, suffer  from  mental  disorders,  yet  80  percent  of  them  do  not 
receive  appropriate  treatment. 

Studies  suggest  that  50  percent  of  the  Nation's  elderly  nursing 
home  residents  have  a  diagnosis  of  a  mental  disorder.  The  suicide 
rate  for  the  elderly,  at  22  per  10,000  persons,  is  double  that  of  the 
nonelderly  adult  population. 

Mental  illness  also  has  a  major  impact  on  the  country's  homeless 
population.  A  third  of  single  adult  homeless  persons  are  estimated 
to  have  a  severe  and  persistent  mental  illness,  and  a  study  of  the 
homeless  on  the  streets  of  New  York  City  found  that  as  many  as  50 
percent  suffered  from  serious  mental  disorders. 

Thus,  mental  illness  is  clearly  a  major  national  health  care  prob- 
lem and  should  be  a  top  priority  in  any  health  care  reform  propos- 
al this  Congress  may  consider.  Sadly,  that  is  not  the  case  with  the 
President's  health  care  reform  proposal. 

The  President  wants  his  administration  to  be  a  thousand  points 
of  light,  but  unfortunately  the  health  care  proposal  leaves  30  mil- 
lion Americans  who  suffer  from  mental  illness  in  total  darkness. 
We  would  make  the  following  observations  about  the  plan. 
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The  President's  proposal  offers  persons  with  mental  illness  no  as- 
surance of  benefit  coverage.  The  proposal  would  preempt  the  hard- 
fought  and  hard-won  State  mandates  requiring  coverage  of  mental 
illness  and  addictive  disorders  while  at  the  same  time  failing  to  es- 
tablish any  uniform  Federal  coverage  requirement.  Persons  with 
mental  illness  would  thus  be  cut  off  from  needed  mental  health 
treatment,  reducing  access. 

The  President's  proposal  is  counterintuitive.  The  premise  of  pre- 
empting State  benefit  mandates  is  to  reduce  costs  associated  with 
the  current  patchwork  of  benefit  requirements  across  the  States, 
but  the  President's  proposal  would  require  each  State  then  to  nego- 
tiate a  package  of  benefits  with  the  insurance  industry,  creating 
the  very  real  prospect  of  50  different  bare  bones  health  care  plans. 
This  is  illogical. 

Further,  the  President's  proposal  would  leave  people  with  mental 
illnesses  and  all  health  care  consumers  vulnerable  to  anticonsumer 
abusive  managed  care  and  utilization  review  techniques. 

Responsible  managed  care,  which  emphasizes  access  to  care  and 
the  quality  of  such  care,  can  plan  a  positive  role  in  the  health  care 
delivery  system. 

Unfortunately,  it  has  been  our  experience  that  too  many  man- 
aged care  and  utilization  review  programs  emphasize  their  bottom 
line  at  the  expense  of  needed  care. 

The  President's  proposal,  by  preempting  State  efforts  to  curb 
these  managed  care  and  UR  practices  which  the  States  have  deter- 
mined to  be  abusive  and  anticonsumer  would  give  us  a  greater 
problem. 

The  President's  proposal  would  continue  discrimination  against 
persons  with  mental  illness  and  leave  them  with  substantial  out-of- 
pocket  costs.  The  good  news  is  that  mental  illnesses  are  treatable 
illnesses  and  such  treatment  is  cost-effective. 

Unfortunately,  though,  by  failing  to  treat  mental  health  care  as 
a  basic  necessity  and  by  failing  to  require  explicitly  that  mental 
health  coverage  be  included  in  his  insurance  reform  proposal,  the 
President  would  further  institutionalize  the  stigma  and  discrimina- 
tion against  persons  with  mental  illness.  Even  where  coverage 
could  be  found,  persons  with  mental  illness  would  undoubtedly  be 
subject  to  discriminatory  limits  on  the  scope  and  duration  of  bene- 
fits and  would  continue  to  face  substantial  out-of-pocket  expenses 
for  treatment  as  well  as  the  discriminatory  copayments  that  exist. 

In  summary,  I  recommend  the  following  as  a  framework  for 
reform.  Federal  health  care  reform  legislation  should  expand 
access  to  care  for  all  Americans  while  controlling  inappropriate 
cost  increases  and  reducing  the  administrative  burden.  Such  legis- 
lation must  include  an  acceptable  package  of  mental  health  bene- 
fits, including  inpatient  care,  outpatient  care,  and  partial  hospitali- 
zation. Federal  legislation  should  avoid  the  bare-bones  insurance 
trap.  Federal  benefit  floors  should  not  become  State  benefit  ceil- 
ings. 

Federal  legislation  should  not  stifle  State  efforts  to  expand  access 
to  mental  health  care,  and  if  Congress  preempts  State  laws  which 
regulate  anticonsumer  and  abusive  managed  care  and  utilization 
review  practices,  the  Congress  should  establish  uniform  Federal 
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standards  to  ensure  reasonable  managed  care  and  utilization 
review  operations. 

Thank  you.  I  will  be  happy  to  address  your  questions. 

[The  prepared  statement  follows:] 
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Statement  of  Carolyn  B.  Robinowitz,  M.D. 

Senior  Deputy  Medical  Director, 
American  Psychiatric  Association 

on 

The  President's  Health  Care  Reform  Proposal 
& 

Mental  Health  Coverage 

Presented  on  Behalf  of: 
The  American  Psychiatric  Association 
The  American  Academy  of  Child  &  Adolescent  Psychiatry 
The  Mental  Health  Law  Project 
The  National  Mental  Health  Association 

March  4,  1992 


Mr.  Chairman,  I  am  Carolyn  B.  Robinowitz,  M.D.  I  am  a 
psychiatrist,  and  serve  as  Senior  Deputy  Medical  Director  of  the 
American  Psychiatric  Association  (APA) ,  a  medical  specialty  society 
representing  more  than  37,000  psychiatric  physicians  nationwide. 

I  am  pleased  to  present  this  testimony  on  the  Bush  Administration's 
health  care  reform  proposal,  and  most  specifically  on  the  potential 
impact  of  health  care  reform  on  access  to  mental  health  treatment. 

My  statement  today  is  presented  on  behalf  of  the  American 
Psychiatric  Association,  the  American  Academy  of  Child  and  Adolescent 
Psychiatry,  the  Mental  Health  Law  Project,  and  the  National  Mental 
Health  Association,  and  thus  presents  the  views  of  national 
organizations  representing  mental  health  care  providers,  advocates,  and 
consumers,  who  have  long  been  concerned  about  the  failure  of  our  health 
care  system  to  adeguately  provide  the  basic  elements  of  services 
reguired  by  persons  in  need  of  mental  health  services. 

In  addition,  the  National  Association  of  State  Mental  Health 
Program  Directors,  and  the  American  Association  for  Marriage  and  Family 
Therapy  have  asked  to  be  associated  with  these  comments.  I  would  note 
that,  as  with  any  consensus  document,  not  all  of  the  organizations 
referenced  explicitly  endorse  every  finding  in  this  testimony  as  a 
matter  of  official  organization  policy. 

I.        HEALTH  CARE  COVERAGE  AND  PERSONS  WITH  MENTAL  ILLNESS: 

More  than  3  5  million  Americans  now  lack  health  insurance  coverage, 
and  millions  more  are  not  adeguately  insured.  While  health  insurance  is 
hardly  "free",  we  need  to  recognize  that  there  is  also  a  direct  cost  to 
society  —  and  perhaps  a  much  higher  net  cost  —  when  millions  are 
uninsured. 

The  uninsured  problem  is  particularly  acute  with  respect  to 
coverage  for  the  treatment  of  mental  and  addictive  disorders,  where 
there  are  clear  and  substantial  costs,  including  lost  work,  reduced 
productivity,  prison  recidivism,  and  a  growing  burden  on  the  Federal, 
state,  and  local  judicial  and  social  welfare  systems  from  untreated  or 
undertreated  mental  illness  and  substance  abuse  and  addictive  disorders. 

The  Alcohol,  Drug  Abuse  and  Mental  Health  Administration  (ADAMHA) 
estimates  these  costs  at  $273  billion  annually.  In  1985,  some  140,000 
people  died  from  alcohol,  drug,  and  mental  disorders.  Employee 
substance  abuse  increases  workplace  costs  and  affects  productivity. 
Employees  with  a  substance  abuse  problem  have  an  absence  rate  2.5  times 
higher  than  nonabusers ,  are  25%  to  33%  less  productive  than  nonabusers, 
and  file  claims  for  workman's  compensation  3  times  more  often  than 
nonabusers . 

Mental  illness  is  a  major  health  care  problem  in  the  U.S.  12.6%  - 
-  23  million  —  Americans  over  the  age  of  18  have  a  diagnosable  mental 
illness  in  any  given  month.  At  least  3.5  million  Americans  suffer  from 
a  mental  illness  which  is  categorizable  as  severe  and  persistent.  Yet 
only  20%  of  those  in  need  actually  seek  mental  health  treatment. 
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Nor  is  mental  illness  an  "adult's  dise.je".  At  least  12%  —  7.5 
million  —  of  our  children  under  age  18  suffer  from  mental  disorders, 
yet  nearly  80%  do  not  receive  appropriate  treatment. 

Mental  health  is  also  a  major  problem  for  tb  -.  nation's  elderly. 
The  suicide  rate  for  those  over  65  is  nearly  dcuble  that  for  other 
adults,  or  22  per  10,000.  Nursing  facility  residents  are  particularly 
at  risk  of  depression,   dementia,   and  other  major  mental  disorders. 

Based  on  data  from  the  National  Nursing  Home  Survey,  nearly  50% 
(668,000  of  1.3  million)  of  our  elderly  nursing  facility  residents  have 
a  diagnosis  of  a  mental  disorder.  A  1986  study  of  50  residents  randomly 
selected  from  among  180  residents  of  a  proprietary  intermediate  care 
nursing  facility  found  that  94%  of  the  sample  had  a  psychiatric 
disorder,  most  often  dementia;  18%  had  dementia  with  depression;  and  8% 
had  evidence  for  major  depression.  A  similar  study  conducted  in  1988 
found  that  94%  of  residents  sampled  at  a  nursing  facility  had 
neuropsychiatric  disorders,  including  dementia  (72%),  organic 
personality  disorder  (14%),  and  organic  psychotic  disorders  (12%). 
Nearly  50%  of  the  sampled  residents  had  behavioral  problems  of  agitation 
and  aggression. 

Mental  illness  also  has  a  major  impact  on  the  country's  homeless 
population.  Current  research  suggests  that  33%  of  the  single  adult 
homeless  population  has  a  severe  and  persistent  mental  illness,  often  in 
conjunction  with  alcohol  or  other  drug  problems.  A  1983  study  of  the 
prevalence  of  mental  illness  among  a  sample  of  179  men  and  women  in 
Philadelphia  found  that  40%  had  major  mental  disorders.  Of  those,  more 
than  one-third  were  diagnosed  with  schizophrenia,  and  one-fourth 
suffered  from  substance  abuse  problems.  An  earlier  study  of  the 
homeless  on  New  York  City  streets  found  that  as  many  as  50%  suffered 
from  serious  psychiatric  disorders. 

Simply  put,  mental  illness  is  a  major  health  care  problem  in 
American  society.  It  cuts  a  wide  swath  across  all  segments  of  our 
society,  from  the  very  young  to  the  very  old,  and  it  does  not  respect 
ethnic,  economic,  cultural,   or  religious  boundaries. 

II.      ISSUES  IN  REFORM: 

Our  organizations  believe  that  any  discussion  of  health  care  reform 
must  consider  the  issue  of  a  national  versus  state-by-state  reform 
approach.  Insurance  reform,  which  is  a  crucial  component  of  access  to 
health  care,  is  a  national  priority  which  directly  impacts  the  residents 
of  all  states.  As  such,  we  believe  that  there  is  much  to  be  gained  from 
Federal  small  market  insurance  reform,  a  view  buttressed  by  the 
proliferation  in  the  U.S.   Congress  of  various  reform  proposals. 

Uniform  Federal  standards  offer  clear  benefits,  among  them: 
standardization  of  insurance  coverage,  elimination  of  incentives  for 
business  "flight"  to  low-effort  states,  and  uniform  rules  which  will 
facilitate  policy-writing  and  bring  maximum  market  pressure  to  bear  on 
insurance  rates.  By  spelling  out  the  "rules  of  the  game"  for  all 
players,  reasonable  Federal  benefit  standards  would  facilitate  the 
provision  of  health  care  to  all  Americans,  not  just  those  who  have  the 
good  fortune  to  reside  in  "high  effort"  states. 

We  note  that  a  Federal  standard  has  the  benefit  of  minimizing 
adverse  selection.  One  of  the  main  reasons  for  the  success  of  the 
Medicare  program  is  that  it  spreads  the  risk  for  utilization  of  a 
particular  benefit  over  a  very  large  beneficiary  population.  We  believe 
that  the  risk  of  adverse  selection  must  be  addressed  in  a  national 
standard,  or  insurance  reform  runs  the  real  risk  of  being  picked  apart 
by  insurance  or  business  interests  which  perceive  particular  benefits  as 
"high  cost"  and  subject  to  particular  problems  with  adverse  selection. 
By  establishing  a  uniform  minimum  benefit  standard,  this  problem  can  be 
avoided.  This  is  particularly  true  with  respect  to  coverage  of 
treatment  for  mental  illness  and  drug  and  alcohol  abuse. 

By  the  same  token,  we  recognize  that  some  states  have  responded 
more  quickly  than  the  Federal  Government  to  health  care  pressures.  With 
respect  to  mental  health  coverage,  a  number  of  states,  including  Texas 
and  California,  have  made  recent  efforts  to  provide  better  coverage  for 
at  least  some  of  those  suffering  from  mental  disorders  (which  may  be 
characterized  loosely  as  "chronic,"  "severe,"  or  "biologically  based"). 
While  none  of  our  organizations  formally  endorse  such  efforts  at  this 
time,  these  efforts  are  an  attempt  to  respond  to  the  particular  needs  of 
some  specific  segments  of  those  who  suffer  from  mental  illness. 
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Other  states  have  enacted  laws  to  control  onerous  and  ant. -consumer 
private  utilization  review  programs  that  effectively  deny  patients 
medically  and  otherwise  clinically  necessary  treatment,  having  through 
abusive  practices  put  inappropriate  cost  pressures  on  physicians  and 
hospitals  to  reduce  care,  and  that  often  target  mental  health  benefits 
for  cost-savings. 

Regrettably,  stigma,  rooted  in  fear  and  ignorance,  often  creates 
different  managed  care  and  utilization  review  standards  for  the 
treatment  of  mental  illness  and  substance  abuse  as  contrasted  to 
physical  health  care  needs. 

Thus,  we  believe  that  Federal  benefit  standards  should  not  run 
roughshod  over  innovative  state  efforts.  One  alternative  may  be  to 
provide  a  basic  Federal  standard  that  allows  "waivers"  for  innovative 
state  programs  which  improve  access  or  provide  benefits  above  the 
defined  minimum  Federal  requirements. 

Many  of  the  health  care  reform  proposals  introduced  to-date  in  the 
102nd  Congress  would  automatically  preempt  state  benefit  mandates, 
replacing  them  with  a  uniform  Federal  minimum  standard.  We  certainly 
understand  the  administrative  costs  associated  with  our  current 
patchwork  of  state  benefit  mandates.  Mental  health  care  providers  are 
frustrated  by  the  bewildering  variations  on  insurance  coverage  of  the 
services  we  provide,  and  we  know  first-hand  of  the  high  costs  of  having 
to  keep  track  of  different  coverage  and  different  administrative 
requirements  as  set  out  by  insurance  plans. 

Consumers  and  advocates  are  frustrated  by  the  existence  of  wide 
variation  in  coverage,  eligibility,  coinsurance,  deductibles,  and  scope 
and  duration  of  benefits  under  our  current  patchwork  of  insurance 
practices.  This  is  a  particular  problem  for  mental  health  care,  where 
coverage  and  out-of-pocket  costs  almost  invariably  discriminate  against 
persons  seeking  mental  health  care.  This  is  true  even  in  the  Federal 
Medicare  program  —  virtually  the  best  insurance  coverage  in  the  country 
where  Medicare  beneficiaries  must  pay  a  discriminatory  50% 
coinsurance  for  outpatient  mental  health  treatment,  as  opposed  to  the 
"normal"  20%  coinsurance  for  virtually  all  other  Medicare  covered 
services.  For  an  elderly  Medicare  beneficiary  often  living  on  a  fixed 
income,  the  50%  coinsurance  can  and  does  mean  the  difference  between 
seeking  treatment  for  necessary  care  and  being  financially  unable  to 
afford  the  necessary  treatment. 

While  Federal  preemption  of  state  benefit  mandates  may  help  achieve 
administrative  savings,  it  will  mean  nothing  for  persons  with  mentally 
illness  in  this  country  unless  simultaneously  accompanied  by  a  Federal 
minimum  benefit  which  adequately  covers  the  full  spectrum  of  services 
which  the  mentally  ill  require,  including  outpatient,  inpatient,  and 
partial  hospitalization  care.  What  good  is  economic  efficiency  in 
health  care  reform  if  the  price  of  such  efficiency  is  the  loss  or  deep 
erosion  of  mental  health  benefits? 

III.     THE  PRESIDENT'S  HEALTH  CARE  REFORM  PROPOSAL: 

With  this  general  framework  in  mind,  let  me  now  turn  to  a 
discussion  of  the  President's  proposal  to  reform  the  health  care  system. 

Briefly,  the  President's  proposal  is  a  market-based  reform 
initiative  which  would,  at  least  in  theory: 

*  Require  health  insurers  to  cover  all  groups  seeking  to  purchase 
insurance. 

*  Require  insurance  coverage  to  be  guaranteed  and  renewable,  and 
eliminate  pre-existing  conditions  exclusions  for  those  who  purchase  such 
insurance. 

*  Facilitate  small  business  risk  pooling  to  reduce  the  cost  of 
insurance  coverage. 

*  Limit  premium  variations. 

*  Standardize  claims  procedures  through  the  use  of  a  single 
insurance  claims  form  and  electronic  billing  systems. 
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*  Partially  offset  the  cost  of  purchasing  health  insurance  by 
providing  a  transferable  health  insurance  tax  credit  or  tax  deduction 
(subject  to  income-related  phaseout)  of  up  to  $1,250  for  individuals 
with  incomes  of  up  to  $50,000;  $2,500  for  married  couples  with  incomes 
of  up  to  $65,000;  and,  $3,750  for  families  of  three  or  more  with  incomes 
of  up  to  $80,000. 

*  Provide  low-income  persons  (who  do  not  earn  enough  to  pay 
taxes)  with  an  equivalent  voucher  to  be  used  to  purchase  insurance. 

*  Permit  the  self-employed  to  fully  deduct  the  cost  of  health 
insurance  premiums. 

*  Preempt  current  state  mandated  benefits. 

*  Require  the  states  to  work  with  insurance  companies  to  develop 
health  care  packages  that  would  be  covered  by  the  available  credit  or 
deduction. 

*  Restructure  Medicaid  and  require  that  Medicaid  patients  be 
treated  in  a  managed  care  setting. 

*  Preempt  state  laws  or  regulations  restricting  managed  care  or 
utilization  review. 

IV.     THE  PRESIDENT'S  PLAN  AND  PERSONS  WITH  MENTAL  ILLNESS: 

The  bare  outlines  of  the  President's  proposal  might  suggest  to  a 
cursory  reader  that  it  is  a  comprehensive  response  to  our  national 
health  care  problem.  A  closer  examination  reveals  major  shortcomings 
and  inadequacies  in  the  plan.  Nowhere  are  the  shortcomings  of  the 
President's  proposal  more  evident  than  in  the  area  of  mental  health 
care. 

Bluntly,  Mr.  Chairman,  adoption  of  the  Bush  Administration's 
proposal  would  be  a  disaster  for  the  mental  health  care  community.  The 
Administration  may  wish  to  advocate  its  "Thousand  Points  of  Light",  but 
the  President's  health  care  reform  proposal  would  leave  the  millions  of 
American  men,  women  and  children  who  suffer  from  mental  illness  in  total 
darkness. 

We  would  make  the  following  general  observations  about  the  impact 
of  the  President's  health  care  reform  proposal  on  those  persons 
suffering  from  mental  illness: 

1.  The  President's  proposal  offers  persons  with  mental  illness  no 
assurance  of  any  benefit  coverage  whatsoever. 

The  proposal  would  preempt  current  state  benefit  mandates,  and  in 
the  process  preempt  hard-fought  and  hard-won  coverage  of  treatment  for 
mental  illness.  States  would  be  directed  to  negotiate  with  insurance 
companies  to  establish  what  will  be  little  more  than  a  "bare  bones" 
health  insurance  package.  The  President  fails  to  require  coverage  of 
treatment  for  mental  illness  in  this  state-defined  insurance  package, 
and  with  past  as  prologue  there  is  no  reason  to  believe  that  the  states 
—  or  the  insurance  industry  —  will  include  such  coverage  without  an 
explicit  mandate. 

As  noted,  the  President's  proposal  would  vitiate  the  decades-long 
battle  by  mental  health  advocates  to  push  the  states  to  ensure  coverage 
of  persons  with  mental  illness.  Today,  some  30  states,  including  the 
District  of  Columbia,  require  that  minimum  mental  health  benefits  be 
either  provided  or  offered.  Of  those  30  states,  17  states  (Colorado, 
Connecticut,  the  District  of  Columbia,  Hawaii,  Kansas,  Maine,  Maryland, 
Massachusetts,  Minnesota,  Montana,  New  Hampshire,  New  York,  North 
Dakota,  Ohio,  Oregon,  Virginia,  and  Wisconsin)  require  coverage  of 
inpatient  and/or  outpatient  treatment  of  mental  illness.  The  remaining 
13  states  (Arkansas,  California,  Florida,  Georgia,  Illinois,  Kentucky, 
Louisiana,  Missouri,  Mississippi,  Tennessee,  Vermont,  Washington,  and 
West  Virginia)  require  that  insurance  companies  make  available  or  offer 
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certain  benefits  for  mental  health  care. 

The  President's  proposal  would  nullify  these  coverage  requirements 
while  at  the  same  time  failing  to  require  any  uniform  minimum  coverage 
of  mental  health  care  in  his  proposal  for  reform.  Inis  is  unacceptable 
to  the  23  million  Americans  over  age  18  who  have  a  diagnosable  mental 
illness  or  the  7.5  million  of  our  children  under  age  18  who  suffer  from 
mental  disorders. 

2 .  We  believe  that  this  —  or  any  other  —  proposal  to  wipe  out 
current  state  mandates  and  simultaneously  require  states  to  negotiate  a 
"bare  bones"  health  care  package  with  the  insurance  industry  for  an 
individual  state-defined  package  of  benefits  is  completely 
counterintuitive . 

As  we  understand  it,  the  premise  of  preemption  of  state  benefit 
mandates  is  to  remedy  the  current  patchwork  of  coverage  requirements, 
thus  promoting  administrative  savings.  If  that  is  the  case,  how  is  it 
remotely  reasonable  to  then  require  that  each  state  negotiate  to  define 
its  own  -benefit  package?  The  likely  result —  absent  any  responsible 
minimum  Federal  standard  —  will  be  the  replication  of  the  very 
conditions  that  led  to  the  proposed  preemption  in  the  first  place.  This 
simply  makes  no  sense  at  all. 

3.  The  President's  proposal  will  leave  those  with  mental  illness  - 
-  and  all  health  care  consumers  —  vulnerable  to  anti-consumer  managed 
care  and  utilization  review  abuses. 

The  President's  proposal  touts  managed  care  and  utilization  review 
as  a  major  solution  to  health  care  access  and  cost.  The  President's 
proposal  would  "facilitate"  what  is  described  as  "coordinated  care"  by 
preempting  state  laws  and  regulations  now  aimed  at  curbing  anti-consumer 
abusive  managed  care  and  utilization  review  practices. 

We  certainly  acknowledge  that  there  is  a  positive  role  to  be  played 
by  reasonable  and  responsible  managed  care  programs  in  efforts  to  reform 
the  nation's  health  care  system.  Unfortunately,  we  believe  that  many 
managed  care  operations  focus  on  their  "bottom  line"  at  the  expense  of 
patient  care  and  the  quality  of  such  care.  In  addition,  we  note  that 
managed  care  operations  raise  particularly  troubling  questions  with 
respect  to  the  provision  of  mental  health  care.  When  patients  who  have 
established  a  therapeutic  relationship  with  a  mental  health  care 
professional  are  suddenly  subject  to  managed  care,  treatment  can  be 
disrupted,  curtailed,  or  abruptly  terminated.  Managed  care  operations 
designed  primarily  to  curb  costs  without  regard  to  patient  care  simply 
establish  a  second  class  care  system. 

With  respect  to  utilization  review  (UR) ,  we  are  concerned  that  too 
many  UR  companies  specialize  in  cost-cutting,  not  necessarily  in 
ensuring  maximum  effectiveness  of  scope  of  coverage.  Typically,  our 
experience  is  that  many  private  utilization  review  companies  have  gone 
after  mental  health  care  coverage  with  a  "meat  axe." 

Spurred  on  by  the  arbitrary  and  abusive  tactics  of  some  managed 
care/UR  companies,  at  least  15  states  (Arkansas,  Connecticut,  the 
District  of  Columbia,  Florida,  Georgia,  Hawaii,  Kansas,  Kentucky,  Maine, 
Maryland,  North  Carolina,  South  Carolina,  and  Virginia)  have  approved 
legislation  regulating  utilization  review  bodies  in  order  to  protect 
patients  and  health  care  providers.  During  1991,  nearly  20  states 
considered  similar  legislation. 

The  fact  that  nearly  all  UR  legislative  activity  has  occurred  over 
the  last  three  years  speaks  directly  to  the  urgency  of  the  problems 
associated  with  UR  firms  whose  primary  concern  is  cost  savings  rather 
than  carefully  managed  quality  of  health  care. 

In  general,  state  UR  laws  have  sought  to  address  the  following 
issues: 

o        Adverse  impact  of  benefit  cutting  on  quality  of  care, 
o        Inadequately  qualified  review  personnel. 

o        Insufficient    safeguards    for    confidentiality    of    patient  medical 
records. 

o        Lack  of  uniform  standards  among  external  UR  firms. 


o        Non-disclosure  of  review  criteria  and  standards. 
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States  typic;.  j  have  sought  to  require  manaatory  state 
certification  of  UP  companies.  Certification  enrails  compliance  with 
specific  patient  and  provider  protection  requirements.  Georgia,  for 
example,  requires  disclosure  of  medical  protocols  to  health  care 
providers  and  a  specific  ban  on  incentive  payment  contracts  which 
emphasize  reduction  of  reviewed  services.  Maryland  also  requires 
disclosure  of  the  type  and  qualifications  of  UP  personnel,  strict 
confidentiality  procedures,  and  an  established  appeals  process.  Florida 
requires  that  mental  health  services  be  reviewed  by  a  psychiatrist. 

In  sum,  state  efforts  have  been  concentrated  on  curtailing  abusive 
UR  practices  which  are  thinly-veiled  efforts  to  undercut  the  provision 
of  health  care  to  produce  short-term  cost  savings  for  insurers  and 
businesses  alike. 

We  must  recognize  that  this  state  response  has  not  occurred  in  a 
vacuum,  but  in  fact  has  been  in  direct  response  to  very  real  abuses  at 
the  state  level.  The  President's  proposal  assumes  that  (a)  all  managed 
care  is  good  quality  care;  (b)  all  managed  care  and  utilization  review 
has  the  patient's  best  interests  at  heart;  and,  (c)  all  state  efforts  to 
regulate  managed  care  and  utilization  review  are  inappropriate. 
Clearly,  real-world  experience  shows  otherwise. 

The  Congress  should  therefore  reject  any  blanket  preemption  of 
state  efforts  to  curb  abuses  in  this  area,  and  should  instead  move 
aggressively  to  impose  uniform  and  tough  Federal  standards  to  outlaw 
these  abuses. 

4.  The  President's  proposal  will  provide  persons  with  mental 
illness  with  inadequate  assistance  with  health  insurance  costs. 

We  welcome  the  notion  of  defraying  the  cost  of  purchasing  health 
insurance.  But  we  believe  that  the  vouchers,  credits,  and  deductions  as 
set  forth  in  the  President's  proposal  are  not  adequate  to  cover  the  cost 
of  insurance  today,  and  health  care  inflation  may  widen  that  coverage 
gap.  For  example,  an  average  individual  health  care  policy  for  a  single 
person  now  costs  approximately  $1,500,  and  approximately  $3,600  (Foster 
Higgins,  January,  1992)  for  a  family  insurance  policy,  assuming  (a)  no 
pre-existing  medical  conditions,  and  (b)  that  such  an  individual  policy 
can  still  be  found  for  purchase.  These  costs  would  increase  as  the 
policy-holder  is  experience  rated  over  the  life  of  the  coverage.  The 
President's  proposal  would  thus  at  best  barely  cover  the  cost  of  health 
care  insurance  for  a  healthy  person  in  today's  market,  assuming  that 
individual  could  find  an  insurance  company  willing  to  sell  him  or  her  an 
individual  policy. 

The  scope  of  the  value  of  the  credit  would  decline  sharply  as  an 
income  rises  above  100%  of  the  Federal  poverty  line.  As  we  understand 
it,  the  President's  proposal  would  phase  down  to  a  paltry  $375  for  a 
family  of  three  when  their  income  reached  $16,710.  While  families  whose 
incomes  made  the  credit  effectively  useless  could  instead  itemize  the 
cost  up  to  the  maximum,  we  question  whether  it  is  reasonable  to  expect 
families  with  incomes  of  some  $17,000  to  file  itemized  returns.  The 
Administration's  own  estimates  suggest  that  nearly  5  million  Americans 
would  still  lack  insurance  under  the  President's  plan;  the  Census  Bureau 
estimates  that  nearly  72%  of  the  uninsured  have  family  incomes  above  100 
percent  of  the  Federal  poverty  line.  Thus,  a  majority  of  the  uninsured 
would  be  affected  by  the  phase-out  of  the  credit  and  hence  the  minimal 
protections  offered  under  the  President's  plan. 

Further,  the  President's  proposal  would  still  leave  individuals  and 
families  with  large  out-of-pocket  expenses,  since  the  value  of  the 
voucher,  credit,  or  deduction,  is  pegged  to  the  presumption  that  it 
would  be  used  to  purchase  a  state-defined  "bare  bones"  insurance 
package.  Other  than  the  minimal  coverage  provided  under  typical  "bare 
bones"  policies,  the  consumer  would  still  have  major  out-of-pocket 
expenses  for  treatment  beyond  the  scope  of  the  insurance  plan.  Worse, 
as  we  understand  it,  the  President's  proposal  includes  no  catastrophic 
"stop  loss"  to  guard  against  huge  out-of-pocket  expenses  attributable  to 
a  major  illness  which  would  most  likely  not  be  covered  under  a  "bare 
bones"  insurance  plan. 

For  persons  with  mental  illness,  the  President's  proposal  offers  no 
assurance  of  help  whatsoever.  As  noted,  the  minimal  financial 
assistance  the  President  proposes  would  be  available  to  purchase  state- 
defined  "bare  bones"  health  insurance.  Since  the  President's  proposal 
preempts  state  benefit  mandates  (and  with  them  required  coverage  of 
treatment  for  mental  disorders)  it  is  quite  likely  that  persons  with 
mental  illness  would  be  left  with  minimal  health  insurance  which  does 
not  include  any  mental  health  benefit  at  all.  Thus,  the  costs  of  care 
would  be  paid  fully  out-of-pocket  by  those  suffering  from  mental 
illness . 


445 


Even  assuming  that  some  insurance  plans  did  offer  the  option  of 
mental  health  coverage  as  a  rider,  the  President's  proposal  would  thus 
only  facilitate  the  problem  of  adverse  selection,  i.e.,  that  those  most 
in  need  of  mental  health  care  would  seek  to  purchase  insurance  which 
provided  some  coverage,  thus  pushing  the  cost  of  such  insurance  beyond 
the  means  of  many  to  pay  for  it. 

Ls  The  President's  proposal  would  effectively  institutionalize 

discrimination  against  those  who  suffer  from  mental  illness. 

By  failing  to  treat  mental  health  care  as  a  "basic"  necessity,  and 
by  failing  to  require  that  mental  health  coverage  be  explicitly  included 
in  his  insurance  reform  proposal,  the  President  is  institutionalizing 
discrimination  against  persons  with  mental  illness. 

First,  mental  illness  and  those  who  suffer  from  it  are  subject  to 
substantial  public  stigma.  While  major  physical  illness  is  treated  with 
sympathy,  compassion,  and  concern,  mental  illness  provokes  indifference 
and  outright  hostility.  Simply  put,  there  is  often  an  underlying 
attitude  that  Americans  suffering  from  mental  illness  are  somehow  not 
"really"  ill  and  instead  suffer  from  nothing  more  than  a  character 
defect. 

Second,  when  the  illness  itself  is  discounted,  there  is  a 
concomitant  tendency  to  discount  the  need  for  treatment.  A  prevailing 
myth  is  that  persons  suffering  from  mental  illness  are  in  fact 
"self-indulgent"  individuals  who  spend  countless  hours  talking  about 
their  problems  instead  of  getting  on  with  life  and  solving  their  own 
problems. 

Third,  when  the  need  for  treatment  is  discounted,  there  is  a 
concomitant  tendency  to  assert  that  mental  health  coverage  is  too 
expensive  and  is  not  cost-effective. 

The  President's  failure  to  provide  any  meaningful  coverage  for 
persons  with  mental  illness  would  institutionalize  these  public 
misconceptions.  We  believe  the  time  is  long  past  for  public  policy 
makers  to  reject  these  assertions.  Congress  should  not  allow  the  30- 
plus  million  Americans  who  suffer  from  mental  illness  to  be  punished 
because  of  prejudice. 

Arguments  over  statistics  and  the  relative  cost  contribution  of 
mental  health  coverage  to  total  costs  for  insurance  benefits  serve 
largely  to  obscure  the  basic  issue,  namely  "Are  these  benefits 
worthwhile?"  We  believe  the  answer  is  a  clear,  unequivocal,  and 
resounding  "Yes,"  both  in  human  and  economic  terms. 

Treatment  has  been  proven  to  be  remarkably  effective  and  generally 
does  not  require  long  lengths  of  stay  or  high  rates  of  utilization.  For 
example,  a  1986  study  by  the  National  Institute  of  Mental  Health  showed 
that  only  7  patients  per  1,000  received  inpatient  psychiatric  care.  The 
median  length  of  stay  for  selected  diagnoses  ranged  from  7  to  19  days, 
with  the  longest  length  of  stay  for  patients  suffering  from 
schizophrenia. 

In  a  similar  vein,  a  1983  study  showed  that  of  3.4  million 
individuals  insured  under  the  Blue  Cross/Blue  Shield  FEHB  High  Option 
plan,  fewer  than  18,000  (0.5%)  received  any  inpatient  psychiatric 
treatment.  Of  those  who  were  hospitalized,  10,299  (57%)  were 
hospitalized  for  14  days  or  less,  and  13,622  (76%)  were  hospitalized  for 
30  days  or  less. 

Outpatient  utilization  studies  also  indicate  relatively  low  rates 
of  utilization  in  the  population  as  a  whole,  typically  in  the  4-5%  range 
of  potential  claimants.  A  1988  analysis  using  National  Medical  Care 
Utilization  and  Expenditures  Survey  (NMCUES)  data  found  that  85%  of 
those  patients  using  outpatient  services  used  15  or  fewer  visits.  The 
1983  Blue  Cross/Blue  Shield  study  showed  that  of  the  nearly  60,000 
outpatient  claimants,  72%  received  20  or  fewer  visits,  and  the  largest 
group  (30%)   received  just  5  or  fewer  visits. 

At  the  same  time,  studies  have  show  repeatedly  that 
psychotherapeutic  intervention  is  very  effective  in  the  treatment  of 
mental  illness  and  c.ddictive  disorders.  For  example,  recent  research 
sponsored  by  the  National  Institute  of  Mental  Health  and  conducted  by 
Rand  and  by  Frank  and  Kupfer  demonstrate  the  effectiveness  of 
psychotherapy  and  pharmacologic  interventions  for  the  treatment  of 
depressions.       (Frank,    et    al.,    "Three    Year   Outcomes    for  Maintenance 
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Therapies  in  Recurrent  Depression."  Archives  of  General  Psychiatry. 
December  15,  1990) .  The  Frank  study  showed  that  combined  treatment 
prevented  relapse  in  80%  of  patients  over  the  study  period. 

In  a  similar  vein,  a  1980  meta-analysis  by  Smith  (Smith,  M. ,  et  al. 
The  Benefits  of  Psychotherapy.  Baltimore,  Johns  ^-'apkins  University, 
1980)  showed  that  the  average  patient  receiving  psycnotherapy  was  better 
off  than  8  0%  of  persons  who  required,  but  did  not  receive  treatment. 
The  scientific  literature  is  replete  with  similar  examples  demonstrating 
the  effectiveness  of  treatment. 

With  respect  to  costs,  studies  show  that  in  the  1988-89  period,  the 
cost  of  treating  mental  illness  increased  less  than  the  increase  in 
overall  health  care  costs  (6.6%  versus  15.5%).  Further,  disaggregated 
changes  reflect  growth  that  mirrors  basic  policy  decisions.  In  the 
1988-89  period,  inpatient  charges  for  mental  disorders  increased  only 
4.1%  while  outpatient  charges  increased  14.4%.  This  Wv,uld  suggest  that 
the  emphasis  on  outpatient  care  in  recent  years  has  been  successful.  As 
a  percentage  of  total  charges,  charges  for  treatment  for  mental 
disorders  was  stable  at  approximately  8%  to  8.5%  in  all  years  surveyed, 
and  contributed  only  2.5  percentage  points  of  the  13  percent  increase  in 
health  charges  between  1986  and  1988. 

Mr.  Chairman,  these  and  many  other  studies  show  that  mental  illness 
is  treatable  and  that  such  treatment  is  cost-effective.  That  is  the 
good  news.  The  bad  news  is  that  the  President's  health  care  reform 
proposal  would  leave  persons  with  mental  illness  without  access  to  the 
care  they  need. 

6.  The  President's  plan  would  cause  major  problems  in  the  Medicaid 
program. 

The  President's  proposal  includes  a  radical  restructuring  of  the 
Medicaid  program.  As  we  understand  it,  under  the  Bush  Administration's 
plan  the  Federal  Government's  payments  to  the  states  for  Federal 
Financial  Participation  in  Medicaid  cost-sharing  for  acute  care  services 
would  be  made  as  a  capitated  payment,  adjusted  by  some  measure  for 
inflation.  Delivery  of  acute  care  services  would  be  shifted  to  what  the 
President  calls  "coordinated  care";  in  effect  the  President  would 
require  that  Medicaid  patients  be  treated  in  a  managed  care  setting. 

We  believe  that  this  "reform"  proposal  would  accomplish  little  more 
than  shifting  costs  from  the  Federal  Government  to  the  states.  First, 
the  capitated  payment  would  inevitably  lag  behind  general  health  care 
inflation,  putting  the  states  under  enormous  fiscal  pressure.  This 
would  only  hinder  efforts  to  expand  Medicaid  eligibility  and  services  in 
the  states.  Second,  Medicaid  payments  for  services  generally  already 
lag  behind  payments  made  from  other  sources,  including  Medicare.  The 
proposal  would  cause  major  problems  for  some  categories  of  providers 
whose  costs  are  not  now  met  by  Medicaid  payments.  Third,  requiring  that 
all  Medicaid  patients  be  treated  in  managed  care  settings  entrenches  a 
two-tier  health  care  delivery  system.  Fourth,  coupling  a  capitated 
Medicaid  payment  to  a  managed  care  requirement  without  establishing 
Federal  health  care  quality  of  care  standards  for  managed  care  is  a 
prescription  for  substandard  care  and  truncated  coverage  as  states 
struggle  to  cope  with  the  practical  results  of  this  proposal.  Fifth, 
unregulated  managed  care  poses  very  specific  problems  for  the  delivery 
of  mental  health  services,  as  we  have  already  outlined.  In  brief,  we 
believe  that  this  proposal  poses  real  dangers  for  Medicaid  patients  who 
suffer  from  mental  illness,   and  should  be  rethought  or  rejected. 

7.  The  President's  proposal  may  interfere  with  access  to  care 
provided  by  a  wide  range  of  mental  health  care  professionals,  as  defined 
under  state  scope  of  practice  lavs. 

While  recognizing  the  professional  distinctions  between  those 
professionals  who  provide  treatment  for  mental  disorders  through  state 
licensure  and  scope  of  practice  laws  and  regulations,  the  states  have 
also  generally  permitted  a  range  of  professional  services  to  be  provided 
in  addition  to  the  physician  psychiatrist  to  be  reimbursed.  This  should 
be  allowed  in  accordance  with  state  law.  There  is  a  need  for 
appropriate  access  to  a  full  range  of  services  and  payment,  as  dictated 
by  an  individual  patient's  treatment  requirements.  The  President's 
proposal  may  in  fact  preempt  the  availability  of  appropriate  care  from 
trained  and  licensed  providers  to  the  detriment  of  the  needs  of  the 
persons  with  mentai  illness. 
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V.     A  FRAMEWORK  FOR  MEANINGFUL  HEALTH  CARE  REFORM: 

A  health  care  system  which  leaves  more  than  3  5  million  persons 
without  health  insurance,  and  hence  without  real  access  to  care,  is 
unacceptable.  With  respect  to  health  care  reform  in  general,  and  mental 
health  coverage  in  particular,  we  would  of,.er  the  following 
recommendations : 

1.  Federal  health  care  reform  legislation  should  expand  access  to 
health  care  for  all  Americans,  while  controlling  inappropriate  cost 
increases  and  reducing  administrative  burdens. 

The  existence  of  3  0  to  3  5  million  uninsured  Americans  is  reason 
enough  for  health  care  reform. 

2.  Any  Federal  health  reform  legislation  must  include  an 
acceptable  package  of  mental  health  benefits,  including  inpatient  care, 
outpatient  treatment,  and  partial  hospitalization  and  ambulatory  care. 

We  believe  that  the  time  is  long-overdue  for  the  Congress  to  end 
discrimination  against  persons  with  mental  illness,  and  provide  benefits 
for  treatment  of  mental  illness  on  par  with  any  other  illness.  If  that 
is  not  feasible  at  this  time,  we  would  urge  the  Congress  to  require  as 
generous  a  package  of  mental  health  coverage  as  is  possible.  At.  a 
minimum,  this  package  should  provide  adequate  reasonable  annual 
inpatient  and  outpatient  benefits,  together  alternatives  to  residential 
treatment  including  partial  hospitalization. 

3.  Congress  should  be  sensitive  to  the  possibility  that  Federal 
minimum  standards  may  in  fact  become  state  maximum  benefit  levels. 

Federal  legislation  should  not  replace  hard-fought  and  hard-won 
state  coverage  requirements  with  less-generous  minimum  Federal 
standards.  One  possible  option  would  be  to  include  a  maintenance  of 
effort  requirement  for  those  states  whose  mental  health  coverage  now 
exceeds  contemplated  Federal  minimum  standards. 

4.  Federal  legislation  should  not  stifle  innovative  state  efforts 
to  expand  mental  health  coverage. 

Some  states,  for  example,  have  adopted  legislation  to  require  that 
"serious  mental  illness"  (however  defined)  be  covered  on  par  with  any 
other  illness  in  insurance  plans,  without  sacrificing  coverage  of 
treatment  for  other  forms  of  mental  disorders.  Of  particular  note  is 
the  fact  that  Coopers  &  Lybrand  determined  that  unlimited  coverage  for 
inpatient  and  outpatient  mental  disorders  —  as  specified  in  California 
State  legislation  —  would  add  a  grand  total  of  just  $0.78  per  month  to 
the  total  cost  of  providing  health  insurance  in  the  State.  Only  fear, 
ignorance,  and  stigma  would  permit  one  to  perpetuate  discrimination 
against  those  in  our  society  who  suffer  from  mental  illness. 

5.  Federal  legislation  should  avoid  the  "bare  bones"  insurance 
benefit  trap. 

At  least  16  states  have  enacted  "bare  bones"  or  "basic  benefits" 
legislation,  which  typically  permit  insurers  to  market  low-cost  basic 
health  plans  with  limited  benefits.  Careful  evaluation  of  these  "bare 
bones"  plans  reveals  them  to  be  little  more  than  a  means  of 
circumventing  underlying  state  benefit  mandates.  These  bills  create 
only  the  illusion  of  insurance  coverage,  and  are  all-too-of ten  just  a 
public  relations  campaign  which  serve  to  delay  meaningful  insurance 
reform. 

6.  Federal  legislation  should  not  automatically  preempt  state  lavs 
designed  to  end  abusive,  anti-consumer  utilization  review  practices  and 
"managed  care"  operations. 

State  experience  shows  that  many  managed  care  and  utilization 
review  programs  are  in  reality  nothing  more  than  cost-cutting  without 
regard  to  needed  patient  care.  Private  utilization  review  is  virtually 
unregulated  at  the  Federal  level,  yet  too  many  of  these  companies 
specialize  in  "meat  axe"  attacks  on  specific  benefits,  usually  including 
mental  health  treatment. 
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7.  In  the  alternative,  if  Congress  intends  to  preempt  state 
regulation  as  a  means  of  standardizing  insurance  practices,  then  Federal 
legislation  should  ensure  that  there  are  reasonable  practice  standards 
for  utilization  review  and  managed  care. 

Under  this  alternative,  Federal  legislation  would  spell  out  clearly 
what  constitutes  "reasonable"  managed  care  and  UR  practices,  and  should 
hold  managed  care  and  UR  firms  accountable  for  abuses.  For  example,  the 
American  Psychiatric  Association,  in  an  effort  to  address  the  growing 
concern  of  patients  and  health  care  providers  about  generally 
unregulated  UR  practices,  has  developed  draft  model  legislation  to 
require  state  credentialling  of  UR  activities.  The  APA  proposal,  which 
the  Congress  may  wish  to  consider,   emphasizes  the  following  points: 

o  Non-discriminatory  UR  of  treatment  of  medical/physical  and  mental 
illness. 

o  Disclosure  to  patients  and  providers  of  UR  or  managed  care  plans, 
including  review  criteria  and  standards. 

o  Prohibition  on  determinations  adverse  to  patient  or  provider  with 
respect  to  medical  necessity  without  prior  evaluation  and 
concurrence  by  a  physician. 

o  Denial  of  reimbursement  or  pre-certification  must  include 
evaluation,  findings,  and  concurrence  of  a  physician  trained  in  the 
relevant  specialty,  or,  in  the  case  of  non-physician  services,  with 
the  concurrence  of  an  appropriate  non-physician  provider. 

o  Prohibition  on  incentive  or  contingent  fee  arrangements  based  on 
the  reduction  of  health  services. 

o       Full  compliance  with  state  and  Federal  confidentiality  laws. 

o  Establishment  of  a  patient  or  provider  complaint  review 
process. 

o        Judicial  appeal. 

a.  Health  care  reform  legislation  should  not,  if  at  all  possible, 
separate  coverage  requirements  for  the  uninsured  employed  and  the 
uninsured  unemployed. 

We  recognize  that  it  may  be  easier  to  deal  first  with  establishing 
uniform  coverage  requirements  for  the  nation's  uninsured  workers  and 
their  dependents  through  small  market  reform  legislation.  We  are 
concerned  that  deferring  consideration  of  health  care  coverage  for  the 
unemployed  uninsured  will  make  enactment  of  such  coverage  much  more 
problematic,  since  momentum  toward  a  comprehensive  national  health  care 
plan  could  dissipate. 

VI.  CONCLUSION: 

Mr.  Chairman,  our  organizations  endorse  strengthening  America's 
health  care  system  and  providing  solutions  for  the  millions  of  Americans 
without  health  insurance  coverage.  We  agree  with  rational  strategies 
for  reform  of  the  small  group  market  but  vehemently  oppose  ill-conceived 
efforts  which  cast  aside  much-needed  insurance  benefits  for  mental 
illness  and  discard  legislative  protection  of  patients  and  providers  in 
managed  care.  We  believe  that  the  Federal  Government  must  take  great 
care  to  avoid  compounding  access  problems  under  the  guise  of  health  care 
reform. 
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Mr.  Downey.  Thank  you,  Dr.  Robinowitz. 
Ms.  Lithgow. 

STATEMENT  OF  NANCY  LITHGOW,  VICE  PRESIDENT,  LEGISLA- 
TIVE AFFAIRS,  GREATER  WASHINGTON  SOCIETY  FOR  CLINI- 
CAL SOCIAL  WORK,  ON  BEHALF  OF  THE  NATIONAL  FEDERA- 
TION OF  SOCIETIES  FOR  CLINICAL  SOCIAL  WORK,  INC. 

Ms.  Lithgow.  Mr.  Chairman,  members  of  the  committee,  I  am 
Nancy  Lithgow  and  I  am  the  vice  president  of  legislative  affairs  for 
the  Greater  Washington  Society  for  Clinical  Social  Work.  We  are  a 
member  society  of  the  National  Federation  of  Societies  for  Clinical 
Social  Work.  The  federation  appreciates  the  opportunity  to  present 
its  views  on  the  President's  health  reform  plan. 

We  are  the  principal  national  professional  association  represent- 
ing clinical  social  workers.  Clinical  social  workers  provide  more 
outpatient  mental  health  care  than  any  other  provider  group.  We 
are  located  in  many  areas  of  the  nation,  particularly  rural  areas 
where  other  mental  health  providers  may  not  be  available. 

Clinical  social  workers  are  recognized  providers  in  all  major  Fed- 
eral insurance  programs:  CHAMPUS,  FEHBP,  and,  most  recently, 
Medicare. 

I  am  here  today  to  express  the  federation's  deep  concern  about 
the  administration's  proposal  to  eliminate  State  mental  health 
mandates.  Mandates  require  insurance  companies  to  cover  certain 
services  and  providers,  such  as  mental  health  care  provided  by  clin- 
ical social  workers. 

While  the  President's  health  reform  proposal  would  require  each 
State  to  develop  new  benefit  packages,  there  is  no  specific  require- 
ment for  the  States  to  offer  mental  health  coverage.  Experience 
tells  us  that  the  States  will  not  do  so  absent  a  specific  mandate. 

We  strongly  reject  the  notion  that  elimination  of  mandates  will 
contribute  to  meaningful  and  cost  effective  reform.  Unless  access  to 
mental  health  care  is  assured  through  continuation  of  the  existing 
State  mandates  or  through  adoption  of  a  uniform  Federal  mandate, 
millions  of  people  will  lack  adequate  protection  against  the  pain 
and  devastation  brought  on  by  mental  illness. 

Our  testimony  documents  our  position.  Let  me  summarize  our 
views. 

First,  mandates,  whether  State  or  national  in  scope,  mitigate  the 
problem  of  adverse  selection.  Abolishing  mandates  will  only  make 
this  trend  grow  larger  and  will  increase  the  number  of  people  with- 
out adequate  access  to  mental  health  coverage. 

Second,  eliminating  mandates  undermines  the  fundamental  prin- 
ciple of  group  insurance  and  shared  cost. 

Third,  eliminating  State  mandates  will  mean  that  millions  of 
consumers  will  suddenly  be  left  without  mental  health  coverage  be- 
cause mandates  make  it  possible  for  them  to  obtain  the  services 
they  now  have. 

Fourth  and  most  important,  eliminating  mandates  will  not  elimi- 
nate mental  illness.  If  adequate  coverage  is  not  available,  people 
may  not  seek  early  intervention,  which  will  only  increase  the  even- 
tual costs  of  treatment  and  severity  of  disease.  This  is  particularly 
acute  in  the  mental  health  area,  where  the  cost  of  not  treating 
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mental  disorders  shows  up  in  more  costly  physical  or  mental  prob- 
lems later  on. 

In  the  alternative,  people  will  turn  to  public  sources  of  health 
care  which  will  simply  load  the  costs  directly  onto  the  taxpayer. 
The  bottom  line  is  simple.  Eliminating  mandates  will  not  make  se- 
rious mental  health  problems  go  away. 

Mental  health  coverage  is  often  attacked  by  insurers,  Mr.  Chair- 
man. They  often  claim  that  the  coverage  costs  too  much  and  leads 
to  overutilization.  These  fears  do  not  hold  up  to  close  scrutiny. 
Timely  mental  health  treatment  can  offset  the  cost  of  physical 
care,  and  research  on  overutilization  shows  this  concern  is  not 
well-founded,  particularly  in  the  area  of  outpatient  mental  health 
treatment. 

Coverage  mandates  are  not  the  only  mandates  the  administra- 
tion proposes  to  get  rid  of.  The  President's  proposal  would  also 
eliminate  State  freedom  of  choice  laws,  violating  a  patient's  funda- 
mental right  to  seek  treatment  from  their  provider  of  choice. 

This  kind  of  freedom  of  choice  that  I  am  talking  about  allows 
mental  health  consumers  to  choose  among  different  providers  who 
can  provide  cost-effective  service  in  locations  where  other  mental 
health  providers  may  not  be  present. 

Freedom  of  choice  expands  the  provider  pool,  enhances  competi- 
tion, and  keeps  costs  to  a  minimum.  A  majority  of  States  have 
adopted  freedom  of  choice  mandates,  and  most  Federal  programs 
permit  freedom  of  choice  for  the  consumer. 

President  Bush's  proposal  would  revert  back  to  a  time  when 
access  to  providers  of  choice  was  severely  restricted.  Any  useful  dis- 
cussion of  mandatory  mental  health  coverage  is  self-defeating  if 
separated  from  the  issue  of  consumer  freedom  of  choice  in  selecting 
mental  health  providers.  Access  to  care  cannot  be  achieved  unless 
you  have  both. 

Mandates  were  originally  enacted  to  prevent  insurers  from  un- 
fairly excluding  coverage  for  mental  health  care.  They  continue  to 
serve  a  critical  and  vital  function.  Rather  than  completely  wiping 
out  mandates,  a  uniform  mandate  should  be  enacted  at  the  Federal 
level.  Such  a  mandate  will  both  protect  those  who  need  mental 
health  services  and  bring  about  the  kind  of  uniformity  that  keeps 
costs  down. 

Mr.  Chairman,  unless  and  until  Congress  enacts  a  uniform  Fed- 
eral mandate,  current  mandates  are  the  only  means  to  ensure  that 
people  will  be  provided  needed  mental  health  care.  The  administra- 
tion's proposal  should  be  rejected. 

Thank  you  for  the  opportunity  to  appear  before  you  today. 

[The  prepared  statement  follows:] 
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STATEMENT  OF 
THE  NATIONAL  FEDERATION  OF  SOCIETIES 
FOR  CLINICAL  SOCIAL  WORK,  INC. 

Mr.  Chairman  and  Members  of  the  Committee: 

My  name  is  Nancy  Lithgow.     I  am  the  Vice  President  of 
Legislative  Affairs  for  the  Greater  Washington  Society  for 
Clinical  Social  Work,  one  of  the  member  societies  of  the  National 
Federation  of  Societies  for  Clinical  Social  Work.     I  have  been  in 
private  practice  in  the  District  of  Columbia  for  the  past  five 
years.     Prior  to  entering  private  practice,  I  worked  as  a  clinical 
social  worker  for  a  large  health  maintenance  organization.     I  am 
also  a  registered  nurse  and  was  employed  as  a  psychiatric  nurse 
while  I  was  in  graduate  school  working  toward  my  master's  degree 
in  social  work. 

I  appreciate  the  opportunity  to  testify  today  on  behalf  of 
the  National  Federation  of  Societies  for  Clinical  Social  Work  on 
the  impact  of  key  features  of  President  Bush's  health  reform 
proposal  on  access  to  mental  health  coverage.     Specifically,  I 
would  like  to  focus  most  of  my  remarks  on  why  the  National 
Federation  opposes  the  provision  in  the  President's  plan  to 
eliminate  state  mandates.     These  are  laws  that  require  insurance 
companies  to  cover  certain  benefits  and  providers,  such  as  mental 
health  benefits  and  the  services  of  clinical  social  workers  and 
other  qualified  mental  health  practitioners. 

The  National  Federation  is  the  principal  national  profes- 
sional association  representing  clinical  social  workers.  Our 
members  can  be  found  in  many  different  health  care  settings, 
providing  mental  health  services  to  individuals,  families  and 
groups  through  private  practice,  group  practice  settings,  health 
maintenance  organizations  and  other  managed  care  settings, 
hospitals,  agencies,  clinics  and  employee  assistance  programs. 

Clinical  social  workers  are  required  to  meet  rigorous 
standards  of  education  and  experience  before  engaging  in 
independent  practice.     Typically,  they  have  completed  a  two  year's 
master's  degree  with  a  concentration  in  clinical  courses  at  a 
school  accredited  by  the  Council  on  Social  Work  Education.  Their 
training  has  included  at  least  one  year  of  supervised  field  place- 
ment in  a  clinical  social  work  setting  and  a  minimum  of  two  years 
of  post-master's  supervised  clinical  practice.     After  completing 
five  years  of  practice  experience  and  passing  a  rigorous  written 
examination,  clinical  social  workers  are  eligible  for  board 
certification  by  the  American  Board  of  Examiners  in  Clinical 
Social  Work,  the  highest  level  of  certification  of  clinical 
competence.     Currently,  a  total  of  49  states  and  jurisdictions 
have  enacted  laws  regulating  the  credentials  of  clinical  social 
workers . 

Mr.  Chairman,  I  would  like  to  commend  you  for  your  leader- 
ship in  the  current  discussion  on  reforming  the  nation's  health 
care  system.    An  estimated  35  million  Americans  have  no  health 
insurance  protection,  and  the  number  of  uninsured  continues  to 
climb,  fueled  in  part  by  more  and  more  people  left  jobless  in  a 
stagnant  economy.     Unfortunately,  President  Bush's  long-awaited 
health  reform  proposal  does  little  to  remedy  the  problem  of  health 
care  access,  nor  will  it  achieve  significant  cost  savings  over  the 
long  run.     me  National  federation  questions  many  elements  of  his 
plan,  including  its  central  feature  —  a  system  of  tax  credits  and 
deductions  for  low  and  moderate  income  families.     It  is  hard  to 
see  how  the  proposed  maximum  amount  —  $1,250  per  individual, 
$2,500  per  married  couple  or  other  two-person  family,  and  $3,750 
per  family  of  three  or  more  —  will  enable  people  to  afford  the 
cost  of  annual  premiums  of  most  insurance  plans.     Moreover,  ad- 
ditional out-of-pocket  expenses  such  as  copayments,  deductibles 
and  uncovered  services  would  have  to  be  paid  for  by  the  consumer.^ 
But  perhaps  the  most  shortsighted  and  objectionable  provision  in 
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the  President's  plan  is  the  recommendation  to  eliminate  state 
mandates  such  as  those  that  require  insurance  companies  to  cover 
mental  health  services  as  well  as  the  services  provided  by  certain 
qualified  mental  health  providers,  including  clinical  social  work- 
ers.   While  his  health  reform  proposal  would  require  each  state  to 
develop  a  benefits  package,  there  is  no  specific  requirement  for 
the  states  to  offer  mental  health  coverage,  and  experience  tells 
us  there  is  little  reason  to  believe  they  will  do  so  absent  a 
specific  mandate. 

For  the  reasons  set  forth  below,  we  strongly  reject  the 
notion  that  elimination  of  mandates  will  contribute  to  any 
meaningful  and  cost-effective  health  care  reform.    Unless  access 
to  mental  health  coverage  is  assured  through  continuation  of  the 
state  mandates  or  through  some  other  means  such  as  adoption  of  a 
uniform  federal  mandate,  the  long-term  effect  of  the  President's 
recommendation  will  be  an  escalation  of  costs  and  a  nation 
burdened  with  millions  of  people  lacking  adequate  protection 
against  the  pain  and  devastation  brought  on  by  mental  illness. 

It  is  our  view  that  any  major  reform  proposal  should 
contain  the  following  features: 

o    expand  access  to  coverage  for  all  Americans 

o    guarantee  a  mental  health  benefit  package  which  would 
provide  for  a  continuum  of  care,  including  an  appropriate  level  of 
outpatient  coverage,  subject  to  reasonable  utilization  controls 
and  provided  by  qualified  mental  health  professionals,  including 
clinical  social  workers 

o    end  discrimination  against  persons  with  mental  illness 
by  ensuring  that  mental  health  coverage  is  equal  to  the  coverage 
provided  for  treatment  of  physical  illness 

The  Need  for  Mental  Health  Coverage 

The  widespread  prevalence  of  mental  illness  in  the  United 
States  underscores  the  need  for  guaranteed  access  to  an  appropri- 
ate level  of  mental  health  coverage.     Data  from  the  National 
Institute  of  Mental  Health  reveals  that  more  than  30  million 
Americans  suffer  from  mental  or  emotional  disorders  and  that  one 
in  three  adults  will  experience  a  mental  disorder  or  a  drug  or 
alcohol  dependency  problem  sometime  during  his  or  her  lifetime. 
(!)     In  addition,  conservative  estimates  indicate  that  about  12% 
of  the  nation's  children,  or  nearly  eight  million  people  under  the 
age  of  eighteen,  need  mental  health  services.  (2) 

Despite  these  disturbing  statistics,  only  about  20%  of 
those  who  suffer  from  mental  disorders  seek  any  kind  of  mental 
health  services.    (3)     People  in  need  of  help  often  do  not  obtain 
it  because  of  the  social  stigma  commonly  attached  to  mental  ill- 
ness, and  because  they  usually  have  very  little  knowledge  and 
understanding  about  the  disease. 

Even  if  a  person  in  need  of  mental  health  services  elects 
to  seek  treatment,  statistics  show  that  access  to  health  insurance 
coverage  is  much  more  restricted  for  those  seeking  mental  health 
services  than  those  with  physical  health  needs.    Maximum  benefits 
are  lower,  deductibles  and  co-insurance  are  higher,  and  the 
percentage  reimoursed  is  substantially  smaller.     In  1988,  for 
example,  98%  of  persons  with  private  health  insurance  had  coverage 
for  outpatient  mental  health  benefits,  but  only  3%  had  mental 
health  coverage  equivalent  to  coverage  for  physical  illnesses.  (4) 

The  Importance  of  Mandates 

State  mental  health  mandates  were  originally  enacted  to 
correct  deficiencies  in  the  health  insurance  system  that  tended  to 
exclude  coverage  for  the  treatment  of  mental  and  emotional 
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disorders.    Adoption  of  these  mandates  by  many  state  legislatures 
in  recent  years  points  to  society's  slow  but  growing  awareness  of 
the  importance  of  guaranteeing  at  least  a  minimum  level  of  cover- 
age for  treatment  of  mental  and  emotional  disease,  thereby  easing 
the  discrimination  in  coverage  historically  experienced  by  persons 
suffering  from  mental  illness.    Currently,  30  states  and  ter- 
ritories have  enacted  laws  protecting  consumers  from  being 
completely  uninsured  when  they  need  mental  health  treatment.  And 
many  states  have  enacted  laws  mandating  insurers  to  reimburse 
licensed  clinical  social  workers  and  other  qualified  mental  health 
practitioners  for  providing  covered  mental  health  services,  giving 
consumers  greater  "freedom  of  choice"  in  selecting  a  provider. 
These  legislative  gains  have  helped  redress  many  of  the  inequities 
in  our  current  system.     Yet  enactment  of  the  President's  proposal 
would  turn  the  clock  back  to  the  days  when  critical  insurance 
protection  was  simply  not  available  to  many  consumers  when  they 
most  needed  it,  and  the  costs  to  individuals  and  to  society  will 
be  high. 

Insurance  companies  and  other  opponents  of  mandated 
benefit  and  provider  laws  claim  that  mandates  are  to  blame  for 
problems  of  af fordability  and  availability  of  coverage.  They 
complain  about  the  high  cost  of  complying  with  different  mandates 
on  a  state-by-state  basis  —  a  position  that  is  disingenuous.  If 
opponents  of  mandates  believe  that  uniformity  is  of  such  concern, 
then  adoption  of  a  uniform  mandate  at  the  federal  level  is  the 
most  effective  and  sensible  way  to  both  hold  down  costs  and  assure 
that  consumers  are  properly  protected.     The  President's  proposal 
makes  little  economic  sense,  for  in  failing  to  provide  uniformity 
in  coverage,  it  will  not  achieve  the  cost  savings  that  insurers 
and  other  opponents  of  mandates  believe  will  result  from  preempt- 
ing state  mandates.     If  states  are  forced  to  start  from  the  begin- 
ning and  design  new  benefit  packages,  as  the  Administration's  plan 
proposes,  the  cycle  that  has  led  to  the  current  situation  will 
simply  repeat  itself,  and  insurers  will  find  themselves  having  to 
comply  with  different  coverage  requirements  among  the  states.  The 
best  solution  to  ease  the  concerns  of  opponents  of  mandates  while 
also  protecting  the  needs  of  consumers  is  to  enact  a  uniform 
federal  mandate. 

It  is  also  important  to  note  that  if  state  mandates  are 
abolished  without  being  replaced  by  a  uniform  federal  mandate, 
millions  of  consumers  will  suddenly  be  left  without  mental  health 
coverage,  because  the  state  mandates  make  it  possible  for  them  to 
obtain  the  services  they  now  have.     The  problem  of  insufficient 
access  to  care  will  only  worsen  and  costs  will  inevitably  rise. 

Another  compelling  argument  to  support  adoption  of  a 
uniform  mandate  is  that  it  would  mitigate  the  problem  of  "adverse 
selection"  —  a  phenomenon  that  occurs  when  there  is  broad  dispar- 
ity of  coverage  among  insurance  plans.     Healthier,  low  risk 
consumers  select  the  low  cost,  low  option  plans,  while  higher 
risk  consumers  cluster  in  the  high  cost  plans.  Insurance 
companies  claim  that  adverse  selection  is  the  reason  why  so  few  of 
them  can  continue  to  accept  high  risk  groups  and  still  remain 
competitive.     Enactment  —  not  elimination  —  of  a  uniform 
mandate,  requiring  an  appropriate  minimum  level  of  mental  health 
coverage  that  is  similar  across  all  insurance  plans  in  all  states, 
is  precisely  what  is  needed  to  solve  the  problem  of  adverse  selec- 
tion.    The  President's  proposal,  by  contrast,  in  failing  to 
encourage  uniformity  in  mental  health  coverage,  will  only  ag- 
gravate the  problem  of  adverse  selection. 

Eliminating  mental  health  benefits  would  undermine  the 
fundamental  principle  of  group  insurance  and  shared  cost.  The 
intent  of  insurance  is  to  spread  the  risk  of  becoming  ill  among 
many  people  so  that  in  the  event  any  one  person  becomes  afflicted 
with  a  mental  disorder,  he  or  she  can  be  assured  of  adequate 
protection  andreceive  needed  care  without  having  to  shoulder  the 
entire  financial  burden. 
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It  is  important  to  emphasize  that  eliminating  state  mental 
health  mandates  without  replacing  them  with  a  uniform  federal 
mandate  will  not  eliminate  the  incidence  of  mental  disorders  nor 
the  costs  associated  with  leaving  such  disorders  unattended.  The 
research  literature  is  replete  with  evidence  of  the  many  indirect 
costs  to  society  when  mental  illness  is  not  treated.  Examples 
include  lost  or  reduced  work  productivity,  increased  absenteeism, 
increased  illness,  premature  mortality,  accidents,  crime  and  other 
related  costs.   (5)  Moreover,  if  adequate  coverage  is  unavailable, 
people  will  not  seek  treatment  which  will  lead  to  development  of 
more  serious,  costly  physical  or  emotional  problems  later  on.  In 
the  alternative,  they  will  turn  to  public  sources  for  help,  leav- 
ing the  costs  ultimately  to  be  borne  by  the  taxpayer.     The  bottom 
line  is  simple:     no  one  escapes  paying  for  the  inevitable  costs  of 
care,  direct  or  indirect,  when  mental  health  mandates  are 
abolished. 

Cost-Offset  Effects  of  Mental  Health  Treatment 

While  many  insurers  and  policymakers  complain  of  the  high 
cost  of  treating  mental  and  emotional  disorders,  an  impressive  and 
convincing  body  of  evidence  has  accumulated  in  recent  years  which 
demonstrates  that  mental  health  treatment  can  offset  the  cost  and 
use  of  inappropriate  and  unnecessary  medical  care.     An  article 
published  by  the  Alcohol,  Drug  Abuse  and  Mental  Health  Administra- 
tion summarized  the  results  of  twelve  separate  studies  showing 
that  the  cost  of  providing  expanded  mental  health  services  was 
offset  by  a  significant  decline  in  medical  utilization.   (6)  In 
another  study,  the  authors  analyzed  58  cost-offset  studies,  85%  of 
which  reported  a  decrease  in  medical  utilization  following  mental 
health  treatment.     The  authors  reviewed  6.7  million  Blue  Cross/ 
Blue  Shield  cases  over  a  four-year  period  and  found  that  patients 
receiving  outpatient  mental  health  treatment  initially  had  higher 
medical  charges  than  a  control  group,  but  their  costs  became  lower 
each  subsequent  year,  with  those  patients  over  age  55  showing  the 
most  dramatic  decline  in  hospital  charges.    (7)     In  yet  another 
study  conducted  by  Kaiser-Permanente  over  a  20-year  period, 
results  showed  that  psychological  intervention  in  those  60%  of 
physician  visits  where  general  medical  patients  are  manifesting 
emotional  distress  saves  more  money  in  medical  costs  than  the 
costs  of  the  psychological  intervention  itself.    (8)     The  authors 
of  the  Kaiser-Permanente  study  conclude  that  "when  psychotherapy 
is  properly  provided  within  a  comprehensive  health  system,  the 
costs  of  providing  the  benefit  are  more  than  offset  by  the  savings 
in  medical  utilization."  (9)     Further,  the  authors  observe  that 
the  "experience  of  over  two  decades  at  Kaiser-Permanente  indicates 
that  it  is  not  the  provision  of  a  psychotherapy  benefit  that  can 
bankrupt  a  national  health  system.     Rather,  the  failure  to  provide 
psychological  care  and/or 

the  failure  to  appropriately  provide  it  would  bankrupt  the 
system."  (10) 

These  cost-offset  studies  further  underscore  the 
importance  of  guaranteeing  access  to  appropriate  mental  health 
treatment  through  enactment  of  mandated  benefit  laws,  either 
state-wide  or  at  the  federal  level. 

Other  Cost  Issues  Related  to  Mental  Health  Treatment 

some  recent  publications  and  journal  articles  have 
reported  on  the  escalating  use  and  cost  of  mental  health  services, 
but  not  all  the  research  literature  supports  this  trend.  Those 
pointing  to  increased  expenditures  for  mental  health  services 
often  cite  a  study  conducted  by  the  benefits  consulting  firm  of  A. 
Foster  Higgins,  which  reported  premium  increases  of  between  18  and 
27  percent  between  1987  and  1989.    t11)     The  authors  of  a  more 
recent  study  have  questioned  some  of  the  Foster  Higgins  methodol- 
ogy, noting  that  the  claims  were  based  on  responses  from  surveys 
given  to  insurance  benefit  managers  for  major  employers,  not  on 
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any  direct  examination  of  mental  health  care  utilization  and 
expenditures.   (12)     In  this  later  study,  the  results  of  which  were 
published  in  1991,  the  authors  reviewed  health  insurance  claims 
data  from  major  U.S.  corporations  and  discovered  that  "increases 
in  mental  health  charges  contributed  only  2.5  percent  of  the  13 
percent  increase  in  health  charges  between  1986  and  1988."  (13) 
In  yet  another  study  conducted  in  1987,  the  authors,  who  are 
insurance  underwriters,  reviewed  84,500  health  plans  covering  8 
million  participants  in  six  states  with  mandated  mental  health, 
alcohol  and  drug  benefits,  and  found  no  significant  premium 
increases  as  a  result  of  enactment  of  these  mandated  benefits. 
(14) 

Again  on  the  issue  of  cost,  as  we  noted  earlier,  cutbacks 
in  mental  health  benefits  can  be  expected  to  result  in  cost  shift- 
ing to  taxpayers  or  insurance  plan  enrollees.     In  the  1991 
published  survey  of  mental  health  expenditures  of  major  U.S. 
corporations  cited  above,  the  authors  conclude  that  "if  usage  [of 
mental  health  services]  persists  in  the  absence  of  coverage,  then 
imposing  limits  does  not  primarily  reduce  costs;  rather,  it  shifts 
the  responsibility  for  paying  for  care."  (15)     They  observe  that 
"rapidly  rising  levels  of  uncompensated  psychiatric  care  and 
increasing  use  of  publicly  provided  psychiatric  care  suggest  that 
cost  savings  from  some  cost  containment  efforts  may  appear 
deceptively  large."  (16) 

Conversely,  if  increased  utilization  of  public  resources 
is  a  predictable  by-product  of  cutbacks  in  mental  health  coverage 
through  elimination  of  mandates,  enactment  of  mandates  should 
reduce  a  state's  direct  care  costs.     Recent  research  indicates 
this  to  be  the  case.     In  a  study  conducted  in  1985  to  examine  the 
relationship  between  mental  health  costs  and  mandates,  it  was 
found  that  the  presence  of  a  mental  health  mandate  in  a  state 
reduced  direct  state  expenditures  on  mental  hospitals  by  about 
11  percent.   (17)     In  still  another  study,  the  authors  examined  the 
budgets  of  state  mental  health  facilities  before  and  after  mental 
health  services  were  mandated  in  Massachusetts  and  observed  a 
decrease  in  direct  state  support. 

(18) 

Cost-Effectiveness  of  Outpatient  Services 

There  has  been  an  assumption  for  years  by  some  insurers 
and  policymakers  that  benefits  for  outpatient  mental  health  care 
will  encourage  abuse  or  overutilization  of  services  —  an  insur- 
ance effect  known  as  "moral  hazard."    Yet  the  findings  of  a 
significant  research  paper  published  this  year  challenge  that  as- 
sumption.    Examining  several  articles  that  used  data-based 
analyses  to  argue  for  expanded  coverage  for  outpatient  mental 
health  services,  the  authors  conclude  that  "the  view  that 
outpatient  mental  health  services  cannot  be  safely  covered  by 
private  insurance  without  clinical  evidence  showing  their  efficacy 
and  necessity  can  be  discarded."  (19)     The  authors  of  one  of  the 
articles  reviewed  in  the  paper  discounted  the  moral  hazard  effect, 
finding  evidence  that  only  a  small  percentage  of  the  sample 
population  in  their  study  used  mental  health  services,  and  that 
only  10  of  these  users  were  high  users  of  outpatient  care.  (20) 
Lacking  evidence  to  justify  the  moral  hazard  argument  that  most 
use  of  outpatient  services  will  be  high  and  discretionary,  the 
authors  concluded  that  insurers  need  not  opt  for  across-the-board 
and  unnecessarily  restrictive  limits  on  coverage.  (21) 

In  view  of  the  current  research  evidence  to  support  the 
provision  of  outpatient  mental  health  services,  the  National 
Federation  believes  that  a  responsible  and  effective  approach  to 
controlling  mental  health  costs  while  ensuring  access  to  treatment 
is  to  encourage  utilization  of  outpatient  services  through  manda- 
tory minimum  insurance  coverage.     To  address  any  concerns  about 
overtreatment ,  we  recommend  inclusion  of  an  appropriate  and 
reasonable  utilization  review  mechanism. 
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Consumer  "Freedom  of  Choice" 

Clinical  social  workers  provide  more  outpatient  mental 
health  care  in  the  United  States  than  any  other  mental  health 
provider  group,  offering  high  quality  services  at  fees  tradition- 
ally lower  than  those  of  most  other  mental  health  professionals. 
Yet  many  people  will  be  denied  access  to  these  services  if  a 
proposal  such  as  the  one  advocated  by  President  Bush  is  adopted 
that  would  eliminate  state  "freedom  of  choice"  mandates.  Patients 
of  clinical  social  workers  would  be  particularly  affected  because 
in  most  rural  areas,  clinical  social  workers  are  often  the  only 
mental  health  professionals  available  to  provide  needed  care. 

The  Presidents 's  proposal  to  eliminate  "freedom  of  choice" 
laws  is  especially  disturbing  because  it  violates  a  patient's 
fundamental  right  to  seek  treatment  from  their  provider  of  choice, 
whether  that  provider  is  a  clinical  social  worker,  psychologist, 
psychiatrist,  marriage  and  family  therapist  or  other  qualified 
mental  health  practitioner. 

Expanding  the  provider  pool  to  include  clinical  social 
workers  and  other  qualified  practitioners  makes  economic  sense, 
for  competition  is  enhanced  and  costs  are  kept  to  a  minimum. 
Several  years  ago,  Lewin  and  Associates,  Inc.  published  the 
results  of  a  study  prepared  for  the  Federal  Trade  Commission  on 
competition  among  health  practitioners.     The  study  examined  the 
influence  of  the  medical  profession  on  the  health  manpower  market 
and  concluded  that  one  of  the  principal  ways  to  broaden  consumer 
choice  was  to  allow  consumers  the  freedom  to  select  among  a 
variety  of  health  professionals.     "If  carefully  designed,  a  system 
based  on  broadened  choice  could  preserve  professional  competency 
while  increasing  competition  among  providers  on  the  basis  of  the 
services  they  provide,  quality,  and  price."   (22)  The  study  warned 
that  "unreasonable  resistance  to  change  in  present  manpower  ar- 
rangements has,   in  some  cases,  prevented  appropriate  utilization 
of  health  resources  and  possibly  raised  the  cost  of  care."  (23) 

It  is  ironic  that  while  a  majority  of  states  have  adopted 
"freedom  of  choice"  mandates,  and  most  federal  programs  have 
improved  their  laws  to  permit  greater  freedom  of  choice  for  the 
consumer,  President  Bush's  proposal  would  revert  back  to  a  time 
when  such  freedoms  were  severely  denied  and  access  restricted. 

Any  useful  discussion  of  the  value  of  mandatory  mental 
health  coverage  is  pointless  and  self-defeating  if  separated  from 
the  issue  of  consumer  freedom  of  choice  in  selecting  a  mental 
health  provider,   for  access  to  care  cannot  be  achieved  unless  you 
have  both. 

Conclusion 

The  dual  pressure  of  containing  mental  health  care  costs 
while  meeting  the  demand  for  increased  access  to  services  is 
likely  to  remain  for  some  time.     The  pressure  will  not  be  eased  by 
proposals  such  as  the  one  offered  by  the  Administration  that  seeks 
to  eliminate  critical  mental  health  benefit  and  provider  mandates. 
Such  a  proposal  only  penalizes  appropriate  users  of  services  and 
fails  to  achieve  any  real  cost  savings.     The  evidence  is  mounting 
to  suggest  that  access  to  needed  mental  health  services  can  be 
accomplished  at  relatively  low  cost  through  the  provision  of  a 
continuum  of  care,   including  outpatient  services,  in  an  environ- 
ment where  consumers  are  encouraged  to  seek  treatment  from  a  range 
of  qualified  providers,   including  clinical  social  workers.  Mental 
health  mandates  assure  a  minimum  level  of  insurance  protection 
that  is  the  basic  right  of  every  individual.     Without  mandates, 
particularly  in  harsh  economic  times,  incentives  are  strong  for 
insurers  to  reduce  or  eliminate  coverage  entirely. 

*  *  *  — — 


-  6  - 


457 


REFERENCES 


1.  Regeir,  D.A.  et  al . ,  "One-Month  Prevalence  of  Mental 
Disorders  in  the  United  States,"  Archive  of  General  Psychiatry 
Vol.  45(11),  pp.  977-986,  November  1988. 

2.  U.S.  Congress  Office  Of  Technology  Assessment,  Children /s 
Mental  Health;     Problems  and  Services  (Duke  University  Press, 
1986) . 

3.  Regeir,  op.cit. 

4.  Bureau  of  Labor  Statistics,  Employer  Benefits  in  Medium 
and  Large  Firms.  1988.    U.S.  Department  of  Labor,  Washington,  D.C. 

5.  Mitchell,  S.A.,  "Mental  Health  Services:  The  Case  for 
Insurance  Coverage,"  (Federation  of  American  Hospitals,  1984). 

6.  Jones,  K.R.,  Vischi,  T.R.,  "Impact  of  Alcohol,  Drug  Abuse 
and  Mental  Health  Treatment  on  Medical  Care  Utilization,"  Medical 
Care.  Vol.  17(2),  December  1979. 

7.  Mumford,  E.  et  al.,  "A  New  Look  at  Evidence  About  Reduced 
Cost  of  Medical  Utilization  Following  Mental  Health  Treatment," 
The  American  Journal  of  Psychiatry.  Vol.  141(10),  pp.  1145-1158, 
October  1984. 

8.  Cummings,  N.A.,  VandenBos,  C.R.,  "The  Twenty  Years  Kaiser- 
Permanente  Experience  with  Psychotherapy  and  Medical  Utilization: 
Implications  for  National  Health  Policy  and  National  Health  Insur- 
ance," Health  Policy  Quarterly.  Vol.  1(2),  pp.  159-175,  Summer 
1981. 

9.  Ibid. .  p.  174. 

10.  Ibid. 

11.  A.  Foster  Higgins  &  Company,  Inc.,  Health  Care  Benefits 
Survey  for  1989.  Report  No.  5:    Mental  Health  and  Substance  Abuse 
Benefits. 

12.  Frank,  R.G.  et  al.,  "A  New  Look  at  Rising  Mental  Health 
Insurance  Costs,"  Health  Affairs.  Vol.  10(2),  pp.  116-123,  Summer 
1991. 

13.  Ibid. .  p.  123. 

14.  Browne,  B.  et  al.,  "Effect  of  Mandated  Drug,  Alcohol,  and 
Mental  Health  Benefits  on  Group  Health  Insurance  Premiums," 
Journal  of  American  Society  of  CLU    &  ChFC.  pp.  74-78,  January 
1987. 

15.  Frank,  op.  cit. ,  p.  122. 

16.  Ibid. 

17.  Frank,  R.G.,   "A  Model  of  State  Expenditures  on  Mental 
Health  Services,"  Public  Finance  Quarterly.  Vol.   13(3),  pp.  319- 
338,  July  iy85. 

18.  Frisman,  L.  et  al.,  "Costs  of  Mandates  for  Outpatient 
Mental  Health  Care,"  Archives  of  General  Psychiatry.  Vol.  42(6), 
pp.   558-561,  June  1985. 

19.  Malloy,  K.A.,   "Analysis:  Moral  Hazard  in  Financing 
Outpatient  Mental  Health  Services"  (Mental  Health  Policy  Resource 
Center,  1991f,- 


-  7  - 


458 


20.  Taube,  C.A.  et  al.,  "High  Users  of  Outpatient  Mental 
Health  Services,  I:     Definition  and  Characteristics, "  American 
Journal  of  Psychiatry.  Vol.  145(1),  pp.  19-24,  January  1988. 

21.  Ibid. 

22.  Levin  and  Associates,  Inc.,  Competition  Among  Health 
Practitioners.  Vol.  I,  p.  xix. 

23.  Ibid. 

*  *  * 


-  8  - 


459 


Mr.  Downey.  Thank  you. 
Ms.  Robillard. 

STATEMENT  OF  SUSAN  ROBILLARD,  EXECUTIVE  DIRECTOR, 
WISCONSIN  PRIMARY  HEALTH  CARE  ASSOCIATION 

Ms.  Robillard.  Thank  you. 

My  name  is  Susan  Robillard.  I  am  the  executive  director  of  the 
Wisconsin  Primary  Health  Care  Association,  but  I  am  here  today 
specifically  to  speak  for  all  of  the  community  health  centers  which 
operate  in  every  State  in  the  country. 

My  remarks  are  extended  to  you  on  behalf  of  the  millions  of 
Americans  who  lack  access  to  primary  and  preventive  health  serv- 
ices because  they  live  in  inner  cities  or  rural  areas,  live  at  income 
levels  below  200  percent  of  the  Federal  poverty  level,  have  no  in- 
surance coverage,  and  have  poor  health  status.  They  are  people  we 
refer  to  as  at  risk  for  medical  underservice  in  the  United  States 
and  include  51  million  Americans. 

Persons  at  risk  for  medical  underservice  span  all  ages  and  live  in 
all  parts  of  the  country;  14  million  are  children  under  the  age  of 
18,  and  6  million  are  children  under  age  6;  9  million  are  women  of 
childbearing  ages  18  to  44.  Over  10  million  are  elderly  or  disabled 
Medicare  beneficiaries;  33  million  reside  in  urban  areas,  while  the 
remainder  reside  in  nonmetropolitan  areas. 

The  greatest  numbers  of  underserved  persons  are  found  in  large 
metropolitan  counties.  In  these  counties,  the  apparently  adequate 
supply  of  medical  care  nonetheless  appears  to  be  inaccessible  to 
large  numbers  of  low-income  residents. 

While  the  ability  to  pay  for  health  care  or  the  circumstance  of 
having  health  insurance  is  identified  as  the  answer  to  entry  into 
the  health  care  delivery  system,  health  insurance  coverage  alone 
will  not  assure  real  access  to  comprehensive  primary  and  preven- 
tive health  services. 

We  commend  the  President  on  including  additional  funds  in  his 
proposed  budget  for  the  expansion  of  community  health  centers, 
which  currently  provide  primary  and  preventive  health  services  in 
every  State  in  the  country.  Health  centers  provide  services  to  the 
most  vulnerable  populations  in  America.  They  are  cost  effective 
and  have  significantly  improved  the  health  of  their  communities. 

Studies  have  shown  that  health  center  patients  have  lower  hospi- 
tal admission  rates,  shorter  lengths  of  stay,  and  make  less  inappro- 
priate use  of  emergency  room  services.  Communities  served  by 
community  health  centers  have  infant  mortality  rates  from  10  to 
40  percent  lower  than  communities  not  served  by  health  centers. 

Health  center  services  have  also  been  linked  to  improvements  in 
the  use  of  prenatal  care  and  reduction  in  the  incidence  and  associ- 
ated costs  of  low-birthweight  babies.  Community  health  centers 
have  also  increased  the  use  of  preventive  health  services  such  as 
Pap  smears.  They  have  reduced  rheumatic  fever  and  untreated 
middle-ear  infections  in  children,  and  have  significantly  increased 
the  proportion  of  children  who  are  immunized  against  preventable 
disease. 

The  President's  budget,  a  15  percent  or  $90  million  increase 
above  fiscal  year  1992  funding  levels  for  community  health  centers, 
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would  allow  for  the  establishment  of  services  to  reach  approximate- 
ly 570,000  more  at  risk  Americans. 

This  funding  is  urgently  needed  but  falls  short  in  meeting  the 
needs  of  growing  numbers  of  poor,  homeless,  unemployed,  and  un- 
insured Americans  who  lack  access  to  health  care. 

The  President's  health  care  reform  package  also  calls  for  a  per 
capita  limitation  on  Federal  Medicaid  matching  dollars  to  the 
States.  Excluding  services  provided  to  elderly  persons  and  services 
provided  by  disproportionate  share  hospitals,  this  provision  pro- 
tects services  such  as  nursing  home  care  and  hospital  care  to  elder- 
ly persons  and  recognizes  that  hospitals  located  in  areas  where 
they  serve  a  disproportionate  share  of  Medicaid  recipients  should 
be  protected  from  a  reimbursement  cap  while  capping  services  pro- 
vided to  women  and  children. 

This  proposal  is  offered  under  the  guise  of  expanding  managed 
care  options  to  the  States  and  should  be  rejected. 

As  I  previously  stated,  health  centers  have  proven  to  be  cost  ef- 
fective, comprehensive  primary  care  providers  which  deliver  coordi- 
nated care  to  a  disproportionate  share  of  Medicare  and  Medicaid 
beneficiaries  in  medically  underserved  areas. 

By  Federal  definition,  these  are  areas  with  a  disproportionate 
share  of  low-income  persons,  poor  health  status  indicators,  a  short- 
age of  primary  care  physicians,  and  other  characteristics  of  the 
population  which  could  decrease  access  to  health  care,  such  as  a 
large  non-English-speaking  population.  Often,  community  health 
centers  are  the  only  providers  serving  Medicare,  Medicaid,  and  un- 
insured patients  in  these  medically  underserved  areas. 

Community  health  centers  must  not  be  put  at  risk  by  Medicare 
and  Medicaid  managed  care  risk-bearing  arrangements  because 
they  carry  a  disproportionate  share  of  Medicare,  Medicaid,  and  un- 
insured patients  and  have  nowhere  to  spread  the  risk. 

If  health  centers,  which  must  accept  all  patients  regardless  of 
ability  to  pay,  are  put  at  risk,  the  inevitable  result  will  either  be  a 
loss  of  access  to  care  for  thousands  of  millions  of  Americans  or  for 
those  covered  by  Medicare  and  Medicaid. 

The  critical  value  of  community  health  centers  cannot  be  com- 
promised under  the  veil  of  managed  care  arrangements. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  BEFORE  THE  COMMITTEE  ON  WAYS  AND  MEANS 
Presented  by 
Susan  Robillard,  Executive  Director 
Wisconsin  Primary  Health  Care  Association 

Mr.  Chairman  and  Members  of  the  Committee  on  Ways  and  Means: 

Thank  you  for  the  opportunity  to  testify  today  regarding  the 
President's  proposed  fiscal  year  1993  budget  relating  to  health 
and  human  services  programs  and  the  President's  proposals  for 
health  care  reform.  My  remarks  are  extended  to  you  on  behalf  of 
the  millions  of  Americans  who  lack  access  to  primary  and 
preventive  health  services  because  they  live  in  inner  cities  or 
rural  areas,  live  at  income  levels  below  200%  of  the  federal 
poverty  level,  have  no  insurance  coverage,  and  have  poor  health 
status.  They  are  the  people  we  refer  to  as  "at  risk"  for  medical 
underservice  in  the  U.S.  and  include  51  million  Americans. 

In  a  special  report  recently  issued  by  the  National  Association 
of  Community  Health  Centers,  of  the  51  million  Americans  at  risk 
for  primary  health  care  services,  42.8  million  were  underserved. 
In  1990,  one  in  five  Americans  was  at  risk  for  medical 
underservice,  while  one  in  six  was  medically  underserved.  Persons 
at  risk  for  medical  underservice  span  all  ages  and  live  in  all 
parts  of  the  country.  Fourteen  million  are  children  under  the  age 
of  18  and  6  million  are  children  under  age  six.  Nine  million  are 
women  of  childbearing  ages  18  -  44.  Over  10  million  are  elderly 
or  disabled  Medicare  beneficiaries.  Thirty-three  million  reside 
in  urban  areas,  while  the  remainder  reside  in  non-metropolitan 
areas.  The  overwhelming  majority,  40.5  million  out  of  42.8 
million  at  risk  Americans  who  are  medically  underserved  are 
underserved  as  a  result  of  their  overall  diminished  health 
status,  rather  than  as  a  result  of  living  in  areas  with  an  actual 
shortage  of  primary  care  physicians.  The  greatest  numbers  of 
underserved  persons  are  found  in  large  metropolitan  counties.  In 
these  counties,  the  apparently  adequate  supply  of  medical  care 
nonetheless  appears  to  be  inaccessible  to  large  numbers  of  low 
income  residents.  While  the  ability  to  pay  for  health  care  or  the 
circumstance  of  having  health  insurance  is  identified  as  the 
answer  to  entry  into  the  health  care  delivery  system,  health 
insurance  coverage  alone  will  not  assure  real  access  to 
comprehensive  primary  and  preventive  health  services. 

In  1990,  sixteen  states  including  Alabama,  California,  Florida, 
Georgia,  Illinois,  Indiana,  Louisiana,  Michigan,  Missouri,  New 
Jersey,  New  York,  North  Carolina,  Ohio,  Pennsylvania,  Tennessee 
and  Texas  each  had  one  million  or  more  residents  at  risk  for 
medical  underservice.  Eleven  states  had  more  than  25  percent  of 
their  entire  state  populations  at  risk  for  medical  underservice. 
These  were  Alabama,  Arkansas,  the  District  of  Columbia,  Kentucky, 
Louisiana,  Mississippi,  Montana,  New  Mexico,  New  York,  Oklahoma, 
Texas,  and  West  Virginia. 

President's  Budget  Proposals  Relating  to  the  Model  Delivery 
System  for  America's  Medically  Underserved 

We  commend  the  President  on  including  additional  funds  in  his 
proposed  budget  for  the  expansion  of  the  Community,  Migrant  and 
Homeless  Health  Centers  which  currently  provide  primary  and 
preventive  health  services  in  all  50  states,  the  District  of 
Columbia,  Puerto  Rico,  Guam  and  the  Virgin  Islands.  Health 
Centers  provide  services  to  the  most  vulnerable  populations  in 
America;  Community  Health  Centers  understand  and  respond  to  their 
communities'  most  urgent  needs;  Health  Centers  offer  high  quality 
medical  care;  and  Health  Centers  are  cost-effective  and  have 
significantly  improved  the  health  of  their  communities.  Studies 
have  shown  that  Health  Center  patients  have  lower  hospital 
admission  rates,  shorter  lengths  of  stay  and  make  less 
inappropriate  use  of  emergency  room  services.  Communities  served 
by  Community  Health  Centers  have  infant  mortality  rates  from  ten 
to  forty  percent  lower  than  communities  not  served  by  Health 
Centers.  Health  Center  services  have  also  been  linked  to 
improvements  in  the  use  of  prenatal  care  and  reductions  in  the 
incidence,  and  associated  costs,  of  low  birth  weight.  Health 
Centers  have  also  increased  the  use  of  preventive  health  services 
such  as  Pap  smears.  They  have  reduced  rheumatic  fever  and 
untreated  middle  ear  infections  in  children,  and  have 
significantly  increased  the  proportion  of  children  who  are 
immunized  against  preventable  disease. 
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In  response  to  the  great  need  that  exists,  a  plan  has  been 
established,  referred  to  as  ACCESS  2000,  which  calls  for  an 
incremental  expansion  of  our  nation's  Health  Center  system.  This 
plan  focuses. on  establishing  real  access  for  persons  who  for  the 
reasons  previously  stated  have  been  disenfranchised  from  our 
health  care  delivery  system.  The  mission  of  the  ACCESS  2000  plan 
is  to  assure  that  by  the  end  of  this  decade,  no  American 
community — urban  or  rural,  rich  or  poor — is  without  access  to 
comprehensive  preventive  and  primary  health  care.  The  plan  would 
1)  expand  basic  preventive  and  primary  health  care  to  30  million 
Americans  by  the  year  2000;  2)  redirect  funds  for  training  of 
health  professionals  to  ensure  more  emphasis  on  primary  care  and 
exposure  to  practice  settings  in  underserved  areas;  and  3)  ensure 
continued  support  for  crucial  services  that  are  not  currently 
reimbursable.  The  President's  budget,  a  15  percent  or  $90  million 
increase,  would  allow  for  the  establishment  of  services  to  reach 
approximately  570,000  more  at  risk  Americans.  This  funding  is 
urgently  needed,  but  falls  short  in  meeting  the  needs  of  growing 
numbers  of  poor,  homeless,  unemployed  and  uninsured  Americans, 
who  lack  access  to  health  care. 

The  President's  health  care  reform  package  also  calls  for  a  per 
capita  limitation  on  federal  Medicaid  matching  dollars  to  the 
states,  excluding  services  provided  to  elderly  persons  and 
services  provided  by  disproportionate  share  hospitals.  This 
provision  protects  services  such  as  nursing  home  care  and 
hospital  care  to  elderly  persons  and  recognizes  that  hospitals 
located  in  areas  whereby  they  serve  a  disproportionate  share  of 
Medicaid  recipients  should  be  protected  from  a  reimbursement  cap 
while  capping  services  provided  to  women  and  children.  This 
proposal  is  offered  under  the  guise  of  expanding  "managed  care" 
options  to  the  states.  While  suggesting  that  certain  categories 
of  medically  underserved  persons  are  more  worthy  of  health  care 
than  others  is  suggesting  that  services  to  the  elderly  should  be 
protected  while  services  to  pregnant  women  and  services  to 
children  are  an  easy  target  for  service  reductions. 

Health  Centers  have  proven  to  be  cost  effective,  comprehensive 
primary  care  providers,  which  deliver  coordinated  care  to  a 
disproportionate  share  of  Medicare  and  Medicaid  beneficiaries  in 
medically  underserved  areas.  By  federal  definition  these  are 
areas  with  a  disproportionate  share  of  low  income  persons,  poor 
health  status  indicators,  a  shortage  of  primary  care  physicians, 
and  other  characteristics  of  the  population  which  could  decrease 
access  to  health  care,  such  as  a  large  non  English  speaking 
population.     Often,  Health  Centers  are  the  only  provider  serving 
Medicare,  Medicaid  and  uninsured  patients  in  these  medically 
underserved  areas.     Congress  recognized  the  importance  of  these 
coordinated  care  providers  by  creating  the  Federally  Qualified 
Health  Center  program  and  assuring  reasonable  cost  reimbursement 
for  essential  ambulatory  care  services,  known  as  FQHC  services. 
Federally  Qualified  Health  Centers  can  contribute  significantly 
to  cost  containment  and  the  advancement  of  coordinated  care  as 
essential  access  points  and  case  management  providers  in  the 
health  care  system.  Health  Centers  must  not  be  put  at  risk  by 
Medicare/Medicaid  "managed  care"  risk-bearing  arrangements, 
because  they  carry  a  disproportionate  share  of  Medicare,  Medicaid 
and  uninsured  patients  and  have  nowhere  to  "spread  the  risk."  If 
Health  Centers,  which  must  accept  all  patients  regardless  of 
ability  to  pay,  are  put  at  risk,  the  inevitable  result  will 
either  be  a  loss  of  access  to  care  for  thousands  or  millions  of 
uninsured  persons,  or  for  those  covered  by  Medicare  and  Medicaid. 
The  critical  value  of  Community  Health  Centers  cannot  be 
compromised  under  the  veil  of  "managed  care"  arrangements. 

The  Wisconsin  Medicaid  Program  has  implemented  FQHC  medicaid 
reimbursement  to  Community  Health  Centers  whereby  the  program's 
capitated  contracts  with  health  maintenance  organizations  (HMO) 
are  not  compromised.  Under  the  Wisconsin  program,  the  Health 
Centers  contract  with  the  HMOs  under  the  customary  capitated 
arrangements  and  make  up  the  cost  differential  under  a  separate 
cost  reconciliation  process  with  the  medicaid  program.  Under  this 
arrangement  the  disproportionate  share  of  Medicaid,  Medicare  and 
uninsured  persons  served  by  the  Centers  is  recognized. 
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The  current  definition  of  FQHC  services  includes  only  a  portion 
of  all  care  and  services  that  Community  Health  Centers  must 
provide  to  patients,  as  required  under  the  Public  Health  Service 
Act.    This  means  that  Medicaid  and  Medicare  either  completely 
fail  to  cover,  or  pay  inadequately  for,  many  of  the  Health 
Centers'  most  important  services  to  patients.    Critical  Health 
Center  services  that  are  not  covered  or  inadequately  covered 
include  translation,  preventive  dental,  pharmaceutical  services 
and  case  management. 

By  expanding  the  definition  of  FQHC  services  to  include  all 
required  Public  Health  Act  services,  Congress  will  better  ensure 
that  limited  Health  Center  grant  funds  reach  as  many  uninsured 
persons  as  possible,  not  used  to  make  up  shortfalls  in  the  cost 
of  serving  Medicare  and  Medicaid  patients.  If  the  Health  Centers' 
role  as  coordinated  care  providers  is  to  be  fully  recognized  in 
the  emerging  "managed  care"  initiatives,  then  clearly  case 
management  services  should  be  covered  by  Medicare  and  Medicaid. 
Inadequate  or  nonexistent  Medicare/Medicaid  coverage  means  that 
Health  Centers  must  reduce  the  number  of  completely  uninsured 
poor  patients  they  serve  in  order  to  compensate  for  the  uncovered 
services  needed  by  Medicare  and  Medicaid  patients. 

The  role  the  Community  Health  Centers  have  in  the  care 
coordination  for  high  risk  low  income  persons  is  recognized  under 
a  Medicare  Program  waiver  operating  in  four  large  urban  areas  in 
the  country  including  Milwaukee,  Baltimore,  Cincinnati,  and  San 
Jose.  Under  the  waiver,  low  income  Medicare  beneficiaries  have 
their  primary  health  care  coordinated  by  Community  Health 
Centers.  In  addition,  under  the  waiver,  these  Medicare  persons 
may  also  receive  basic  services  including  pharmacy, 
preventive/restorative  dental,  vision,  podiatry,  transportation 
and  case  management.  The  inclusion  of  basic  primary  care 
services,  such  as,  pharmacy,  dental,  and  case  management  if 
extended  to  all  Community  Health  Centers'  Medicare  beneficiaries 
could  result  in  significant  savings  to  the  Medicare  Program.  A 
capitated  rate,  per  Health  Center,  could  be  established  which 
would  result  in  several  outcomes  including  cost  savings  as  a 
result  of  lower  rates  of  hospital  inpatient  days  from  the 
provision  of  the  patient's  pharmaceutical  needs.  The  saving  of 
even  one  hospital  inpatient  day  could  allow  the  availability  of 
$300  -$400  a  year  for  a  Medicare  beneficiary's  outpatient 
pharmaceuticals.  The  Medicare  waiver  program  has  proven  to  be 
very  cost  effective  in  the  cities  where  it  has  been  implemented. 
The  inclusion  of  this  initiative  to  all  Community  Health  Centers 
would  provide  access  to  basic  primary  care  to  millions  of  low 
income  elderly  Americans.  I  strongly  urge  you  to  include  the 
initiative  in  your  discussions  regarding  changes  to  the  Medicare 
Program. 

In  addition  to  financing  issues,  of  major  importance  to  the 
continued  provision  of  comprehensive  primary  care  to  medically 
underserved  persons  is  the  availability  of  appropriately  trained 
health  professionals.  The  National  Association  of  Community 
Health  Centers  has  estimated  that  by  the  end  of  the  decade  over 
10,000  additional  physicians  will  be  needed  to  serve  Community 
Health  Center  patients.  Programs  for  developing  health 
professional  education  and  training  for  Health  Centers  must  be 
focused  and  redirected  to  include  rural  and  other  medically 
underserved  communities. 

The  issue  is  not  simply  the  availability  of  medical  care  but 
its  content,  character,  and  appropriateness  for  the  patients  who 
need  it.  The  highest  quality  clinical  medical  care  alone  will  not 
cure  the  problems  of  medical  underservice  in  this  country.  A 
different  approach  to  medical  care  itself  is  needed.  The  other 
problems,  beyond  those  of  medical  underservice,  related  to 
poverty  and  its  consequences  affect  the  lives  of  millions  of 
Americans.  Much,  however,  can  be  done  to  assure  people,  already 
burdened  by  the  risks  associated  with  poverty,  to  adequate  health 
care.  The  model  which  has  proven  effective  for  almost  thirty 
years  is  the  Community  Health  Center  model  of  primary  care 
delivery  which  provides: 

-  an  accessible  location  in  a  community; 

-  convenient  hours  of  operations; 

-  services  which  are  available  to  all  patients  without  regard 

to  ability  to  pay  or  the  need  for  pre-payment  of  care; 
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-  a  comprehensive  cluster  of  health  services  including  high 

quality  medical  care,  patient  support  services,  preventive 
health  care,  outreach,  and  early  intervention; 

-  care  provided  in  a  culturally  sensitive  environment; 

-  a  collaborative  approach  to  care  provided  in  the  community; 

and 

-  strong  involvement  by,  and  responsiveness  to  the  needs  of, 

the  community  being  served. 

The  long  term  goals  of  health  reform  in  the  U.S.  will  never  be 
realized  without  assuring  that  primary  health  care  is 
comprehensive,  community  oriented,  and  accessible. 

I  am  happy  to  answer  any  questions  you  might  have. 


Susan  Robillard,  Executive  Director 
Wisconsin  Primary  Health  Care  Association 
5721  Odana  Road 
Madison,  WI  53719 
(608)   273  -  5963 
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MEDICALLY  UNDERSERVED  COUNTIES,  BY  HEALTH/PHYSICIAN 
SHORTAGE  STATUS,  BY  STATE 


Total 

State 

Counties 

United  States 

3,080 

Alabama 

67 

Alaska 

1 

Arizona 

14 

Arkansas 

75 

California 

58 

Colorado 

63 

Connecticut 

8 

Delaware 

3 

District  of  Columbia* 

1 

Florida 

67 

Georgia 

1  CO 

139 

Hawaii 

4 

loano 

AA 

44 

Illinois 

102 

Indiana 

no 
jL 

Iowa 

99 

i^- _____ 
jvansas 

1  AC 

105 

Kentucky 

120 

Louisiana 

CA 

64 

lviamc 

10 

Maryland 

Z4 

Massachusetts 

14 

Michigan 

83 

Minnesota 

on 
o/ 

Mississippi 

82 

Missouri 

115 

Montana 

57 

Nebraska 

93 

Nevada 

17 

New  Hampshire 

10 

New  Jersey 

21 

New  Mexico 

32 

New  York 

62 

North  Carolina 

100 

Medically  Underserved  Underserved 
Underserved  By  Health  By  Physician 
Counties     Indicators  Shortages 


2,147 

1£73 

574 

65 

55 

11 

0 

0 

0 

12 

11 

1 

57 

CA 

50 

1 

A  A 

44 

41 

3 

52 

47 

5 

4 

4 

0 

3 

3 

A 

u 

1 

1 

A 
0 

53 

4  A 

44 

A 

9 

1C1 

151 

131 

*?A 

2U 

A 

4 

4 

A 
U 

31 

22 

A 

9 

76 

cc 
33 

21 

CO 

33 

24 

AA 

44 

Z4 

zu 

49 

33 

1  £ 

16 

qc 
85 

CO 

39 

26 

64 

CO 

39 

c 
3 

6 

0 

A 

U 

10 
19 

IB 

1 

in 

1U 

0 

i 
1 

49 

37 

12 

34 

18 

16 

81 

77 

4 

74 

32 

42 

33 

20 

13 

40 

13 

27 

8 

7 

1 

7 

7 

0 

12 

12 

0 

27 

24 

3 

45 

37 

8 

79 

70 

9 
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MEDICALLY  UNDERSERVED  COUNTIES,  BY  HEALTH  AND  PHYSICIAN 
SHORTAGE  STATUS,  BY  STATE  (continued) 


Medically     Underserved  Underserved 
Total  Underserved  By  Health      By  Physician 


State 

Counties 

i  Indicator* 

ShortnoM 

North  Dakota 

53 

31 

7 

24 

Ohio 

89 

56 

31 

25 

Oklahoma 

77 

59 

47 

12 

Oregon 

36 

14 

11 

3 

Pennsylvania 

67 

36 

29 

7 

Rhode  Island 

5 

1 

1 

0 

South  Carolina 

46 

44 

43 

1 

South  Dakota 

66 

34 

13 

21 

Tennessee 

95 

78 

56 

22 

Texas 

254 

191 

114 

77 

Utah 

29 

16 

7 

9 

Vermont 

14 

6 

3 

3 

Virginia 

102 

74 

52 

22 

Washington 

39 

28 

20 

8 

West  Virginia 

55 

45 

29 

16 

Wisconsin 

72 

44 

35 

9 

Wyoming 

23 

12 

10 

2 

*  The  District  of  Columbia  is  considered  an  independent  city,  and  has  no  counties. 
However,  for  purposes  of  this  report,  the  entire  District  is  considered  a  county. 


Source:  Lives  in  the  Balance.  National  Association  of  Community 
Health  Centers,  March,  1992 
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Mr.  Downey.  Well,  we  know  what  doesn't  work,  and  that  is  the 
President's  proposal.  Can  you  give  me  a  one-sentence  explanation — 
let  me  start  with  you,  Mr.  Gage — of  what  you  think  will  work? 

Mr.  Gage.  I  don't  think  there  is  a  one-sentence  explanation  of 
what  will  work. 

Mr.  Downey.  OK,  fair  enough. 

Mr.  Gage.  We  do  have,  for  better  or  for  worse,  a  society  which  is 
very  fragmented  in  a  variety  of  ways  that  the  Canadian  system 
isn't,  and  I  think  that  we  are  going  to  have  to  rely  on  different  ap- 
proaches for  different  segments  of  the  population. 

It  is  important  to  bear  in  mind  that  even  what  we  call  the  unin- 
sured, or  perhaps  what  was  called  by  an  earlier  witness  the  patient 
population  at  risk,  is  itself  divisible  into  a  number  of  segments.  We 
can  deal  with  the  mainstream  uninsured — employed  individuals — 
through  some  form  of  play-or-pay,  to  use  the  term  of  art. 

We  are  still  then  going  to  have  a  residual  population  that  is 
going  to  be  highly  resistant  to  vouchers,  highly  resistant  to  many 
of  the  proposals  that  have  been  made  to  enroll  them  in  plans.  We 
can't  even  enroll  half  of  all  the  people  who  are  potentially  eligible 
for  Medicaid  in  many  States  in  this  country  today. 

We  have  health  insurance  systems  out  there  that  are  available  to 
people  that  they  don't  use,  that  they  don't  take  advantage  of  until 
they  are  flat  on  their  backs,  so  we  do  need  to  break  this  down  into 
its  component  parts  and  deal  with  each  part  as  effectively  as  possi- 
ble. 

Mr.  Downey.  Dr.  Robinowitz,  can  I  ask  you  a  question  about 
your  fine  testimony?  You  talk  about  the  35  million  people  who  now 
lack  insurance  and  then  you  say  that  the  Alcohol,  Drug  Abuse,  and 
Mental  Health  Administration,  ADAMHA — is  that  a  Federal 
agency? 

Dr.  Robinowitz.  Yes,  sir;  it  is.  That  is  an  agency  of  the  Public 
Health  Service,  of  the  Department  of  Health  and  Human  Services. 

Mr.  Downey.  OK.  You  say  that  they  estimate  that  the  lack  of 
insurance  for  these  people — I  just  want  to  see  if  I  understand  this 
correctly — costs  $273  billion  a  year  in  lost  work,  productivity, 
prison  recidivism,  and  the  like?  That  is  just  the  cost  for  not  insur- 
ing the  35  million  people? 

Dr.  Robinowitz.  I  think  that  is  the  cost  for  not  insuring,  period, 
but  I  will  have  to  check  that  to  be  sure  I  am  accurate. 

Mr.  Downey.  Yes,  would  you?  You  say  the  uninsured  problem  is 
particularly  acute  with  respect  to  the  coverage  for  the  treatment  of 
mental  and  addictive  disorders,  where  there  are  clear  and  substan- 
tive costs  including  lost  work,  reduced  productivity,  prison  recidi- 
vism, and  a  growing  burden  on  Federal,  State,  and  local  judicial 
and  social  welfare  systems  from  untreated  and  undertreated 
mental  illness. 

And  if  you  would  find  out  for  me  whether  that  figure  is  just  for 
the  35  million,  I  would  appreciate  that. 

Dr.  Robinowitz.  Sir,  many  of  the  insured  are  uninsured  or  un- 
derinsured  

Mr.  Downey.  For  those  things. 

Dr.  Robinowitz.  For  mental  disorders. 

Mr.  Downey.  OK. 
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Dr.  Robinowitz.  So  the  problem  is  that  there  are  35  million 
people  not  insured  at  all  

Mr.  Downey.  But  then  there  is  another  

Dr.  Robinowitz.  Then  there  are  additional — right. 

Mr.  Downey.  OK,  and  that  figure  of  $273  billion  annually  would 
include  the  cost  of  not  insuring  everybody  for  treatment  of  sub- 
stance abuse,  alcoholism,  and  other  mental  disorders? 

Dr.  Robinowitz.  Right. 

Mr.  Downey.  Is  that  correct? 

Dr.  Robinowitz.  Yes. 

Mr.  Downey.  I  now  yield  to  Mr.  Rangel.  The  panel  has  all  testi- 
fied. 

Let  me  just  thank  all  of  you  for  your  testimony  today.  This  has 
been  very,  very  helpful  for  us,  and  if  I  can  speak  for  Mr.  Rangel,  at 
least  this  much,  knowing  that  both  of  us  feel  strongly. 

Mrs.  Johnson  may  have  some  questions.  Did  you  have  some  ques- 
tions? 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman.  I  don't  have  questions 
primarily  because  we  all  are  pressing  to  go  to  other  meetings  and  I 
would  like  to  be  here  for  the  next  panel,  but  I  do  have  a  couple  of 
comments. 

Your  comments  concern  me,  this  panel's  comments.  Now  first  of 
all,  I  am  a  very  strong  advocate  of  mental  health  services.  I  do  find 
that  coordinated  care  and  the  community  health  centers  are  reach- 
ing into  the  mental  health  and  substance  abuse  problems  of  fami- 
lies more  effectively  than  Medicaid  as  it  provides  reimbursements 
to  individuals  who  eclecticly  seek  care.  They  often  seek  care  for  the 
symptoms,  not  for  the  cause. 

A  coordinated  care  program,  a  good  preferred  provider  program, 
gets  to  the  mental  health  problems  earlier,  in  my  estimation,  if  it 
is  good.  Now  I  understand  that  good  is  a  qualification,  but  it  is  also 
true  that  price  pressure  on  mental  health  services  has  resulted  in  a 
dramatic  growth  of  outpatient  care,  and  that  outpatient  care  has 
had  some  real  benefits  for  people  suffering  from  serious  mental  ill- 
ness. So  all  price  pressures  aren't  necessarily  bad. 

Now  I  understand  your  anxiety  about  eliminating  the  State  man- 
date and  not  replacing  it  with  a  Federal  mandate.  I  think  the  Fed- 
eral mandate  has  to  focus  itself  on  prevention  and  on  holistic  care, 
and  if  we  do  that  we  ought  to  be  able  to  address  mental  health 
needs  as  part  of  health  needs,  which  is  their  legitimate  role. 

But  I  also  want  to  comment  on  Mr.  Gage's  comments  and  some 
other  comments  of  the  panel,  because  as  important  as  the  new 
money  for  community  health  centers  is  in  the  President's  proposal, 
it  isn  t  the  only  money  that  will  affect  the  community  health  cen- 
ters. I  think  it  is  very  important  to  recognize  that  Medicaid  only 
covers  38  percent  of  the  eligible  Medicaid  people.  The  President's 
proposal  will  allow  for  public  hospitals  an  enormous  new  source  of 
reimbursement,  will  radically  reduce  the  amount  of  uncompensat- 
ed care. 

While  I  personally  think  that  the  income  guidelines  for  when  the 
tax  credit  phases  out  and  when  the  deduction  phases  out,  you 
know,  that  we  have  to  look  at  those.  The  concept  of  guaranteeing 
products  available  and  purchasing  power  so  that  we  don't  have  un- 
compensated care  is  a  very  important  one  and  certainly  would 
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have  a  much  more  dramatic  impact  on  public  hospitals  and  access 
and  on  community  health  centers  than  I  think  you  have  allowed. 

It  may  be  that  the  President's  plan  is,  of  course,  very  complicat- 
ed and  it  is  hard  to  pick  up  the  reactions.  Since  I  wrote  a  similar 
kind  of  comprehensive  plan  myself,  I  am  more  sensitive  to  certain 
things. 

For  instance,  I  have  heard  no  one  mention  here  today  the  part  of 
the  President's  proposal  that  requires  mandatory  offer.  In  other 
words,  small  employers  would  have  to  educate  their  employees 
about  these  plans  that  will  be  available  for  the  dollar  amount  that 
they  get,  so  that  there  will  be  a  lot  more  opportunity  in  the  system 
for  people  to  have  access — not  only  dollar  access  to  products  avail- 
able, but  also  knowledge  access  and  guidance  access,  and  all  of  that 
is  important. 

So  I  appreciate  your  comments  today.  I  am  very  concerned  about 
the  impact  of  changes  that  we  might  impose  on  mental  health  com- 
munity hospitals  and  community  health  centers,  but  I  would  urge 
that  we  look  at  this  in  the  larger  picture. 

One  last  comment — many  of  you  commented  on  the  rate  of 
growth  in  the  President's  plan.  I  would  remind  you  that  in  the 
President's  plan,  the  first  year  you  get  full  medical  cost  growth  and 
then  it  declines  and  by  the  end  of  its  five  years  it  is  cost  of  living 
plus  two  percent.  In  Russo's  plan,  medical  costs  are  allowed  to 
grow  at  the  rate  of  GNP.  Now  that  would  be  a  positive  disaster  for 
all  of  us  if  all  of  the  sudden  health  care  costs  were  clamped  down. 
GNP  is  growing  2  or  3  percent. 

So  recognizing  that  Ways  and  Means  has  constrained  the  rate  of 
growth  of  Medicare  costs  to  below  medical  inflation  every  year  I 
have  been  on  the  committee  and  will  continue  to  do  so,  we  are 
looking  at  a  marginal  difference  of  medical  costs  minus  2  percent 
or  medical  costs  minus  3  or  4  percent  over  a  5-year  period,  and  the 
likelihood  that  we  are  going  to  have  to  do  that  anyway  is  very 
great. 

There  are  not  draconian  cost  constraints  in  the  President's  pro- 
posal at  this  point.  They  are  going  to  be  hard  for  all  of  us  to  deal 
with,  but  I  think  the  fine  print  is  important  in  this  instance  to  a 
complex  plan  and  our  ability  to  decide  what  is  the  best  first  step, 
as  some  of  the  generic  descriptions  of  that  plan  that  have  appeared 
in  the  public  arena. 

Thank  you,  Mr.  Chairman. 

Mr.  Rangel  [presiding].  Thank  you,  Mrs.  Johnson. 

Do  you  support  the  voucher  system?  Is  that  in  your  program? 

Mrs.  Johnson.  I  do  not  have  that  in  my  program.  I  take  a  little 
different  approach  to  that.  I  want  to  see  us  expand  the  infrastruc- 
ture. I  put  my  money  into  the  community  health  centers  and  ex- 
panding that,  and  then  allowing  that  kind  of  model — we  have  al- 
ready in  the  law,  rural  health  equivalents,  but  I  want  to  see  us  de- 
velop the  infrastructure  and  then  let  people  come  to  that  and  take 
advantage  of  its  income-related  fee  structure.  I  think  that  is  clean- 
er and  simpler  and  is  going  to  avoid  this  problem  of  when  the  tax 
credits  phase  out  and  so  on  and  so  forth. 

Mr.  Rangel.  Well,  I  certainly  would  more  readily  support  that 
concept  than  this  idea  of  poor  sick  people  shopping  around  for  the 
best  person  that  is  able  to  meet  their  health  needs. 
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Let  me  thank  this  panel,  but  Mr.  Gage,  I  want  to  thank  you  for 
dedicating  so  much  of  your  private  life  to  the  support  of  the  public 
hospital  system,  and  I  assume  that  your  testimony  here  today  was 
in  support  of  the  national  association. 

I  have  a  problem  sitting  on  this  committee  when  we  deal  with 
health  issues,  especially  Medicare  issues,  where  more  often  than 
not  health  care  is  not  one  of  the  things  that  we  hear  from  wit- 
nesses. It  is  which  service  should  be  reimbursed  that  we  hear  from 
witnesses,  whether  we  should  give  more  to  the  doctors  than  we  give 
to  the  hospitals,  whether  they  should  be  specialists  that  get  reim- 
bursed. 

I  just  don't  see  how  we  can  talk  about  a  national  health  system 
without  taking  a  look  at  a  broader  question,  and  that  is,  is  the 
present  system  being  misused?  Are  the  professional  services  being 
abused?  Are  our  public  hospitals  or  hospitals  that  are  located  in 
poorer  communities  being  used  for  a  purpose  other  than  reimburse- 
ment fees? 

Is  the  public  hospital  a  place  where  old  folks  stay  because  we 
don't  have  nursing  homes — answer  yes.  Are  the  public  hospitals  a 
place  that  sick  people  who  live  on  the  streets  and  have  no  homes 
check  in  when  wintertime  comes — yes.  Are  the  public  hospitals 
where  Medicaid  patients  go  because  there  are  no  local  doctors  and 
they  just  go  there  for  regular  treatment — yes. 

Are  public  hospitals  places  where,  for  $1,500  a  day  they  take  care 
of  a  low-weight  baby  because  there  is  no  one  else  to  take  care  of 
the  baby  and  keep  the  baby  for  a  year  or  so  because  no  one  is 
adopting  him — yes.  Do  addicts  that  need  more  than  doctors  and  ex- 
pensive hospital  care  find  themselves  in  these  $600  a  day  beds — 
answer  yes. 

And  when  mayors  and  Governors  have  to  cut  budgets,  do  we  poli- 
ticians normally  cut  where  we  believe  we  would  get  the  least 
amount  of  political  reaction — yes.  And  are  the  sick  and  the  old  and 
those  in  hospitals  the  least  politically  active — answer  yes. 

So  that  is  why  we  hear  from  doctors  and  hospital  executives  and 
big  shots,  but  I  don't  know  what  it  has  to  do  with  the  quality  of 
care.  We  very  seldom  hear  testimony  that  we  could  serve  more 
people  if  only  you  would  concentrate  in  a  different  direction,  and 
maybe  if  you  had  decent  housing  we  wouldn't  have  so  many  people 
with  tuberculosis,  they  wouldn't  be  on  the  streets.  So  maybe  if  you 
took  a  look  at  the  root  causes  of  drug  addiction  you  wouldn't  have 
to  treat  so  many  alcoholics  and  drug  addicts. 

Is  this  a  part  of  your  professional  outlook  as  to  what  the  Nation 
should  be  perceiving  as  we  draft  a  national  health  plan?  I  didn't 
hear  it  from  the  President,  and  quite  frankly  I  don't  hear  it  from 
any  of  the  Democratic  candidates  for  President.  I  know  that  one  of 
the  reasons  you  left  the  American  Hospital  Association  is  because 
during  those  good  times  you  didn't  hear  it  from  the  private  hospi- 
tals, and  public  hospitals  really  can't  turn  anyone  away. 

Mr.  Gage.  I  think  certainly  to  a  large  extent  you  are  answering 
your  own  question  as  you  ask  it,  which  is  why  it  is  always  a  joy  to 
testify  before  you,  Mr.  Chairman. 

We  worked  with  Eli  Ginsberg  some  last  year,  and  we  are  very 
serious  at  NAPH  about  exploring  this  broader  concept  that  you  de- 
scribe. We  are  looking  into  funding  to  develop  what  we  call  a  social 
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severity  index,  to  assess  all  of  the  needs  of  this  population  I  re- 
ferred to  earlier  as  voucher-proof.  I  mean,  imagine  how  to  imple- 
ment a  voucher  system  to  enable  a  lot  of  the  addicts  and  AIDS  pa- 
tients in  the  New  York  City  Health  and  Hospitals  Corp.  to  go  out 
and  buy  some  private  health  insurance  package.  It  is  rather  mind- 
boggling  and  betrays  a  very  great  lack  of  street  knowledge  about 
what  actually  goes  on  in  these  health  systems  and  how  the  patients 
arrive. 

I  mentioned  earlier  in  my  prepared  testimony  that  very  often  un- 
insured patients  don't  arrive  in  these  hospitals  for  elective  surgery. 
They  are  lucky  to  arrive  conscious,  and  they  certainly  don't  arrive 
even  with  Medicaid  cards  in  hand  for  the  most  part. 

The  hospitals  have  to  become  the  social  workers.  They  have  to 
become  eligibility  workers.  They  have  to  find  ways  to  finance  their 
care,  and  then  they  have  to  figure  out  where  to  discharge  them  to, 
and  as  you  said  in  some  cases  there  isn't  any  place  to  discharge  a 
patient  to. 

We  heard  complaints  earlier  this  week  about  Medicare  payments 
for  cataract  surgery  from  some  of  our  inner-city  hospitals,  claiming 
that  now  Medicare  will  not  pay  for  a  hospital  stay  for  cataract  sur- 
gery and  you  are  discharging  a  poor  elderly  patient  to  the  street  or 
to  a  very  untenable  home  environment  and  the  surgeries  are  fail- 
ing. They  are  having  to  come  back  and  redo  them  because  they 
can't  even  keep  them  in  the  hospital  overnight  or  for  more  than  a 
few  hours. 

So  I  think  there  is  a  rhetoric  gap  between  a  lot  of  these  proposals 
and  the  care  that  these  patients  actually  need  and  the  way  in 
which  we  need  to  go  about  making  sure  we  fill  in  the  gaps. 

Mr.  Rangel.  Well  let  me  say  this.  I  am  now  working  with  a 
former  colleague  of  yours,  Joe  Califano,  who  is  now  associated  with 
Columbia  University,  and  I  don't  know  what  contribution  this 
panel  can  make  to  this  type  of  thinking,  but  in  the  city  of  New 
York  we  had  an  outstanding  Jewish  scholar  that  was  attacked  by 
an  unruly  mob  and  he  was  taken  to  a  public  hospital,  and  because 
in  this  particular  environment  the  hospital  was  so  overwhelmed  in 
taking  care  of  so  many  other  illnesses  no  one  ever  turned  him  over 
to  see  that  he  was  wounded  in  the  back  or  the  front,  whatever  it 
was,  and  he  died. 

In  another  case  in  my  community  in  Harlem,  an  outstanding 
civil  rights  lawyer  had  a  heart  attack  and  had  a  history  with  the 
hospital,  but  he  died  waiting  for  a  bed  because  they  had  all  these 
problems. 

So  all  of  us  want  investigations  and  to  find  out  where  the  wrong- 
doers are,  but  the  truth  is  that  less  famous  people  die  every  day  in 
these  hospitals  because  the  doctors  are  overworked,  and  I  assume 
that  you  don't  talk  too  much  about  it  because  the  hospital  could 
lose  its  accreditation,  and  the  doctor  could  face  malpractice.  But  I 
think  we  all  know  that  there  are  unnecessary  deaths  in  hospitals 
because  they  are  understaffed,  burned  out,  and  overworked. 

So  I  have  asked  Columbia  University,  believing  that  one,  they 
have  been  the  recipient  of  a  lot  of  Federal  funds  in  research  and 
development,  and  two,  they  have  an  international  reputation  for 
producing  the  best  doctors  and  nurses  in  the  country  and  in  the 
world,  to  see  whether  they  would  have  a  forum  bringing  together 
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national  experts  and  helping  us  legislatively,  because  after  all  you 
know  we  are  only  here  to  help  the  middle  class. 

You  listen  to  the  candidates,  and  that  is  the  new  code  word. 
Please  don't  bother  me  with  people  who  are  not  voting.  I  mean,  you 
have  to  give  them  money,  whether  it  helps  or  doesn't  help,  give 
them  a  cut  in  taxes,  and  that  is  the  whole  emphasis. 

But  if  we  could  really  ask  the  experts,  forgetting  reimbursement 
rates,  disproportionate  share,  vouchers  and  nonvouchers,  treatment 
centers,  community  clinics,  hospitals,  private  doctors,  what  would 
you  do  and  what  should  be  in  our  bill.  We  should  get  the  people 
with  all  of  the  power  and  prestige  to  force  the  Congress  and  maybe 
the  President  to  fashion  a  bill  that  could  save  money,  expand  serv- 
ices, and  have  quality  care. 

But  I  don't  see,  Mr.  Gage,  as  long  as  the  Medicaid  provisions  are 
in  one  committee  and  the  Medicare  provisions  are  here,  and  all  we 
see  is  who  is  not  being  reimbursed  and  what  that  rate  should  be 
and  who  do  we  hurt  this  time,  since  it  appears  as  though  the  popu- 
lar thing  to  do  is  to  present  a  budget  to  the  Congress  that  cuts  back 
Medicaid  for  $25  billion  and  then  we  are  the  good  guys  and  we  only 
cut  it  back  $5  billion. 

So  you  could  help  us,  perhaps,  in  terms  of  this  national  program 
by  giving  the  poor  and  the  undercovered — adopt  them  as  your  con- 
stituents, as  I  know  the  public  hospitals  are  forced  to  do. 

Thank  you  very  much  for  your  testimony.  On  behalf  of  the  full 
committee,  we  thank  you  for  taking  the  time  to  testify. 

Mr.  Rangel.  The  next  panel  is  the  National  Association  of  Medi- 
cal Equipment  Suppliers,  Corrine  Parver,  who  is  president  and 
CEO;  the  American  Association  of  Bioanalysts  from  St.  Louis, 
Alvin  Salton  chairs  the  government  and  professional  relations  com- 
mittee; and  Ronald  Mills,  the  chairman-elect  of  the  Health  Indus- 
try Distributors  Association.  They  will  be  testifying  before  us. 

Without  objection,  your  full  testimony  will  be  entered  into  the 
record. 

We  will  start  now  with  Ms.  Parver. 

STATEMENT  OF  CORRINE  PARVER,  PRESIDENT  AND  CHIEF  EX- 
ECUTIVE OFFICER,  NATIONAL  ASSOCIATION  OF  MEDICAL 
EQUIPMENT  SUPPLIERS,  ACCOMPANIED  BY  RICK  DOHERTY, 
HOME  MEDICAL  EQUIPMENT  SUPPLIER 

Ms.  Parver.  Good  morning. 
Mr.  Rangel.  Good  morning. 

Ms.  Parver.  Mr.  Chairman,  Mrs.  Johnson,  I  am  pleased  to  testify 
before  you  this  morning.  I  am  Corrine  Parver,  president  of  the  Na- 
tional Association  of  Medical  Equipment  Suppliers  and  with  me  is 
Rick  Doherty,  who  is  a  home  medical  equipment  supplier  in  the 
State  of  Massachusetts. 

Home  medical  equipment  such  as  oxygen  ventilators,  customized 
wheelchairs,  and  basic  mobility  aids  play  an  integral  role  in  our 
nation's  health  care  system.  As  a  proven  cost-effective  method  of 
providing  needed  care  to  Medicare  beneficiaries  in  their  homes, 
home  medical  equipment  enhances  the  quality  of  life  for  recipients 
and  their  families  alike. 
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This  fact,  we  submit,  should  be  recognized,  particularly  in  light 
of  increasing  concerns  over  spiraling  health  care  costs. 

Any  health  care  reform  package  should  build  upon  the  strength 
of  our  current  system.  Home  medical  equipment  as  a  key  part  of 
home  care  meets  virtually  all  principles  and  policies  inherent  in 
any  sound  health  care  reform  proposal. 

Cost  effectiveness — a  1991  Lewin/ICF  study  concluded  that  home 
health  care  and  home  medical  equipment  could  realize  substantial 
savings  for  certain  diagnoses,  if  used  in  conjunction  with  earlier 
discharges  from  the  hospital.  In  18  States  where  home  health  care 
was  substituted  for  institutional  care  under  Medicaid,  savings 
achieved  were  68  percent. 

As  recently  as  last  year,  the  Department  of  Commerce  reported 
that  one  approach  to  health  care  cost  containment  was  expanded 
home  care. 

As  far  as  coordinated  care  is  concerned,  home  health  effectively 
uses  coordinated  care  to  provide  services  and  reduce  costs,  combin- 
ing the  skills  and  services  of  discharge  planners,  home  medical 
equipment  suppliers,  visiting  nurses,  physicians,  family,  and  volun- 
teers to  provide  equipment,  service,  and  training  at  substantial  sav- 
ings over  institutional  care. 

We  believe  in  a  market-based  system  as  well.  Over  2,100  NAMES 
members,  80  percent  of  whom  are  local  business  men  and  women, 
comprise  a  highly  efficient  private  sector  delivery  and  educational 
system  across  the  country.  Most  home  medical  equipment  suppliers 
provide  24  hours  a  day,  seven  days  a  week  services  in  large  cities 
and  small  towns,  and  often  in  medically  underserved  urban  and 
rural  communities,  although  this  high  level  of  service  is  becoming 
increasingly  impractical  because  of  excessive  payment  cuts  in 
recent  years  and  your  district,  Mr.  Chairman,  is  one  that  is  affect- 
ed by  those  severe  payment  cuts. 

Despite  the  critical  role  

Mr.  Rangel.  You  said  my  district?  Most  of  the  payment  cuts  are 
in  my  district? 

Ms.  Parver.  No,  not  most  of  the  payment  cuts  are  in  your  dis- 
trict  

Mr.  Rangel.  What  did  you  say? 

Ms.  Parver.  But  many  people  in  your  district  suffer  because  of 
payment  cuts  to  home  medical  equipment  reimbursement. 

Mr.  Rangel.  I  would  assume  that  other  districts  wbuld  be  simi- 
larly affected? 

Ms.  Parver.  I  assure  you  they  are. 

Mr.  Rangel.  Oh,  I  see. 

Ms.  Parver.  Despite  the  critical  role  home  medical  equipment 
plays  in  completing  an  individual's  acute  care  episode,  home  medi- 
cal equipment  continues  to  be  singled  out  for  significant  Medicare 
payment  reductions. 

For  example,  in  his  fiscal  year  1993  budget,  the  President  pro- 
poses yet  another  series  of  drastic  cuts  to  aggravate  further  the 
home  medical  equipment  industry's  ability  to  meet  the  growing 
needs  of  Medicare  beneficiaries.  Particularly  disturbing  is  the  ex- 
tremely broad  discretionary  authority  he  would  grant  HHS  to 
effect  whatever  payment  reforms  it  deems  proper  without  further 
guidance  from  or  consultation  with  Congress.  In  fact,  if  enacted, 
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HCFA  could  consider  any  combination  of  payment  reforms  Con- 
gress already  rejected  in  prior  years. 

Last  year  we  had  to  seek  your  help  to  forestall  implementation 
of  HCFA's  faulty  home  medical  equipment  fee  schedules  until  ap- 
propriate data  corrections  could  be  made.  Such  actions  demon- 
strate the  need  for  constant  congressional  oversight  of  adminstra- 
tion  activities. 

The  blanket  delegation  of  authority  sought  by  the  President  is 
unwise  economic  social  policy  and  downright  frightening,  and  I  re- 
spectfully request  that  you  reject  this  specific  provision. 

The  administration  suggests  that  reducing  home  medical  equip- 
ment reimbursement  is  justified  by  "numerous  reports"  of  industry 
fraud  and  abuse,  but  we  feel  this  is  nothing  but  an  appeal  to  emo- 
tions unsupported  by  logic.  To  address  the  problem  of  abusive  busi- 
ness practices,  the  proper  response  should  be  to  target  the  abusers. 
Reducing  reimbursement  does  nothing  to  punish  these  abusers  or 
extricate  them  from  the  Medicare  system.  Moreover,  it  punishes 
the  legitimate  HME  services  industry  for  this  few. 

But  fortunately  Congress  has  a  credible  alternative  in  the  form 
of  H.R.  2534,  the  Ethics  and  Treatment  of  Home  Medical  Equip- 
ment Act  of  1991,  which  was  introduced  by  Representative  Ben 
Cardin  of  this  committee,  and  now  has  over  100  cosponsors. 
NAMES  calls  on  you  to  support  this  legislation  as  the  proper  policy 
response  to  abusers. 

To  support  its  proposal  to  cut  payment  for  home  medical  equip- 
ment, the  administration  relies  upon  a  recent  GAO  study  supposed- 
ly indicating  that  suppliers  reap  excessive  profits  from  Medicare.  A 
careful  independent  examination  of  GAO's  report  by  Dr.  Bill 
Droms,  a  professor  of  finance  at  Georgetown  University,  reveals 
that  flawed  sampling  and  accounting  techniques  render  the  results 
valueless. 

Indeed,  GAO  even  admits  it  was  impossible  to  offer  protectable 
results  due  to  the  small  data  sample.  Only  six  suppliers  were  sur- 
veyed. I  respectfully  suggest  that  you  ask  GAO  to  review  its  find- 
ings in  light  of  Dr.  Droms'  analysis. 

The  home  medical  equipment  industry  recognizes  the  difficulties 
that  you  and  Congress  face  in  developing  responsible  and  effective 
legislation  to  address  our  health  care  needs  and  restrain  govern- 
ment spending  at  the  same  time,  but  we  submit  that  it  is  counter- 
productive to  erode  an  industry  which  allows  people  to  be  dis- 
charged sooner  from  institutions  and  permits  people  with  severe 
disabilities  to  lead  productive  lives  away  from  institutions. 

As  our  elderly  population  increases  and  advances  in  medical 
technology  continue,  home  medical  services  should  be  preserved. 
The  home  medical  equipment  services  industry  is  a  valuable,  in- 
creasingly vital  element  in  our  health  care  system.  We  help  make 
homecomings  possible. 

In  an  era  of  increasing  cost  consciousness  and  concern  about  the 
elderly  and  people  with  disabilities,  it  makes  sense  to  preserve  the 
very  benefit  that  provides  home  health  services  in  the  most  cost- 
effective,  compassionate  fashion. 
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So  I  urge  you  to  reject  the  administration's  home  medical  equip- 
ment reimbursement  proposals.  We  are  prepared  to  answer  any 
questions  later. 

Thank  you. 

[The  prepared  statement  and  attachment  follow:] 
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NAMES 


STATEMENT 
OF 

CORRINE  PARVER 
PRESIDENT 

NATIONAL  ASSOCIATION  OF  MEDICAL  EQUIPMENT  SUPPLIERS 

ON 

THE  ADMINISTRATION'S  FY  1993  MEDICARE  BUDGET 
AND  HEALTH  CARE  REFORM  INITIATIVES 

BEFORE  THE  COMMITTEE  ON  WAYS  AND  MEANS 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 
MARCH  4, 1992 

Mr.  Chairman  and  Members  of  the  Committee:  I  am  pleased  to  have  this  opportunity  to 
testify  before  you  today.  My  name  is  Conine  Parver.  I  am  President  and  Chief  Executive 
Officer  of  the  National  Association  of  Medical  Equipment  Suppliers  (NAMES),  a  non-profit 
association  representing  over  2100  home  medical  equipment  (HME)  suppliers  operating  in  over 
4500  facilities  nationwide.  Based  upon  individual  patient  needs  and  according  to  physicians' 
prescriptions,  NAMES  members  furnish  a  wide  variety  of  equipment,  supplies  and  services  to 
Medicare  beneficiaries  for  home  use.  These  items  range  from  traditional  medical  equipment 
such  as  hospital  beds  and  walkers  to  highly  sophisticated  services  such  as  oxygen  ventilators; 
parenteral  and  enteral  supplies,  which  provide  nutrition  via  equipment  to  individuals  who  cannot 
eat  normally;  apnea  monitors,  which  allow  parents  to  closely  guard  high-risk  infants'  breathing; 
and  technologically-advanced  equipment  such  as  power  wheelchairs,  which  are  custom- 
designed  for  the  needs  of  persons  with  disabilities. 

My  testimony  will  focus  on  the  adverse  impact  that  further  HME  payment  reforms,  as 
proposed  in  the  Administration's  Fiscal  Year  (FY)  1993  Medicare  budget,  would  have  on  the 
ability  of  the  HME  services  industry  to  continue  providing  high  quality  products  and  services  to 
the  elderly  and  people  with  disabilities. 

Medicare  expenditures  for  the  HME  benefit  in  1991  were  estimated  at  $1.6  billion  and 
are  projected  to  total  $1.8  billion  in  1992. 1  Previous  Congressional  Budget  Office  (CBO) 
estimates  that  predicted  Medicare  HME  outlays  would  rise  to  $1.8  billion  in  FY  1990  and  $2.1 
billion  in  FY  1991  have  proved  faulty.  As  well,  the  revised  "baseline"  overlay  estimates  for 
HME  dropped  17  percent  for  FY  1990  and  24  percent  for  FY  1991.  These  figures  become 
significant  in  light  of  recent  payment  cuts  achieved  through  annual  budget  reconciliation  acts, 
and  the  fact  that  HME  outlays  represent  approximately  only  2  percent  of  the  total  Medicare 
program  expenditures. 


House  Ways  and  Means  Committee  "Green  Book." 

625  Slaters  Lane,  Suite  200.  Alexandria.  VA  22314-1171  (703)  836-6263  FAX  (703)  836-6730 


477 


Hie  HME  suppliers  represented  by  NAMES  provide  high-quality,  24  hours  a  day,  seven 
days  a  week,  cost-effective  home  care  services  which  allow  people  to  recuperate  from  an  illness 
or  injury  in  their  own  homes  surrounded  by  family  and  friends.  HME  allows  individuals  to 
enjoy  independence  with  dignity  and  thus  a  better  quality  of  life.  Throughout  our  discussions 
today,  let  us  not  lose  sight  of  the  fact  that  HME  as  a  part  of  home  care  offers  a  practical  and  cost- 
effective  alternative  to  the  continuing  high  costs  of  institutionalized  care.  As  the  spiraling  costs 
of  health  care  continue  to  fuel  the  national  debate  about  how  best  to  control  expenditures  while 
also  providing  quality  care  to  Americans  in  need  of  these  services,  it  makes  sound  economic 
sense  to  recognize  HME  as  an  efficient  and  undeniably  compassionate  mechanism  for  providing 
needed  health  care  in  the  home.  Yes,  the  HME  industry  is  growing.  But  the  growth  is  due  to 
expanding  patient  needs  and  the  ever-increasing  demand  for  more  medical  care  to  be  provided 
whenever  possible  in  other  than  an  institutional  setting  —  and  not  because  of  increased  Medi- 
care reimbursement 

Ethical  HME  suppliers  do  much  more  than  just  deliver  home  medical  equipment  to 
Medicare  beneficiaries  and  others  —  they  set  up  the  equipment,  train  patients  and  their 
caregivers  on  how  to  use  the  equipment  properly,  service  the  equipment  24  hours  a  day,  every 
day  and  complete  expensive,  ever-increasing  Medicare  paperwork  for  their  patients.  This  high 
level  of  home  care  service  must  be  encouraged  —  not  destroyed. 

Any  health  care  reform  package  should  build  upon  the  strengths  of  our  current  American 
system.  Over  the  past  twenty-five  years,  HME  and  related  services  have  become  an  integral 
part  of  America's  health  care  delivery  system  and  an  extremely  cost-effective  manner  in  which  to 
complete  an  individual's  acute  care  episode.  HME  as  a  part  of  home  care  meets  virtually  all 
principles  and  policies  inherent  in  any  sound  health  care  reform  proposal: 

Cost-Effective 

Lewin/ICF  concluded  in  a  1991  research  study  that  the  home  care  system  could  realize 
substantial  savings  for  certain  diagnoses  if  used  in  conjunction  with  earlier  discharge  from 
the  hospital.  A  federally-funded  study  in  1987  found  that,  in  18  states  where  home  care  Was 
substituted  for  institutional  care  in  the  Medicaid  program,  savings  achieved  were  68  per- 
cent. As  recently  as  last  year,  the  Department  of  Commerce  reported  that  one  approach  to 
health  care  cost-containment  was  expanded  home  care. 

Coordinated  Care 

The  home  care  system  effectively  uses  coordinated  care  to  provide  service  and  reduce  costs. 
Home  care  combines  the  skills  and  services  of  hospital  discharge  planners,  HME  suppliers, 
visiting  nurses,  physicians,  family  and  volunteers  to  provide  equipment,  service  and  training 
at  substantial  savings  over  institutional  care. 

Market-based  System 
Over  2,100  NAMES  members,  80%  of  whom  are  local  businessmen  and  women,  comprise 
a  highly-efficient,  private  sector,  delivery  and  educational  system  across  the  country.  Most 
suppliers  provide  these  services  24  hours  a  day,  seven  days  a  week  in  large  cities  and  small 
towns  and  often  in  medically  underserved  urban  and  rural  communities,  although  this  high- 
level  of  service  is  becoming  increasingly  impractical  because  of  excessive  payment  cuts  in 
recent  years. 

For  these  reasons,  the  rationale  used  by  the  Administration  in  support  of  further  HME 
payment  reductions  -  that  being  the  need  to  correct  perceived  HME  fraud  -  unfairly  paints 
thousands  of  dedicated  HME  suppliers  with  the  broad  brush  of  "abuse"  and  neglects  the  promise 
of  home  care  as  a  practical  alternative  to  high-cost,  impersonal  institutional  care. 

As  with  any  relatively  young  industry,  I  candidly  acknowledge  there  have  been  problems 
with  some  individual  HME  suppliers  taking  advantage  of  existing  loopholes  in  the  Medicare 
program.  Reports  of  certain  abusive  business  practices  by  some  unscrupulous  people  who  have 
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orchestrated  so-called  "scam"  telemarketing  operations  or  engaged  in  other  such  practices  under 
the  guise  of  operating  an  HME  company  are  known.  But  at  best,  NAMES  believes  these 
unethical  suppliers  represent  less  than  1/2  of  1  percent  of  the  HME  services  industry. 
Nonetheless,  NAMES  has  taken  the  lead  in  encouraging  Congress  to  enact  tough  legislation  to 
eliminate  even  those  few  individuals  who  not  only  damage  an  otherwise  quality  industry,  but 
also  cause  unnecessary  federal  expenditures  and  in  so  doing  exploit  the  elderly.  In  fact,  such 
legislation  has  been  introduced  in  both  the  House  and  Senate.  H.R.  2534,  the  "Ethics  and 
Treatment  of  Home  Medical  Equipment  Act  of  1991",  currently  pending  before  this  Committee, 
would  strengthen  the  standards  under  which  HME  suppliers  operate  and  also  provide  for  other 
needed  areas  of  reform. 

Despite  the  critical  role  which  home  care  plays  in  the  entire  health  care  spectrum,  and  the 
fact  that  needed  industry  reforms  currently  are  being  considered  by  Congress,  HME  continues  to 
be  singled  out  by  the  Administration  for  budgetary  reductions  to  such  a  severe  level  that  I  am 
concerned  the  ultimate  effect  may  well  be  the  dismantling  of  the  entire  HME  services  industry. 
HME  is  a  small  segment  of  the  health  care  industry,  accounting  for  only  approximately  2  percent 
of  the  overall  Medicare  budget.  Yet  over  14  percent  of  Medicare  Part  B  payment  cuts  in  the 
Omnibus  Budget  Reconciliation  Act  of  1990  (OBRA 1990)  —  some  $215  million  —  came  from 
HME.  This  $215  million  in  cuts,  which  was  in  addition  to  the  $80  million  in  HME  payment 
reductions  in  OBRA  1989,  represents  over  3  times  the  industry's  proportional  share  of 
reductions.  Significantly,  over  a  five  year  period,  the  effects  of  the  OBRA  1990  payment  cuts 
alone  will  be  to  reduce  outlays  for  HME  by  $2.2  billion. 

Now,  again,  in  its  FY  1993  budget  and  health  care  reform  initiatives,  the  Administration 
proposes  yet  another  series  of  drastic  cuts  that  directly  affect  the  HME  industry,  despite  these 
professed  views  of  the  most  recent  National  Republican  Platform: 

"We  will  encourage  the  trend  in  the  private  sector  to  expand  opportunities  for  home 
health  care  to  protect  the  integrity  of  the  family  and  to  provide  a  less  expensive 
alternative  to  hospital  stays.  We  want  to  ensure  flexibility  for  both  Medicare  and 
Medicaid  in  the  provision  of  services  to  those  who  need  them  at  home  or  elsewhere." 

The  proposed  HME  cuts,  totaling  almost  $500  million  by  1997,  further  would  aggravate 
the  industry's  ability  to  meet  the  growing  needs  of  Medicare  beneficiaries  served  by  HME 
suppliers.  The  Administration  notes  that  additional  across-the-board  reductions  in  HME 
reimbursement  are  "justified  by  numerous  reports  of  fraud  and  abuse"  in  the  HME  industry. 
This  is  frank  demagoguery  —  an  appeal  to  the  emotions  unsupported  by  logic. 

Material  used  to  support  the  President's  initiative  include  a  1991  GAO  study  on 
"Medicare:  Effect  of  Durable  Medical  Equipment  Fee  Schedules  on  Six  Suppliers'  Profit 
Margins,"  purporting  to  indicate  that  HME  suppliers  reap  excessive  profits  from  the  Medicare 
program.  But  a  careful  analysis  of  the  GAO  Report  by  an  independent  consultant,  which  I 
submit  for  the  record  of  this  hearing,  clearly  reveals  that  flawed  sampling  and  accounting 
techniques  applied  to  an  extremely  small  data  sample  (only  six.  suppliers  were  surveyed)  render 
the  results  valueless.  The  GAO  findings  are  at  extreme  variance  with  other  industry  surveys, 
and  indeed,  with  other  well-accepted  techniques  for  calculating  statistical  reliability.  The 
probability  that  GAO  accurately  states  HME  profitability  ratios  is  less  than  1/2  of  1  percent. 

Furthermore,  any  report  evidencing  high  business  profit  margins  in  Medicare  along  with 
extremely  large  losses  in  non-Medicare  is  suspect  from  a  common  sense  standpoint.  It  is  well- 
established  that,  for  years,  Medicare  and  Medicaid  have  paid  less  than  their  fair  share  for  HME 
services,  thus  shifting  costs  to  the  private  insurance  industry.  Despite  the  crucial  fact  that  GAO 
actually  admits  it  was  impossible  to  offer  projectable  results  due  to  the  small  data  sample,  the 
Administration  nonetheless  relies  heavily  on  GAO's  insupportable  findings  to  develop  its  FY 
1993  Medicare  budget  for  HME.  Again,  the  logic  inherent  in  the  Administration's  reliance  on 
this  GAO  Report,  which  is  methodologically  wrong,  is  at  best  useless  and  at  worst  downright 
misleading  as  a  guidepost  to  proper  policy  —  it  simply  makes  no  sense. 

Particularly  disturbing  in  the  Administration's  FY  1993  budget,  as  reflected  currently  in 
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H.R.  4150,  the  "Economic  Growth  Act  of  1992,"  is  the  extremely  broad  discretionary  authority 
granted  to  the  Secretary  of  Health  and  Human  Services  (and  thereby,  HCFA)  to  make  payment 
determinations  for  HME  items,  ostensibly  to  reflect  "current  market  factors."  If  this  legislative 
provision  is  enacted,  Congress,  in  essence,  will  have  abrogated  its  proper  legislative  authority  to 
regulate  HME  reimbursement  levels,  allowing  HCFA  virtually  unlimited  power  to  effect 
whatever  HME  payment  reforms  it  deems  proper,  with  no  further  guidance  from  our 
consultation  with  Congress.  On  behalf  of  HME  suppliers  throughout  the  country,  I  respectfully 
request  the  Committee  outrightly  to  reject  this  proposal  in  its  entirety. 

Mr.  Chairman,  it  was  only  last  year  that  the  HME  services  industry  sought  Congress'  help 
in  forestalling  HCFA's  implementation  of  HCFA's  faulty  HME  fee  schedules  that  were  riddled 
with  errors  and  inconsistencies,  until  such  time  as  appropriate  data  corrections  could  be  made. 
Such  actions  help  demonstrate  the  necessity  for  constant  Congressional  oversight  of 
Administration  activities.  The  blanket  delegation  of  authority  sought  by  the  Administration  is 
unwise  economic  and  social  policy  and  downright  frightening. 

The  legislative  provisions  addressing  national  health  reform  in  the  President's  package 
would  empower  HCFA  to  consider  any  combination  of  Administration  proposals  that  Congress 
already  refused  to  enact  in  prior  years  —  without  the  benefit  of  debate  and  discussion  in  a 
Congressional  forum.  Despite  the  thinness  of  its  rationale,  the  Administration  boldly  advances  a 
series  of  proposals  that  would  amount  to  conferring  on  HHS  and  HCFA  carte  blanche  authority 
to  set  Medicare  reimbursement  for  HME  at-will  in  the  future  —  with  no  further  guidance  from 
or  consultation  with  Congress.  For  example,  the  Administration  seeks  unfettered  discretion  to 
determine  the  amount  of  annual  reimbursement  CPI  updates,  and  even  whether  there  will  be  any 
update  at  all.  This  provision  alone  amounts  to  authority  to  starve  an  integral  part  of  America's 
home  care  system  out  of  existence  in  a  very  short  span  of  time. 

If  enacted  by  Congress,  the  Administration  could  change  payment  policy  for  HME  in  the 
following  manner,  as  previously  articulated  by  HHS  and  HCFA: 

•  Establish  competitive  bidding  for  oxygen  and  oxygen  products; 

•  Reduce  oxygen  reimbursement  by  5%; 

•  Set  a  national  cap  on  reimbursement  for  HME,  including  orthotics  and 
prosthetics,  at  the  national  median; 

•  Establish  fee  schedules  for  parenteral  and  enteral  nutrition  and  supplies;  and 

•  Recategorize  nebulizers  and  aspirators  from  "frequent  servicing"  to  "purchase." 
NAMES  categorically  objects  to  each  and  every  proposal. 

The  Administration  seeks  authority  to  institute  competitive  bidding  for  oxygen, 
demonstrating  once  again  that  the  bureaucrocacy  fails  to  learn  from  its  past,  well-publicized 
mistakes.  As  The  Washington  Post  recently  noted,  the  Department  of  Defense  has  proven  again 
and  again  that  competitive  bidding,  even  for  mundane  items  like  fruitcake  and  ketchup,  entails 
volumes  of  product  specifications,  a  huge  bureaucracy  and  a  glacial  pace  of  operations.  As  for 
cost-containment,  it  is  a  joke,  a  scandal,  or  both,  depending  on  one's  point  of  view.  NAMES 
strongly  opposes  competitive  bidding  in  general  for  the  HME  services  industry. 

With  any  competitive  bidding  system,  the  first  issue  to  consider  must  be  a  determination 
of  what  level  of  service  provided  by  HME  suppliers  the  government  is  willing  to  pay. 
Otherwise,  the  government  rightly  should  be  concerned  that  the  HME  service  component  —  so 
integral  to  assuring  patient  health  and  safety  —  may  diminish  or  disappear.  As  noted  above, 
competitive  bidding  is  known  to  work  poorly  both  for  the  Defense  Department  and  the  Veterans 
Administration  (VA),  places  where  it  already  is  used  on  a  large  scale  similar  to  what  Medicare 
would  require.  Yet,  HCFA,  with  a  chronic  problem  of  carriers  under-funded  to  meet  even  their 
current  workload,  anticipates  that  instituting  competitive  bidding  will  be  successful! 

In  support  of  its  proposal,  HCFA  cites  a  competitive  bidding  program  for  oxygen  used 
currently  by  the  VA.  Significantly,  VA  hospitals  have  experienced  deficiencies  documented  by 
the  Joint  Commission  on  Accreditation  of  Health  Care 

Organizations  (JCAHO)  due  to  the  poor  quality  of  home  care  provided  by  VA  contract  winners. 
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Medicare  would  have  to  expect  similar,  if  not  greater,  problems  in  access  and  quality.  The  VA, 
once  acquiring  signed  contracts  in  certain  states,  has  monitored  providers  for  provisions  of 
services,  only  to  find  they  have  no  awareness  of  home  oxygen  and  HME  items  regarding 
quality,  appropriateness  of  equipment,  various  types  of  equipment,  safety  features  of  equipment, 
and  current  pricing  of  equipment.  Review  of  signed  "low  bid"  contracts  across  the  Southeast 
and  Southwest  VA  system  have  revealed  hidden  charges. 

Competitive  bidding  for  certain  selected  HME  items  has  been  tried  and  subsequently 
abandoned  in  a  number  of  states.  There  are  enormous  complexities  involved  in  dividing  the 
entire  nation  into  multiple  and  reasonable  service  areas.  Few  suppliers  provide  all  possible 
HME  services  and  therefore  it  would  be  necessary  to  define  different  service  areas  for  different 
kinds  of  equipment  It  currently  takes  on  average  90  days  for  HME  suppliers  to  get  paid;  as  a 
result,  it  is  highly  unlikely  any  company  would  have  the  capital  necessary  to  expand  into  new 
services  in  order  to  take  on  large  competitively  bid  contracts.  As  well,  it  is  very  hard  to  design 
and  administer  a  competitive  bidding  process  such  as  described  above  without  damaging  the 
market.  If  a  winning  bid  is  awarded  solely  to  one  provider,  this  certainly  will  drive  many  small 
companies  out  of  business;  the  sole  winner  in  future  years  thus  would  have  a  considerably 
reduced  level  of  competition.  If  multiple  winning  bids  are  approved,  then  no  incremental  benefit 
exists  for  increased  volume.  Furthermore,  according  to  a  recent  study  on  competitive  bidding 
conducted  for  HCFA,  suppliers'  costs  of  doing  business  with  Medicare  are  higher  than  with  the 
VA  or  Medicaid  programs.  Thus,  HCFA  could  not  expect  to  achieve  the  cost  savings  associated 
with  the  VA  program  unless  HCFA  also  implemented  the  cost-saving  administrative  features 
associated  with  the  VA  program. 

For  these  reasons,  NAMES  submits  that  Congress  must  reject  the  Administration's  HME 
proposal  in  Section  804  of  H.R.  4150.  Adoption  of  this  broadly- worded  provision  as  it  is 
currently  drafted  would  allow  the  Secretary  to  put  forward  a  competition  bidding  program  that 
seriously  could  undermine  provision  of  quality  HME  in  this  country. 

Regarding  oxygen  fee  reductions:  HME  payment  reforms  in  OBRA  1987  were  designed 
to  effect  a  five  percent  reduction  in  oxygen  expenditures.  In  many  states,  however,  actual 
reductions  approached  15-20  percent,  in  large  part  because  the  HCFA  data  base  used  to  calculate 
reimbursement  rates  for  oxygen  supplies  and  equipment  included  patients  who  would  not  be 
eligible  for  such  products  under  today's  more  stringent  coverage  rules.  Thus,  oxygen 
reimbursement  already  is  dangerously  low  in  many  states.  An  additional  proposed  five  percent 
reduction  implies  in  real  terms  total  oxygen  reductions  of  well  over  35  percent  since  OBRA 
1987  was  enacted.  Beneficiary  access  to  needed  oxygen  services  already  has  been  limited  in 
certain  markets  across  the  country,  particularly  in  rural  states  such  as  West  Virginia  and  in  states 
where  the  geographic  terrain  renders  oxygen  delivery  and  servicing  difficult.  Additional 
reductions  at  this  time  thus  would  be  devastating  for  continued  access  to  care  by  beneficiaries. 

Regarding  setting  HME  payments  at  the  national  median:  As  you  know,  Congress 
abolished  payment  for  HME  according  to  the  old  reasonable  charge  methodology  in  OBRA 
1987  and  substituted  regional  fee  schedules  in  its  stead.  In  OBRA  1990,  Congress  eliminated 
regional  pricing  in  favor  of  a  phased-in  national  fee  schedule.  By  1993,  the  pricing  disparities 
between  costs  on  the  one  hand  and  Medicare  payment  amounts  in  various  states  on  the  other 
will  disappear,  due  to  the  completed  phase-in  of  national  pricing.  Thus,  imposing  an  additional 
change  at  this  time  by  setting  a  single  national  payment  rate  at  the  median  for  all  HME  items 
would  be  counterproductive. 

NAMES  year-long  ongoing  discussions  with  HCFA  to  correct  HME  fee  schedules 
because  of  data  integrity  problems  supports  the  contention  that  the  data  base  used  for  these 
calculations  is  severely  flawed.  It  is  for  this  very  reason  that  fees  are  calculated  at  the  weighted 
mean  rather  than  the  median,  so  as  to  minimize  the  harmful  effects  of  using  a  flawed 
methodology  for  budgetary  calculations,  hi  recognition  of  these  problems,  several  Members  of 
Congress  requested  a  study  to  determine  what  types  of  geographic  adjustments  may  be 
necessary  for  HME.  Thus,  it  would  be  an  unnecessary  administrative  burden  to  impose 
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additional  changes  prior  to  the  study's  completion  by  calculating  the  fee  schedules  at  the  median 
for  any  item  of  HME,  prosthetics  and  orthotics,  or  parenteral  and  enteral  nutrition,  particularly 
when  the  final  phase-in  to  a  national  fee  schedule  will  be  completed  by  January  1993. 

lb  address  the  problem  of  abusive  business  practices  in  the  HME  industry,  the  proper 
response  from  Congress  should  be  to  target  the  abusers,  lb  mindlessly  reduce  HME 
reimbursement  across  the  board  does  nothing  to  punish  abusers  or  extricate  them  from  the 
program.  Moreover,  it  "punishes"  the  legitimate  HME  services  industry  for  the  sins  of  the  few. 
Fortunately,  Congress  has  a  credible  alternative  —  in  the  form  of  H.R.  2534.  NAMES  actively 
supports  this  bill  and,  on  behalf  of  the  majority  of  ethical  HME  suppliers,  calls  on  this  Commit- 
tee for  its  support  of  this  legislation  as  the  proper  policy  response  to  reported  abusers.  To  adopt 
the  Administration's  logic  is  equivalent  to  yanking  Members'  credit  cards  because  a  few  col- 
leagues bounced  checks! 

In  closing,  NAMES  recognizes  the  difficulties  faced  by  Congress  and  this  Committee  in 
developing  a  responsible  and  effective  legislative  package  that  will  address  America's  health 
care  needs  as  well  as  our  needs  for  fiscal  restraint  in  government  spending.  Notwithstanding, 
NAMES  submits  that  it  is  counterproductive  to  erode  an  industry  which  allows  people  to  be 
discharged  sooner  from  an  institution  and  permits  people  with  severe  disabilities  to  lead 
productive  lives  away  from  an  institution.  As  our  nation's  elderly  population  increases  and  as 
advances  are  made  in  HME  services,  medical  technology  should  be  preserved  and  expanded. 

The  HME  industry  is  a  valuable,  increasingly  vital  element  in  our  nation's  health  care 
system.  This  industry  truly  helps  make  homecomings  possible.  In  an  era  of  increasing  cost- 
consciousness  and  concern  about  the  long-term  care  of  our  nation's  elderly  and  people  with 
disabilities,  it  makes  plain  policy  sense  to  preserve  the  very  benefit  that  provides  home  care 
services  in  the  most  cost-effective  and  yet  compassionate  fashion. 

For  these  reasons,  Congress  should  reject  outright  the  Administrations'  ill-conceived 
reimbursement  proposals  and,  instead,  should  concentrate  on  passing  H.R.  2534,  for  which  there 
is  documented  need.  I  will  be  pleased  to  answer  any  questions  you  may  have. 
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Critical  Analysis  of  the  Government  Accounting  Office  (GAO)  Report 
on 

"Medicare:  Effect  of  Durable  Medical  Equipment  Fee  Schedules 
on  Six  Suppliers'  Profit  Margins" 
(November  1991) 


EXECUTIVE  SUMMARY 

A  critical  examination  of  the  November  1991  Government  Accounting  Office  (GAO)  Report  entitled  "Medicare: 
Effect  of  Durable  Medical  Equipment  Fee  Schedules  on  Six  Suppliers'  Profit  Margins"  demonstrates  that  the  highly 
tenuous  accounting  techniques  applied  to  this  extremely  small  data  sample  render  the  results  of  the  Report  completely 
useless  as  a  guide  to  establishing  rational  Medicare  coverage  and  payment  policy.  The  GAO  findings  on  profitability 
are  at  extreme  variance  with  other  home  medical  equipment  (HME)  services  industry  studies  of  profitability 
undertaken  by  independent  third  parties  employing  much  larger  sample  sizes.  Standard  statistical  techniques  for 
calculating  confidence  intervals  show  that  the  probability  that  the  GAO  findings  on  overall  profitability  is 
representative  of  actual  profitability  in  the  HME  services  industry  is  less  than  one-half  of  one  percent 

The  GAO  sample  of  just  six  suppliers  is  so  small  that  the  Report's  authors  concede:  "Because  of  the  amount  of 
work  involved  in  this  process,  we  could  not  select  enough  suppliers  randomly  to  yield  projectable  results."  In 
fact,  this  small  data  sample  amounts  to  approximately  four-tenths  of  one  percent  of  the  total  number  of  suppliers 
identified  by  GAO  as  receiving  over  $150,000  in  Medicare-allowed  charges  in  1986.  This  sample  size  of  six 
suppliers  overstates  the  actual  results,  since  only  one  site  was  visited  for  those  regional/national  suppliers  having  more 
than  one  location. 

In  terms  of  revenue,  the  number  of  Medicare-reimbursed  transactions  GAO  audited  amounts  to  approximately  one- 
quarter  of  one  percent  of  industry-wide  Medicare  revenues.  But  even  this  small  amount  of  revenue  is  overstated, 
because  the  actual  revenues  audited  included  only  one-to-four  months'  actual  transactions  which  were  then 
"annualized"  by  some  unspecified  technique. 

Having  selected  a  small,  admittedly  non-representative  sample,  GAO  then  based  its  conclusions  on  an  examination  of 
one-to-four  months'  of  unaudited  financial  data,  from  which  the  GAO  auditors  developed  their  own  cost  accounting 
system  Although  non-Medicare  reimbursement  levels  are  higher  than  Medicare  levels  in  the  vast  majority  of  cases, 
GAO  concludes  that  non-Medicare  business  generates  huge  losses  while  Medicare  business  results  in  large  profits. 
Yet  an  examination  of  one  company's  detailed  report  from  GAO  shows  that  this  occurred  solely  because  much 
higher  costs  were  "loaded"  onto  non-Medicare  business  than  to  Medicare  business.  For  example,  overhead  was 
allocated  at  66.8  percent  of  revenue  for  Medicare  business  compared  to  1 10.2  percent  of  revenue  for  non-Medicare 
business. 

The  GAO  finding  of  extremely  high  profits  in  Medicare  business  along  with  extremely  large  losses  in  non-Medicare 
also  is  at  extreme  variance  with  and  in  the  opposite  direction  of  what  common  sense — applied  by  anyone  familiar 
with  the  HME  industry — would  expect  GAO's  projected  revenue  comparisons  under  the  reasonable  charge 
methodology  in  effect  prior  to  OBRA 1987,  as  compared  to  the  OBRA 1987  fee  schedule  and  the  OBRA  1990 
guidelines,  suffer  from  some  major  errors  and  omissions.  In  particular,  GAO's  projections  to  1993  under  the  OBRA 
1990  guidelines  do  not  take  into  account  the  OBRA  1990  requirement  for  a  purchase  option  in  the  10th  month  for 
capped  rental  items. 

In  conclusion,  the  GAO  Report  offers  little  evidence  on  which  to  base  future  Medicare  coverage  and  payment  policy. 
The  use  of  an  insignificant  sample  size  and  reliance  on  unaudited  financial  statements  for  short  periods  of  time  which 
are  then  "annualized"  to  simulate  one  year's  operations  makes  the  overall  GAO  results  of  no  value. 
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Critical  Analysis  of  the  Government  Accounting  Office  (GAO)  Report 
on 

"Medicare:  Effect  of  Durable  Medical  Equipment  Fee  Schedules 
on  Six  Suppliers'  Profit  Margins" 
(November  1991) 


INTRODUCTION 

GAO  compared  suppliers'  costs  with  revenues  for  Medicare  and  non-Medicare  business  to  "assess  the 
effect  of  the  change  from  reasonable  charge  to  fee  schedule  reimbursement  on  suppliers'  revenues  and  to 
analyze  suppliers'  costs."  (p.  3  of  GAO  Report).  In  examining  the  GAO  Report,  anyone  at  all  familiar  with  the 
home  medical  equipment  (HME)  services  industry  would  be  shocked  by  its  central  conclusion:  namely,  that 
the  six  companies  examined  apparently  operate  at  an  overall  loss,  while  earning  very  large  profits  on  their 
Medicare-reimbursed  business  and  experiencing  large  losses  on  their  non-Medicare-reimbursed  business. 
GAO  finds  that  the  average  profit  margin  for  Medicare  business  is  19  percent  while  the  average  profit  margin 
for  non-Medicare  business  is  -24  percent  (loss)  (Table  1,  p.  4  of  GAO  Report).  Overall  profitability  is 
estimated  at  a  loss  of  -2  percent 

The  obvious  inaccuracies  in  the  GAO  Report  stem  from  the  extremely  small  sample  size  and  the 
accounting  techniques  used.  In  fact,  the  sample  size  is  so  small  and  the  accounting  techniques  used  so  tenuous 
that  the  only  appropriate  analogy  would  be  to  assess  the  profitability  of  the  retail  grocery  industry  by  visiting 
the  comer  grocery  store,  pricing  out  a  few  selected  items  and  extrapolating  the  results  to  the  industry  in 
general 

Described  below  are  three  major  flaws  in  GAO's  sampling  technique  and  two  major  flaws  in  its 
accounting  methodology  that  make  GAO's  results  completely  useless  as  a  guide  to  setting  rational  Medicare 
coverage  and  payment  policy. 

ANALYSIS  OF  REPORT'S  FLAWS 
(a)  Sampling  Technique 

GAO  selected  six  suppliers  "for  detailed  review."  (p.  3  of  GAO  Report).  But  this  sample  size  is  so 
small  and  patently  nonrepresentative  of  the  HME  services  industry  that  to  call  it  "trivial"  would  be  a  gross 
overstatement.  The  sample  suffers  from  so  many  limitations  that  it  is  totally  useless  as  a  guide  to  establish 
coverage  or  payment  policy  for  Medicare.  Indeed,  on  its  very  first  page,  the  Report's  authors  flatly 
concede  that  the  results  are  of  no  value  in  assessing  the  true  state  of  profitability  within  the  HME 
industry:  "Because  of  the  amount  of  work  involved  in  this  process,  we  could  not  select  enough  suppliers 
randomly  to  yield  protectable  results"  (page  1  of  GAO  Report).  If  GAO  begins  its  Report  by  stating  flat  out 
that  the  results  are  unreliable  due  to  small  sample  size,  then  what  is  the  point  of  the  exercise? 

To  select  this  sample,  GAO  identified  "1,583  individual  Medicare  HME  suppliers  with  1986 
Medicare-allowed  charges  of  over  $150,000"  reimbursed  under  the  Medicare  Part  B  "DME"  benefit  (p.  13  of 
GAO  Report).  Out  of  these  1,583  suppliers,  they  then  selected  six.  Thus,  the  sample  looks  at  a  grand  total  of 
0.4  percent  (four-tenths  of  one  percent)  of  the  suppliers  GAO  could  identify. 

In  an  attempt  to  overcome  its  inability  to  "cover  a  statistical  sample  of  suppliers  that  could  be  used  to 
project  the  universe"  (p.  13  of  GAO  Report),  GAO  selected  a  "judgmental  sample  representing  a  cross  section 
of  suppliers  based  on  the  following  criteria:  geographic  diversity,  states  with  a  high  Medicare  enrollment,  and 
a  mixture  of  different  suppliers  based  on  revenue  from  Medicare"  (pp.  13- 14  of  GAO  Report).  Among  states 
selected  to  provide  "geographic  diversity"  are:  Georgia,  North  Carolina,  Florida  and  Maryland  —  two 
geographically  contiguous  states  in  the  Southeast  and  one  Eastern  state  just  north  of  the  Mason-Dixon  line.  To 
these  four  southeastern  states  are  added  Texas  and  California. 

Having  selected  a  small,  admittedly  nonrandom  sample,  GAO  then  proceeded  to  reduce  the  sample 
even  more  by  examining  only  one  site  of  those  suppliers  with  multiple  locations  —  a  process  akin  to  visiting 
the  neighborhood  Safeway  supermarket  in  order  to  determine  how  the  national  grocery  chain  is  doing.  The  net 
result  of  this  further  limitation  on  the  already  nonrepresentative  data  was  that  profit  margins  computed  in  the 
study  "are  based  on  annualized  supplier  revenues  of  $7,072,000  for  1988." 

In  fact,  this  sample  is  even  smaller  than  the  roughly  $7.1  million  identified:  the  word  "annualized"  in 
the  previous  sentence  refers  to  the  fact  that  the  authors  examined  revenue  and  cost  data  for  one-to-four 
months'  operations  (according  to  the  Report)  and  extrapolated  those  results  to  produce  "annualized"  revenues. 
Two  suppliers  reported  that  the  GAO  auditors  looked  only  at  data  for  October  of  1988  and  "annualized"  that 
one  month's  data  to  simulate  a  full  year's  results.  At  best,  the  authors  audited  no  more  than  $2,000,000  in 
actual  revenues.  Even  if  we  accept  the  $7,072,000  "annualized"  figure,  this  number  must  be  further  reduced 
since  the  firms'  weighted  average  total  revenue  from  Medicare  was  49  percent  (p.  4  of  GAO  Report).  Thus,  of 
the  $7,072,000, 49  percent  or  $3,465,280  would  be  attributable  to  Medicare.  This  Medicare  revenue  volume 
is  truly  minuscule  in  comparison  to  the  reported  1989  total  Medicare  payments  to  suppliers  of 
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$1,400,000,000.  In  fact  the  GAO  revenue  sample  measures  a  grand  total  of  0.25  percent  (one-quarter  of 
one  percent)  of  industry-wide  Medicare  revenues. 

(b)  Accounting  Methodology 

After  selecting  this  minuscule,  nonrandom,  nondiversified  sample,  the  authors  then  proceeded  to 
examine  unaudited,  financial  data  to  construct  a  new  cost  accounting  system  in  an  industry  in  which  they  had 
no  experience,  in  spite  of  the  position  of  experienced  financial  executives  in  this  industry  that  such  records  are 
impossible  to  construct  Surely,  any  recent  accounting  graduate  knows  that  unaudited  financial  data  from 
small  businesses  are  notoriously  nonrepresentative.  GAO  further  compounds  this  problem  by  then  inventing  a 
new  cost  accounting  system  for  companies  in  an  industry  with  which  the  authors  have  absolutely  no  practical 
experience.  After  all  that,  the  Report  then  goes  on  to  "annualize"  one-to-four  months'  experience  to 
approximate  one  year's  results. 

As  well,  the  Report  presents  numbers  of  "profitability,"  a  term  which  is  never  clearly  defined.  A 
careful  reading  of  the  Report  indicates  that  "profits"  are  revenues  minus  the  sum  of  direct  costs,  indirect  costs 
and  overhead  costs  for  some  undefined  period  of  time  (one-to-four  months)  which  are  somehow  "annualized" 
to  simulate  one  year's  results.  The  Report  makes  no  mention  of  taxes,  so  presumably  the  results  are  pretax  and 
presumably  all  expenses  other  than  taxes  are  included  in  the  three  categories  of  expenses  in  the  Report  GAO's 
process  of  "annualization,"  however,  remains  a  mystery.  Two  CEOs  of  suppliers  included  in  the  study 
indicated  that  GAO  examined  only  the  month  of  October  1988.  October  may  or  may  not  be  a  "typical" 
month,  but  surely  any  business  person  knows  that  profitability  varies  from  month  to  month  and  multiplying 
one  month's  results  by  12  will  not  produce  an  income  statement  that  even  approximates  the  actual  results  for 
the  year. 

OVERALL  RESULTS 

The  overall  results  of  the  GAO  study  are  startling,  even  incredible,  for  two  reasons:  First,  the  GAO 
findings  on  overall  profitability  are  at  extreme  variance  with  the  much  larger  independent  studies  of  this 
industry  undertaken  by  independent  third  parties.  Three  major  industry  surveys  during  the  last  three  years, 
undertaken  on  behalf  of  the  National  Association  of  Medical  Equipment  Suppliers  (NAMES),  were  completed 
by  Dr.  William  G.  Droms,  a  Chartered  Financial  Analyst  and  Professor  of  Finance  in  the  School  of  Business 
Administration  at  Georgetown  University.  Additional  independent  surveys  have  been  undertaken  by  Dr.  P. 
Ronald  Stephenson,  Professor  of  Marketing  in  the  Graduate  School  of  Business  at  Indiana  University- 
Bloomington.  These  surveys  all  present  results  based  on  independent  industry  assessments  conducted  by 
experienced  researchers.  All  survey  results  during  the  past  three  years  have  found  industry-wide  profit  margins 
(measured  as  return  on  sales,  calculated  as  net  income  after  tax  as  a  percent  of  revenue)  to  be  approximately 
5.5  to  6.5  percent  This  level  of  profitability  has  been  found  consistently  over  the  past  three  years  by  all  of  the 
independent  surveys  and  is  at  extreme  variance  with  the  GAO  finding  of  overall  profitability  of  -2  percent 
The  most  recent  NAMES  results  are  based  on  financial  data  from  175  companies;  Dr.  Stephenson's  most 
recent  survey  is  based  on  data  from  174  companies. 

The  variance  of  the  GAO  results  is  best  seen  in  the  context  of  what  statisticians  refer  to  as  a  "95 
percent  confidence  interval."  As  noted  in  the  NAMES  1991  Industry  Survey,  175  firms  provided  sufficient 
data  from  fiscal  year  1990  results  to  calculate  a  profit  margin  as  defined  above.  The  mean  value  for  return  on 
sales  from  these  175  companies  was  6.0  percent  with  a  standard  deviation  of  8.7  percent  Using  standard 
statistical  techniques  yields  a  95  percent  confidence  interval  of  1. 1  percent  This  means  that  there  is  only  a  5 
percent  probability  that  the  true  mean  return  on  sales  (the  return  from  all  1,844  regular  NAMES  members  if 
data  on  all  1,844  firms  were  available)  lies  outside  the  interval  of  6.0  percent  plus  or  minus  1.1  percent  Stated 
alternately,  there  is  a  95  percent  probability  that  the  "true"  mean  return  on  sales  for  all  1,844  firms  lies  in  the 
interval  of  4.9  to  7.1  percent  In  the  NAMES  1990  Industry  Survey  (1989  operating  results),  the  average  profit 
margin  for  126  firms  providing  data  was  6.4  percent  with  a  95  percent  confidence  interval  of  plus  or  minus 
1.1  percent  In  the  NAMES  1989  Industry  Survey  (1988  operating  results),  the  average  profit  margin  for  123 
firms  was  6.2  percent  with  a  95  percent  confidence  interval  of  plus  or  minus  2.1  percent  Thus,  in  three 
separate  industry  surveys  conducted  in  three  different  years,  the  mean  profit  margin  based  on  a  large  sample 
only  varied  from  6.0  to  6.4  percent  across  the  three  years  and  the  95  percent  confidence  interval  was  never 
larger  than  plus  or  minus  2.1  percent  In  round  numbers,  based  on  the  industry's  three  independent  surveys  of 
large  numbers  of  companies,  one  can  be  95  percent  confident  that  the  true  mean  profit  margin  for  HME  firms 
is  in  the  range  of  approximately  4  to  8  percent 

Putting  the  GAO  finding  in  context  using  standard  statistical  techniques,  the  probability  that 
the  GAO  finding  of  -2  percent  profitability  represents  the  "true"  mean  profitability  is  less  than  one-half 
of  one  percent  The  estimates  of  19  percent  profitability  on  Medicare  business  and 
•24  percent  (loss)  on  non-Medicare  business  are  even  farther  outside  the  realm  of  possibility.  In 
straightforward  language,  there  is  at  least  a  99.5  percent  chance  that  the  GAO  data  are  wrong. 

Confidence  intervals  also  can  be  constructed  for  the  profit  margins  GAO  reported.  Based  on  the  data  in 
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Table  1  of  the  GAO  Report,  the  arithmetic  mean  overall  profitability  (i.e.,  the  unweighted  arithmetic  average) 
is  zero,  with  a  95  percent  confidence  interval  of  plus  or  minus  10.6  percent  OAO's  result  tells  us  that  its 
"true"  mean  overall  profitability  is  somewhere  between  a  10.6  percent  loss  and  a  10.6  percent  profit  This 
confidence  interval  is  so  large  because  of  the  very  small  sample  size  employed  and  the  wide  variability  around 
the  mean.  Using  standard  statistical  tests  for  differences  between  means,  the  GAO-reported  profitability  means 
for  Medicare  and  non-Medicare  business  are  not  statistically  different  from  each  other  at  a  95  percent 
confidence  level.  That  is,  it  cannot  be  established  with  95  percent  confidence  (the  standard  confidence  level 
used  in  social  science  research)  that  the  "true"  mean  profits  for  Medicare  and  non-Medicare  transactions  are 
different  from  each  other  based  on  the  GAO  results. 

The  point  of  comparing  the  GAO  results  with  independent  survey  results  is  not  to  argue  that 
actual  industry  profitability  is  higher  or  lower  than  the  GAO  Report  shows,  but  to  emphasize  that  the 
GAO  results  are  totally  outside  the  range  of  reason  based  on  several  large-scale  industry  studies 
undertaken  by  qualified,  independent  researchers.  As  a  policy  guide,  the  GAO  results  are  at  best 
irrelevant  and  at  worst  a  positive  disservice  both  to  the  firms  in  the  HME  services  industry  and  to  the 
government  policymakers  that  GAO  serves. 

The  second  reason  the  GAO  result  is  startling  is  that  the  profitability  for  Medicare  versus  non- 
Medicare  business  is  vastly  different  and  in  the  opposite  direction  from  what  a  common  sense  analysis  would 
expect  Since  the  same  products  are  being  rented  or  sold  to  Medicare  and  non-Medicare  customers  alike  and 
non-Medicare  reimbursement  levels  are  higher  than  Medicare  reimbursement  levels  according  to  nearly  all 
suppliers  in  the  industry,  how  is  it  possible  that  non-Medicare  profits  are  lower  than  Medicare  profits?  Not 
only  does  GAO  find  that  profits  are  higher  for  Medicare  business,  they  find  them  higher  by  an  enormous  gap: 
19  percent  profits  for  Medicare-reimbursed  business  versus  -24  percent  loss  for  non-Medicare  business.  This 
simply  is  not  possible.  But  the  Report  does  not  mention  the  differences  in  reimbursement  levels  for  Medicare 
versus  non-Medicare,  so  this  issue  is  never  addressed  It  is  small  wonder  that  GAO  "did  not  take  the  additional 
time  that  would  have  been  needed  to  obtain  written  comments  from  the  suppliers  on  a  draft  of  this  report"  (p. 
4  of  GAO  Report). 

Inquiries  undertaken  with  executives  of  the  six  audited  firms  reveal  that  the  answer  to  the  above 
question  is  actually  quite  simple.  If  non-Medicare  reimbursement  levels  are  higher  than  Medicare,  the 
only  possible  way  to  calculate  lower  profit  margin  for  non-Medicare  reimbursed  business  is  to  design  a 
cost  accounting  system  that  'loads"  more  costs  against  non-Medicare  business  than  against  Medicare 
business. 

For  example,  a  review  of  the  detailed  spreadsheets  prepared  by  GAO  at  one  of  the  surveyed  companies 
showed  15  products  that  were  handled  in  both  Medicare  and  non-Medicare  lines.  For  14  of  the  15  items,  non- 
Medicare  prices  were  higher  than  Medicare  prices:  for  these  14  items,  the  ratio  of  Medicare  to  non-Medicare 
prices  ranged  from  104  percent  to  267  percent  Yet  GAO  concluded  that  this  firm  was  earning  a  14  percent 
profit  on  its  Medicare  business  while  losing  42  percent  on  its  non-Medicare  business.  How  is  this  possible? 

The  answer  is  deceptively  simple:  GAO  allocated  direct  and  indirect  costs  at  19.4  percent  of  revenue 
to  Medicare  business  compared  to  32.0  percent  to  non-Medicare  business.  In  allocating  overhead,  GAO 
allocated  overhead  of  66.8  percent  of  revenue  to  Medicare  but  an  incredible  1 10.2  percent  of  revenue  to  non- 
Medicare  —  this  in  spite  of  the  fact  that  Medicare  business  accounted  for  65  percent  of  this  company's  total 
business.  Overall,  this  company's  total  revenue  was  divided  65  percent  to  Medicare  and  35  percent  to  non- 
Medicare,  while  total  overhead  costs  were  allocated  53  percent  to  Medicare  and  47  percent  to  non-Medicare. 
To  accept  the  GAO  results,  one  has  to  be  willing  to  believe  that  overhead  is  10.2  percent  greater  than  revenue 
for  non-Medicare  business  while  33.2  percent  less  than  revenue  for  Medicare  business.  This  assumption 
defines  the  word  "incredible." 

REVENUE  COMPARISONS  UNDER  VARIOUS  REIMBURSEMENT  LEVELS 

Other  problems  exist  with  the  GAO  Report  in  addition  to  the  above-described  sampling  and 
accounting  problems.  In  particular,  the  comparisons  of  the  six  firms'  revenues  under  the  reasonable  charge 
methodology  that  was  in  effect  prior  to  OBRA  1987,  the  OBRA  1987  fee  schedule  and  the  fee  schedule  as 
modified  by  OBRA  1990  present  some  problems.  For  example,  GAO's  projections  to  1993  under  OBRA 
1990  guidelines  do  not  take  into  account  the  OBRA  1990  requirement  for  a  purchase  option  in  the  10th  month 
for  capped  rental  items. 

The  purchase  option  change  is  expected  to  have  a  major  adverse  impact  on  HME  revenues,  but 
GAO  "assumes  away"  this  impact  with  the  statement  that  "We  did  not  consider  this  change  in 
reimbursement  method  in  our  analysis  because  no  data  exist  to  predict  how  many  beneficiaries  will 
elect  the  purchase  option"  (p.  7  of  GAO  Report).  If  this  major  change  is  not  considered  in  estimating 
revenues  after  OBRA  1990,  it  should  be  obvious  that  GAO's  projections  to  1993  are  of  little  or  no 
value.  Surely  if  Congress  added  this  rental  option  requirement,  there  was  some  reasonable  basis  to 
suggest  that  this  option  would  benefit  patients  and  provide  some  savings  to  Medicare.  Ignoring  this 
change  makes  the  projections  for  1993  irrelevant. 
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Since  the  purchase  option  for  capped  rental  items  is  expected  to  reduce  Medicare  expenditures,  one 
would  estimate  that  the  GAO  results  comparing  the  1993  fee  schedule  to  the  reasonable  charge  method 
overestimate  1993  revenues  by  some  amount  However,  even  without  the  impact  of  the  purchase  option  for 
capped  rental,  the  data  reported  in  Table  2  (p.  6  of  GAO  Report)  show  that  four  of  the  six  suppliers  will 
receive  lower  revenues  from  the  1993  fee  schedule  than  they  would  have  under  the  old  reasonable  charge 
level.  The  GAO  conclusion  that  1993  fee  schedule  revenues  will  be  "about  4  percent  greater  than  our  estimate 
of  their  1993  revenue  under  the  reasonable  charge  system"  (p.  6  of  GAO  Report)  results  from  the  use  of 
weighted  averages  and  the  fact  that  the  largest  supplier  in  the  survey  would  have  an  increase  of  15  percent  in 
revenues.  Revenues  are  projected  to  decrease  for  four  of  the  five  smaller  suppliers  under  the  1993  fee 
schedule.  In  total,  the  five  smaller  suppliers  will  see  revenue  declines  of  $134,000  —  from  $1,853,000  under 
the  reasonable  charge  method  to  $1,719,000  under  the  1993  fee  schedule.  The  4  percent  overall  increase 
reported  by  GAO  results  from  the  fact  that  the  largest  firm,  which  is  nearly  three  times  larger  than  the  next 
largest  firm  on  the  list  and  over  10  times  larger  than  the  smallest  firm  on  the  list,  is  projected  to  experience  a 
15  percent  increase  in  revenues.  In  short,  the  projected  overall  increase  in  revenues  results  primarily 
from  the  projections  for  one  branch  of  one  large  Firm  —  hardly  representative  of  the  industry  in 
general. 

Finally,  the  Report  offers  virtually  no  comment  on  the  rather  startling  changes  in  profit  margins 
estimated  by  GAO  based  on  the  1989  reasonable  charge  method  as  compared  to  the  1989  and  1993  fee 
schedules  reported  in  Table  3  (p.  7  of  GAO  Report).  In  Table  1  (p.  4  of  GAO  Report),  GAO  reports  that 
"annualized"  1988  profits,  under  the  existing  fee  schedule  in  effect  in  1988,  were  19  percent  for  Medicare 
business.  In  constructing  Table  3,  GAO  estimates  supplier  profits  for  1989  using  the  reasonable  charge  rates 
that  would  have  been  in  effect  had  the  fee  schedule  not  been  implemented  and  then  estimates  profits  under  the 
1989  and  1993  fee  schedules.  Profits  for  the  1989  reasonable  charge  method  are  estimated  at  31  percent,  an 
increase  of  over  61  percent  from  the  results  reported  for  "annualized"  1988.  How  such  a  huge  increase  could 
have  possibly  occurred  is  left  to  the  reader  to  guess.  Then,  under  the  1989  fee  schedule,  profits  are  reported  in 
Table  3  at  45  percent,  an  increase  of  136  percent  over  "annualized"  1988  levels.  Since  the  1989  fee  schedule  is 
roughly  comparable  to  the  1988  fee  schedule  (this  is  the  OBRA  1987  schedule  and  both  years  are  prior  to  the 
OBRA  1990  changes),  one  is  left  wondering  how  such  a  radical  change  could  occur.  The  Report  is  silent  as  to 
how  the  same  six  suppliers,  operating  under  generally  similar  reimbursement  guidelines,  could  experience 
such  a  radical  change.  It  seems  highly  likely  that  such  a  change  must  be  due  to  errors  in  the  data. 


CONCLUSION 

In  conclusion,  the  GAO  Report  offers  little  evidence  on  which  to  base  future  Medicare  coverage  and 
payment  policy.  The  sample  size  is  too  small  and  undiversified  to  offer  any  insights  into  a  $1.4  billion 
program.  Reliance  on  unaudited  financial  statements  for  short  periods  of  time  (one-to-four  months),  which  are 
then  extrapolated  to  produce  "annualized"  results,  makes  the  value  of  any  such  results  highly  suspect  In 
addition,  the  inability  of  GAO  to  make  any  estimate  of  the  impact  of  the  purchase  option  for  capped  rental 
items  undermines  any  possible  estimate  of  the  revenue  impact  of  OBRA  1990  on  HME  suppliers. 

GAO  concluded  that  "Changes  to  the  fee  schedule  enacted  in  OBRA  1990  removed  some  of  the 
revenue  gains,  and  we  estimate  that  the  suppliers  included  in  our  analysis  will  experience  an  aggregate 
increase  of  4  percent  over  the  reasonable  charge  reimbursement  rates  when  the  OBRA  1990  changes  are  fully 
implemented  in  1993"  (p.  9  of  GAO  Report).  Based  on  the  data  presented,  it  would  be  much  more  accurate  to 
conclude  that,  although  GAO  is  unable  to  estimate  the  decrease  in  revenues  as  a  result  of  the  new  purchase 
option  requirement  for  capped  rental  items  introduced  by  OBRA  1990,  four  of  sue  suppliers  in  the  study  will 
experience  revenue  decreases  compared  to  the  reasonable  charge  reimbursement  rates  when  the  OBRA  1990 
changes  are  fully  implemented.  When  the  results  of  the  purchase  option  are  known,  the  four  suppliers 
projected  to  experience  revenue  decreases  will  experience  decreases  greater  than  currently  projected,  and  the 
two  suppliers  projected  to  experience  increases  may  or  may  not  see  such  increases  come  to  pass. 

Finally,  as  a  policy  guide,  the  GAO  results  are  at  best  irrelevant  and  at  worst  a  positive 
disservice  to  the  entire  HME  services  industry  and  government  policymakers  that  GAO  serves. 
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Mr.  Rangel.  Thank  you  for  trying  to  stay  within  the  5-minute 
rule,  because  that  way  we  can  make  certain  that  we  can  get  to  the 
last  panel  today. 

Alvin  Salton. 

STATEMENT  OF  ALVIN  M.  SALTON,  CHAIR,  GOVERNMENT  AND 
PROFESSIONAL  RELATIONS  COMMITTEE,  AMERICAN  ASSOCIA- 
TION OF  BIOANALYSTS,  ST.  LOUIS,  MO 

Mr.  Salton.  Mr.  Chairman,  members  of  the  committee. 

My  name  is  Alvin  M.  Salton.  I  am  testifying  on  behalf  of  the 
American  Association  of  Bioanalysts,  an  organization  which  repre- 
sents the  owners,  directors,  and  managers  of  independent  clinical 
laboratories. 

As  you  are  aware,  laboratories  are  reimbursed  under  a  fee  sched- 
ule for  Medicare  services.  Since  1986,  the  amounts  payable  under 
the  fee  schedule  have  been  limited  by  a  national  cap.  This  cap  is 
currently  set  at  88  percent  of  the  median  of  all  carrier  rates.  The 
President's  budget  reduces  the  cap  to  76  percent. 

AAB  is  firmly  opposed  to  this  proposal.  Further  reductions  in  the 
fee  schedule  are  unreasonable  in  light  of  the  substantial  cuts  which 
have  already  been  imposed  on  the  industry.  During  the  last  8 
years,  the  fee  schedule  has  been  reduced  nine  times  and  frozen 
twice.  The  net  result  is  that  for  many  tests,  the  fiscal  year  1992  re- 
imbursement level  is  only  half  of  the  1984  rate.  In  contrast  to  the 
reductions  applied  to  most  other  providers,  these  are  real  cuts,  not 
just  cuts  in  the  inflation  adjustments. 

The  national  cap  on  the  fee  schedule  was  originally  instituted  to 
equalize  payments  between  carriers.  However,  that  objective  has 
been  achieved  by  previous  reductions.  The  reduction  proposed  by 
the  administration  would  have  a  devastating  effect  on  most  inde- 
pendent community-based  clinical  laboratories.  These  labs  are  al- 
ready losing  money  on  Medicare  testing.  Many  provide  unique 
services  and  settings  not  served  by  large  commercial  laboratories. 

Under  the  administration's  proposal,  the  laboratory  industry 
would  be  forced  to  shoulder  a  disproportionate  share  of  the  fiscal 
year  1993  Medicare  reductions.  Laboratory  payments  constitute 
less  than  5  percent  of  all  Medicare  part  B  expenditures,  yet  72  per- 
cent of  the  administration's  part  B  cuts  come  from  this  program. 

The  reductions  proposed  by  the  administration  will  also  take 
effect  at  the  same  time  the  industry  is  required  to  implement  sev- 
eral new  Federal  regulations.  These  regulations  include  the  Clini- 
cal Laboratory  Improvement  Act,  CLIA  '88,  and  the  OSHA's  blood- 
borne  pathogen  standard.  Each  of  these  rules  will  increase  the 
costs  of  laboratory  testing.  For  example,  OMB  estimates  the  cost  of 
the  final  CLIA  rule  to  exceed  $1  billion  in  fiscal  year  1993. 

If  Congress  is  serious  about  controlling  medical  laboratory  ex- 
penditures, attention  must  be  focused  on  controlling  utilization. 
Simply  ratcheting  down  the  fee  schedule  has  not  and  will  not 
produce  savings.  Independent  labs  do  not  order  tests,  physicians  do. 
As  long  as  the  doctors  can  profit  by  ordering  tests,  the  costs  will 
rise. 

The  Stark  bill,  which  took  effect  in  January,  is  a  partial  solution 
to  this  problem.  However,  the  Stark  law  does  not  address  the  pri- 
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mary  setting  in  which  the  physicians  profit  from  laboratory  test- 
ing— the  doctor's  office.  Ironically,  until  the  passage  of  the  1988 
amendments  to  CLIA,  these  laboratories  were  also  exempt  from 
Federal  quality  control  guidelines. 

We  hope  that  the  implementation  of  CLIA  will  not  only  improve 
physician  office  testing  but  will  also  help  control  excessive  utiliza- 
tion in  this  sector. 

We  also  support  legislation  mandating  direct  billing  for  all  labo- 
ratory services.  Physician  markups  result  in  testing  patterns  which 
drive  up  Medicare  as  well  as  private  pay  costs.  This  trend  should 
be  stopped  by  extending  the  current  Medicare  direct  billing  re- 
quirements to  private  pay  patients. 

Finally,  I  would  like  to  take  a  minute  to  respond  to  a  report  pre- 
pared by  the  GAO  which  suggests  that  additional  reductions  in  lab- 
oratory payments  might  be  appropriate.  Unfortunately,  the  GAO 
report  was  based  on  a  very  unrepresentative  sample  of  16  laborato- 
ries. It  understates  the  costs  incurred  by  small  laboratories  and 
was  completed  prior  to  the  new  CLIA  and  blood-borne  pathogen 
rules. 

However,  I  have  an  even  more  fundamental  concern  about  the 
study.  The  laboratory  which  I  own  and  direct  was  one  of  the  6 
small  laboratories  reviewed.  After  GAO  completed  its  analysis  of 
my  lab,  the  agency  presented  me  with  a  written  statement  which 
verified  what  I  already  knew,  that  I  was  losing  money  on  Medicare 
business. 

Another  AAB  laboratory  included  in  the  survey  was  presented  a 
similar  statement,  yet  the  final  GAO  report  does  not  reflect  these 
conclusions.  Clearly,  there  are  some  significant  problems  with  this 
study. 

For  these  reasons,  we  urge  you  to  reject  the  administration's  rec- 
ommendations. I  appreciate  the  opportunity  to  appear  today  and 
would  be  pleased  to  answer  any  questions  you  might  have. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  THE 


AMERICAN  ASSOCIATION  OF  B I OANALYSTS 


Mr.  Chairman  and  members  of  the  Committee,  my  name  is  Alvin 
M.  Salton.       I  am  testifying  on  behalf  of  the  American  Associa- 
tion of  Bioanalysts,  an  organization  which  represents  the  owners, 
directors,  and  managers  of  independent  clinical  laboratories.  We 
appreciate  this  opportunity  to  present  our  views  on  the  Adminis- 
tration's Fiscal  Year  1993  Budget. 

As  you  are  aware,  laboratories  are  reimbursed  under  a  fee 
schedule  for  Medicare  services.     Since  1986,  the  amounts  payable 
under  the  fee  schedule  have  been  limited  by  a  national  cap.  This 
cap  is  currently  set  at  88  percent  of  the  median  of  all  carrier 
rates.     The  President's  Budget  reduces  the  cap  to  76  percent. 

AAB  is  firmly  opposed  to  this  proposal.       Further  reductions 
in  the  fee  schedule  are  unreasonable  in  light  of  the  substantial 
cuts  which  have  already  been  imposed  on  the  industry.     During  the 
last  eight  years,  the  fee  schedule  has  been  reduced  nine  times 
and  frozen  twice.     The  net  result  is  that  for  many  tests,  the  FY 
1992  reimbursement  level  is  only  half  of  the  1984  rate.  In 
contrast  to  reductions  applied  to  most  other  providers,  these  are 
real  cuts,  not  just  cuts  in  inflation  adjustments. 

The  national  cap  on  the  fee  schedule  was  originally  insti- 
tuted to  equalize  payments  between  carriers.     However,  that 
objective  has  been  achieved  by  previous  reductions.     Few,  if  any, 
carriers  have  schedules  which  are  less  than  the  current  cap. 

The  reduction  proposed  by  the  Administration  would  have  a 
devastating  effect  on  most  independent  community-based  clinical 
laboratories.     These  labs  are  already  losing  money  on  Medicare 
testing.     Many  provide  unique  services  in  settings  not  served  by 
the  large  commercial  laboratories. 

Under  the  Administration's  proposal,  the  laboratory  industry 
would  be  forced  to  shoulder  a  disproportionate  share  of  the 
FY  1993  Medicare  reductions.     Laboratory  payments  constitute  less 
than  5  percent  of  all  Medicare  Part  B  expenditures.     Yet,  72 
percent  of  the  Administration's  Part  B  cuts  come  from  this 
program . 

The  reductions  proposed  by  the  Administration  will  also  take 
effect  at  the  same  time  the  industry  is  required  to  implement 
several  new  federal  regulations.     These  regulations  include  the 
Clinical  Laboratory  Improvement  Act  (CLIA  '88)  and  OSHA's  Blood 
Borne  Pathogen  Standard.     Each  of  these  rules  will  increase  the 
cost  of  laboratory  testing.     For  example,  OMB  estimates  the  cost 
of  the  final  CLIA  rule  will  exceed  $1  billion  in  FY  1993. 


If  Congress  is  serious  about  controlling  Medicare  laboratory 
expenditures,  attention  must  be  focused  on  controlling  utiliza- 
tion.      Simply  ratcheting  down  the  fee  schedule  has  not,  and  will 
not,  produce  savings.     Independent  labs  do  not  order  tests, 
physicians  do.     As  long  as  the  doctors  can  profit  by  ordering 
tests,  costs  will  rise. 

The  Stark  Bill,  which  took  effect  in  January,  is  a  partial 
solution  to  this  problem.     Physicians  are  now  prohibited  from 
maintaining  ownership  interests  in  independent  laboratories. 
However,  the  Stark  law  does  not  address  the  primary  setting  in 
which  physicians  profit  from  laboratory  testing  —  the  doctor's 
office.     Physician  office  testing  now  accounts  for  more  than  50 
percent  of  all  Part  B  laboratory  expenditures.     Ironically,  until 
the  passage  of  the  1988  amendments  to  CLIA,  these  laboratories 
were  also  exempt  from  federal  quality  control  guidelines.  We 
hope  that  the  implementation  of  CLIA  will  not  only  improve 
physician  office  testing,  but  will  also  help  control  excessive 
utilization  in  this  sector. 


492 


-  2  - 


We  also  support  legislation  mandating  direct  billing  for 
all  laboratory  services.     In  many  cases,  doctors  negotiate 
discounts  on  the  tests  they  send  to  outside  labs  for  their  non- 
Medicare  patients .     The  laboratory  charges  are  then  marked  up  by 
the  physicians  before  they  are  forwarded  to  the  patient  or  third 
party  payors.     This  practice  results  in  testing  patterns  which 
drive  up  Medicare  as  well  as  private  pay  costs.       This  trend 
should  be  stopped  by  extending  the  current  Medicare  direct 
billing  requirement  to  private  pay  patients. 

Finally,  I  would  like  to  take  a  minute  to  respond  to  a 
report  prepared  by  the  GAO  which  suggested  that  additional 
reductions  in  laboratory  payments  might  be  appropriate. 
Unfortunately,  this  GAO  report  was  based  on  a  very  unrepre- 
sentative sample  of  16  laboratories,  it  understates  the  costs 
incurred  by  small  laboratories,  and  was  completed  prior  to  the 
new  CLIA  and  bloodborne  pathogen  rules. 

However,  I  have  an  even  more  fundamental  concern  about  the 
study.     The  laboratory  which  I  own  and  direct  was  one  of  the  six 
small  laboratories  reviewed.     After  GAO  completed  its  analysis  of 
my  lab,  the  agency  presented  me  with  a  written  statement  which 
verified  what  I  already  knew,  that  I  was  losing  money  on  Medicare 
business.     Another  AAB  laboratory  included  in  the  survey  was 
presented  a  similar  statement.     Yet,  the  final  GAO  report  does 
not  reflect  these  conclusions.     Clearly,  there  are  some 
significant  problems  with  this  study. 

For  these  reasons,  we  would  urge  you  to  reject  the 
Administration's  recommendations.       I  appreciate  the  opportunity 
to  appear  today  and  would  be  pleased  to  answer  any  questions  you 
might  have. 
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Mr.  Rangel.  Thank  you. 
Mr.  Mills. 

STATEMENT  OF  RONALD  W.  MILLS,  SR.,  CHAIRMAN-ELECT, 
HEALTH  INDUSTRY  DISTRIBUTORS  ASSOCIATION,  AND  CHAIR- 
MAN AND  CHIEF  EXECUTIVE  OFFICER,  EXTRACARE  MEDICAL 
SERVICES,  INC.,  COLUMBIA,  SC 

Mr.  Mills.  Good  morning,  Mr.  Rangel  and  other  members  of  the 
committee. 

My  name  is  Ron  Mills  and  I  am  chairman-elect  of  the  Health  In- 
dustry Distributors  Association,  HIDA.  I  am  also  the  chairman  and 
chief  executive  officer  of  Extracare  Medical  Services,  an  8-year-old 
pediatric  home  care  service  company  based  in  Columbia,  SC,  pro- 
viding home  ventilators,  monitoring  devices,  and  many  other  respi- 
ratory products  for  premature  infants  at  home.  Extracare  Medical 
provides  services  in  six  States  in  the  Southeastern  United  States. 

The  private  health  insurance  market  has  been  receptive  to  well- 
managed  companies  providing  cost-effective  technology  and  support 
services  in  the  home.  Medicare  and  most  other  Federal  and  State 
programs,  in  comparison,  generally  have  a  rigid,  inflexible  bureau- 
cratic response  to  new  and  cost-effective  innovation  in  health  deliv- 
ery. 

Thus,  we  strongly  support  the  leadership  of  Chairman  Rosten- 
kowski,  Senator  Bentsen,  President  Bush,  and  Congressman  Gradi- 
son  to  improve  the  private  insurance  market  as  an  essential  first 
step  in  our  health  care  reform.  Government-operated  health  care 
systems,  the  Veterans  Administration  and  Medicare  and  Medicaid, 
we  believe,  are  not  the  answer. 

I  am  pleased  to  appear  before  you  this  morning.  We  have  several 
goals  in  presenting  the  testimony  today.  They  include  establishing 
a  clear  picture  for  the  committee  of  the  role  of  health  and  medical 
product  distributors,  to  identifying  the  critical  function  of  distribu- 
tors within  the  infrastructure  of  the  health  care  delivery  system, 
highlighting  value-added  services  provided  by  distributors,  suggest- 
ing areas  of  efficiency  and  cost  effectiveness  created  by  distributors 
that  may  improve  the  current  Federal  health  care  system,  identify- 
ing home  care  as  a  part  of  a  basic  health  care  delivery  system,  and 
identifying  and  opposing  the  administration's  1993  budget  cuts  pro- 
posed for  the  Medicare  durable  medical  equipment  benefit. 

The  Health  Industry  Distributors  Association  is  a  national  asso- 
ciation of  health  and  medical  products  distribution  firms.  Created 
in  Chicago  in  1902  by  a  group  of  medical  products  business  people, 
HIDA  now  represents  over  900  wholesale  and  retail  distributors 
with  nearly  2,000  locations  in  the  United  States. 

Ensuring  that  the  right  products  arrive  at  the  right  place  in  the 
right  quantity  at  the  right  time  in  the  right  condition,  all  at  the 
least  cost,  is  the  challenge  that  faces  the  health  care  distributor 
today,  and  it  is  quite  a  challenge. 

HIDA  members  are  the  traditional  pipeline  through  which  the 
medical  supplies  and  equipment  flow  to  the  final  users  in  all  seg- 
ments of  health  care.  Medical  products  distribution  is  the  link  be- 
tween the  manufacturer  that  produces  the  product  and  the  ulti- 
mate consumer  of  the  product.  Distribution  involves  moving  medi- 
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cal  and  surgical  products,  from  cardiac  catheters  to  hip  implants  to 
home  oxygen,  from  the  point  of  the  manufacture  to  the  point  of  use 
in  the  home,  the  hospital,  the  nursing  home,  the  physician's  office, 
or  the  clinic  or  wherever  else  health  care  is  provided. 

Distributors  have  heavily  invested  in  technology  to  efficiently 
provide  warehousing,  transportation,  and  other  logistical  services. 
Billing  and  collection  from  hospitals,  nursing  homes,  and  home 
care  patients  are  standard  distribution  functions.  In  fact,  distribu- 
tors today  carry  a  major  portion  of  the  credit  extended  to  hospitals, 
nursing  homes,  and  physicians  as  well  as  to  Medicare  for  most  du- 
rable medical  equipment  provided  in  the  home.  Nationwide,  dis- 
tributors are  financing  hospitals  from  45  to  60  days  on  the  average 
and  up  to  6  months  in  some  parts  of  the  country. 

Distributors  also  perform  value-added  services  such  as  equipment 
repair  and  maintenance,  product  and  service  training,  and  installa- 
tion. 

It  is  noteworthy  that  innovations  in  product  distribution  devel- 
oped by  the  private  sector,  particularly  the  stockless  program,  are 
now  being  considered  by  the  Federal  distribution  system  operated 
by  the  Defense  Department  and  the  VA  health  care  system. 

Through  the  HIDA  Educational  Foundation,  our  industry  is  pro- 
viding ongoing  education  and  research  to  develop  innovative  and 
efficient  distribution  services  that  bring  value  to  the  entire  system 
by  removing  unnecessary  costs. 

The  pressure  on  providers  to  reduce  length  of  in-patient  stay  as 
well  as  the  development  by  HIDA  members  of  locally-managed 
home  medical  equipment  services  that  allow  for  more  care  in  the 
home  are  largely  responsible  for  hospital  payment  reductions  and 
savings.  Full  realization  of  the  potential  of  home  medical  equip- 
ment services  can  achieve  significant  cost  savings  as  well  as  im- 
prove patient  satisfaction,  and  that  is  the  key  point. 

HIDA  supports  an  effective,  affordable  free  enterprise  solution  to 
the  health  care  cost  crisis  facing  the  nation.  Problems  of  cost  and 
financing  have  limited  the  access  to  quality  health  care  for  mil- 
lions of  Americans  who  do  not  have  health  care  coverage,  and  they 
jeopardize  future  access  for  the  additional  millions  of  Americans 
whose  insurance  coverage  is  at  risk  due  to  the  rising  cost  of  expen- 
sive health  care  problems.  At  Extracare — our  insurance  premium 
this  year  increased  25  percent,  and  we  were  told  to  expect  an  in- 
crease no  matter  what  our  medical  history. 

HIDA  strongly  supports  the  Coalition  To  Support  Quality  Home 
Medical  Equipment,  Supplies,  and  Services  which  is  comprised  of 
organizations  whose  members  are  touched  by  home  care,  ranging 
from  consumer  organizations  to  health  professionals  to  provider  or- 
ganizations. 

We  strongly  support  the  following  Home  Care  Coalition  princi- 
ples for  any  health  care  reform  plan.  Basic  preventive  care  begins 
in  the  home.  Basic  health  care  delivery  includes  home  care.  Incen- 
tives must  be  provided  for  government  providers  and  private  insur- 
ers to  pursue  innovative  health  care  delivery,  such  as  cost-effective 
-home  medical  equipment.  Managed  care  will  encourage  cost-effec- 
tive reforms.  And  reforms  to  increase  availability  in  the  small  busi- 
ness insurance  market  will  encourage  recognition  of  cost-effective, 
high-value  home  medical  equipment  care. 
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Mr.  Chairman  and  members  of  the  committee,  we  applaud  you 
and  the  committee's  initiatives  in  receiving  testimony  on  these  im- 
portant issues.  Thank  you  for  the  opportunity  to  testify,  and  I 
would  be  happy  to  answer  any  questions. 

Thank  you. 

[The  prepared  statement  follows:] 
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RONALD  W.  MILLS,  SR.,  CHAIRMAN-ELECT;  AND 

CHAIRMAN  AND  CHIEF  EXECUTIVE  OFFICER  OF 
EXTRACARE  MEDICAL  SERVICES,  INC. 


EXECUTIVE  SUMMARY 


The  Health  Industry  Distributors  Association  (HIDA)  is  the  national  organization 
of  businesses  that  provide  value  added  distribution  services  to  the  U.S.  health  care 
system.  We  applaud  your  effort,  Chairman  Rostenkowski  and  the  effort  of  your 
colleagues  on  the  House  Ways  and  Means  Committee  to  receive  testimony  on  our 
nation's  health  delivery  system  and  to  consider  changes  to  continue  to  improve  the 
delivery  of  quality  products  and  services  to  everyone  in  the  United  States. 

Our  goals  in  presenting  testimony  are  to: 

*  Establish  a  clear  picture  for  the  Committee  record  of  the  role  of  health 
and  medical  product  distributors, 

Identify  the  critical  function  of  distributors  within  the  infrastructure  of 
health  care  delivery, 

*  Highlight  value  added  services  provided  by  distributors  that  create 
opportunity  to  remove  inefficiency  or  duplication  and  thereby  eliminate 
costs  from  the  health  care  system, 

*  Suggest  areas  of  efficiency  and  cost  effectiveness  created  by  distributors 
that  may  improve  current  federal  health  care  systems. 

*  Identify  home  care  as  part  of  a  basic  health  care  delivery  system 

*  Support  basic  principles  of  health  care  reform 

*  Oppose  the  Administration's  FY  1993  budget  cuts  proposed  for  the 
Medicare  durable  medical  equipment  (DME)  benefit 

The  Health  Industry  Distributors  Association  is  privileged  to  work  with  the 
Committee  and  its  staff  in  further  developing  legislation  to  address  needed  improvements 
in  our  nations  health  care  delivery. 
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I.  INTRODUCTION:  HIDA 


Good  afternoon  Mr.  Chairman  and  Members  of  the  Committee.  My  name  is  Ron 
Mills,  and  I  am  Chairman-Elect  of  the  Health  Industry  Distributors  Association  -  HIDA.  I 
am  also  Chairman  and  Chief  Executive  Officer  of  Extracare  Medical  Services,  an  eight  year 
old  pediatric  home  care  service  company  providing  home  ventilators,  monitoring  devices, 
and  many  other  respiratory  products  for  premature  infants  at  home.  Extracare  Medical 
Services  is  based  in  Columbia,  South  Carolina  and  provides  these  services  in  the 
southeastern  United  States. 

The  Health  Industry  Distributors  Association  is  the  national  association  of  health 
and  medical  products  distribution  firms.  Created  in  Chicago  in  1902  by  a  group  of  medical 
products  business  people,  HIDA  now  represents  over  900  wholesale  and  retail  distributors 
with  nearly  2000  locations. 

HIDA  members  include  a  broad  range  of  medical  products  distributors  --  billion 
dollar  multi-location  national  companies  and  neighborhood  stores,  chains  and 
independents.  HIDA  members  provide  value  added  distribution  services  to  virtually  every 
hospital,  physician  office,  nursing  home,  clinic  and  other  health  care  sites  (other  than 
Veterans  Administration  and  Department  of  Defense)  in  the  nation,  and  for  a  growing 
number  of  patients  directly  for  use  in  their  home. 


II.  HEALTH  AND  MEDICAL  PRODUCTS  DISTRIBUTION 
A.  Value  Added  Services 

Ensuring  that  the  right  products  arrive  at  the  right  places,  in  the  right  quantity,  at 
the  right  times,  in  the  right  condition  ~  all  at  the  least  cost  --  is  the  challenge  that  faces 
health  care  distributors,  manufacturers,  and  providers.  This  chain  of  product  and 
information  exchanges  must  work  well  to  meet  complex  and  challenging  logistical  needs 
every  day.  This  process  is  called  materials  management.  In  their  1990  research  project 
sponsored  by  the  HIDA  Educational  Foundation,  Arthur  Andersen  consulting  estimated 
total  materials  management  costs  at  25  to  30  percent  of  a  typical  hospital's  budget.  (See 
Attachment  A,  "Stockless  Materials  Management:  How  It  Fits  Into  the  Healthcare  Cost 
Puzzle",  Arthur  Andersen  1990).  We  estimate  that  other  providers  may  spend  more  to 
provide  these  non-patient  care  functions. 

HIDA  members  are  the  traditional  pipeline  through  which  medical  supplies  and 
equipment  flow  to  the  final  users  in  all  segments  of  health  care.  Medical  products 
distribution  is  the  link  between  the  manufacturer  that  produces  the  product  and  the  ultimate 
consumer  of  such  products.  Distribution  involves  moving  medical  and  surgical  products  ~ 
from  cardiac  catheters  to  hip  implants  to  bandages  ~  from  the  point  of  manufacture  to  the 

Eoint  of  use  in  the  hospital,  nursing  home,  physician's  office,  clinic,  by  the  patient  in  their 
ome,  or  wherever  health  care  is  provided. 

This  path  of  product  movement  is  quite  complex,  and  includes  storage,  handling, 
and  transportation  activities  at  each  location  in  the  chain.  It  encompasses  complex 
communications  for  product  tracking  for  recalls,  inventory  and  production  needs,  and  the 
processing  of  financial  transactions  that  accompany  payment,  rebates,  third-party 
reimbursement,  credit,  and  other  activities. 
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Distributors  have  heavily  invested  in  technology  to  efficiently  provide  warehousing, 
transportation  and  other  logistical  services.  Billing  and  collection  from  hospitals,  nursing 
homes  and  home  care  patients  are  standard  distribution  functions.  In  fact,  distributors  today 
carry  a  major  portion  of  the  credit  extended  to  hospitals,  nursing  homes,  and  physicians,  as 
well  as  to  Medicare  for  most  durable  medical  equipment  (DME)  provided  in  the  home. 
Nationwide,  distributors  are  financing  hospitals  for  45  to  60  days  on  average,  and  up  to  six 
months  in  some  parts  of  the  country.  Distributors  also  perform  value  added  services  such  as 
equipment  repair  and  maintenance,  product  in-service,  training,  and  installation. 

Health  and  medical  products  distributors  are  focused  on  removing  cost  from  the 
medical  products  supply  channel. 

Internally,  distributors  are  squeezing  cost  out  of  their  own  operations  by  investing  in 
systems  and  technology  that  utilize  EDI  (electronic  data  interchange)  paperless  transactions, 
maximize  fill-rates,  reduce  handling  costs,  and  control  excess  inventory.  In  the  past  three 
years,  hospital  distributors  have  reduced  their  total  operating  expenses  almost  22%  (See 
1988-1991  HIDA  Surveys  of  Distributor  Financial  Performance  and  Market  Condition). 

At  the  same  time,  medical  products  distributors  have  been  offering  new  and 
innovative  services  to  customers  to  help  reduce  their  costs  as  well.  For  example,  hospitals 
and  nursing  homes  look  for  ways  to  reduce  their  labor  costs.  Through  value  added  services 
such  as  product  bar-coding,  distributors  help  the  provider  reduce  the  labor  involved  in 
tracking  inventory  use  for  patient  care,  and  more  efficient  patient  charge  systems.  EDI 
systems  used  by  home  medical  equipment  suppliers  permit  Medicare  carriers  to  reduce  costs 
of  paperwork  and  human  error  in  processing  DME  claims. 

Asset  management  programs  like  consignment,  "Just-In-Time",  and  "Stockless"  are 
helping  hospitals,  nursing  homes  and  other  providers  to  convert  inventory  assets  to  cash,  and 
warehouse  space  into  patient  care  facilities. 

A  national  or  system  wide  value  such  as  the  "Just-In-Time"  or  stockless  programs 
developed  by  distributors  stems  from  the  fact  that  inventory  is  removed  from  the  total  supply 
system.  By  pooling  stocks  across  several  hospitals  rather  than  storing  them  in  the  central 
storeroom  of  each  hospital,  a  distributor  can  provide  the  same  level  of  product  availability  at 
reduced  total  inventory  levels  to  the  system. 

"Just-In-Time"  and  "Stockless"  programs  are  proven  inventory  reducers.  A  Florida 
hospital,  for  instance,  cut  its  medical  products  inventory  investment  by  more  than  one 
million  dollars  through  "Just-In-Time"  delivery  agreements  with  its  prime  vendors.  (See 
Stockless  Materials  Management:  How  It  Fits  Into  the  Healthcare  Cost  Puzzle.  Arthur 
Anderson  &  Co.,  1991.)  Stockless  programs  go  a  step  beyond  "Just-In-Time"  to  eliminate  — 
not  just  reduce  --  the  hospital  or  nursing  homes  central  storeroom  inventory.  The  distributor 
runs  a  "pick  and  pack"  operation  for  the  hospital  driven  by  floor  inventory  replenishment 
order,  as  if  it  were  running  the  product  delivery  operation  out  of  the  hospital's  own 
storeroom.  This  means  the  hospital  assigns  to  the  distributor  the  complete  delivery  process, 
from  warehouse  to  nurse's  station.  (See  From  Producer  To  Patient:  Valuing  the  Medical 
Products  Distribution  Chain."  Ernst  and  Whinney,  1987). 

It  is  noteworthy  that  these  innovations  in  product  distribution  developed  by  the 
private  sector,  particularly  stockless  programs,  are  now  being  considered  by  the  federal 
distribution  systems  operated  by  the  Department  of  Defense  and  Veterans  Administration 
health  care  programs. 
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These  asset  management  programs  also  remove  ongoing  costly  and  unnecessary 
duplications  in  the  medical  products  supply  channel.  Medical  facilities  have  realized  that 
physicians,  nurses,  and  other  health  professionals  should  not  be  spending  their  valuable  and 
expensive  time  processing  supplies  and  related  paperwork,  and  are  therefore  assigning  some 
of  these  functions  to  distributors  who  perform  these  functions  more  efficiently. 

Through  the  HIDA  Educational  Foundation,  our  industry  is  providing  ongoing 
education  and  research  to  further  develop  innovative  and  efficient  distribution  services  that 
bring  value  to  the  entire  system  by  removing  unnecessary  costs. 

Home  Medical  Equipment.  Supplies  and  Services 

Health  and  medical  products  distributed  by  HIDA  members  directly  to  patients  in 
their  home  also  involve  a  very  high  level  of  service.  These  home  medical  equipment  (HME) 
dealers  not  only  deliver  products  from  the  inventory  in  their  warehouse  necessary  to  allow 
someone  to  be  cared  for  at  home,  the  dealer  also  is  responsible  for  determining  a  patient's 
equipment  needs,  training  the  patient  or  family  in  the  use  of  the  equipment,  servicing  the 
equipment  through  the  period  of  need,  and  retrieving  the  item  when  it  is  no  longer  needed. 
Equipment  acquisition  is  only  a  small  part  of  the  overall  costs  to  a  HME  dealer;  the  majority 
of  the  costs  for  HME  are  associated  with  the  service  component  of  the  product,  which  is  very 
labor  intensive  (See  The  Home  Medical  Equipment  Industry:  An  Examination  of  the 
Industry's  Expense  Structure.  Lewin/ICF,  July  26,  1990.) 

The  pressure  on  the  providers  to  reduce  length  of  inpatient  stay  as  well  as  the 
development  by  HIDA  members  of  locally  managed  home  medical  equipment  services  that 
allow  for  more  care  in  the  home  are  largely  responsible  for  hospital  payment  savings.  Full 
realization  of  the  potential  of  home  medical  equipment  services  can  achieve  significant  cost 
savings  as  well  as  improve  patient  satisfaction.  (See  Attachment  C:  "Economic  Analysis  of 
Home  Medical  Equipment  Services,"  Lewin/ICF  May  1991.) 


B.  Distribution:  Value  Added  Service  To  Health  Care 

The  profound  changes  in  the  health  care  industry  that  have  occurred  in  the  last 
decade,  such  as  the  advent  of  hospital  prospective  payment  (DRGs)  and  rapid  developments 
in  technology  for  use  by  patients  in  their  home  have  had  an  enormous  impact  on  trie  way 
medical  products  are  delivered.  Any  further  changes  in  the  health  care  delivery  system  will 
also  affect  the  medical  products  distribution  industry  as  well. 

Americans  spend  more  on  health  care  because,  in  part,  we  want  more  of  it  and  we 
can  afford  it.  But  we  also  spend  more  because  we  waste  more.  We  have  created  a  wide 
variety  of  laws,  regulations,  and  practices  that  allow  us  to  satisfy  our  health  care  desires,  but 
which  have  also  created  incentives  to  spend  more  health  care  dollars  on  items  and  services 
which  give  us  little  value. 

The  United  States  is  spending  over  12  percent  of  its  gross  national  product  on 
health  care  --  about  650  billion  dollars  per  year.  Not  only  is  the  level  of  spending  high  and 
rising,  but  there  is  also  concern  about  the  value  of  the  services  being  purchased.  Whatever 
health  care  spending  level  we  deem  appropriate,  we  must  ensure  that  we  receive  value  for 
every  health  care  dollar  we  spend. 
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Foremost,  we  must  focus  on  eliminating  waste.  We  have  described  earlier  value 
added  services  distributors  provide  and  the  potential  these  services  have  for  reducing  health 
system  costs.  Many  of  these  savings  are  already  occurring  although  barriers  and 
disincentives  continue. 

Health  care  cost  efficiency  and  receiving  value  for  every  health  care  dollar  we  spend 
must  be  part  of  every  segment  of  our  nation's  health  delivery  system  including  government 
operated  health  systems. 

HIDA  members  believe  that  structural  innovation  and  process  improvements 
leading  to  the  elimination  of  waste  in  the  form  of  excess  administrative  costs  can  produce 
the  needed  economies  in  our  health  care  system. 

Many  of  our  members  are  small  companies  with  under  10  million  dollars  in  annual 
revenues.  As  employers  purchasing  healthcare  benefits  and  as  taxpayers  supporting 
government  healthcare  systems,  we  are  convinced  that  many  opportunities  exist  to  remove 
unnecessary  costs  from  health  care. 

In  plain  language,  what  we  are  talking  about  is  waste.  Approximately  one  half  of  all 
health  care  spending  goes  into  administrative  costs.  These  functions  do  not  provide  health 
care  to  anyone.  To  the  extent  they  are  a  necessary  part  of  the  system,  they  should  be 
consolidated  and  streamlined.  Those  functions  which  are  found  to  add  little  value  in 
relation  to  their  cost  should  be  eliminated. 

Working  with  our  provider,  manufacturer  and  commercial  payor  partners  in  the 
health  and  medical  product  supply  chain,  we  will  continue  to  seek  and  implement  measures 
to  remove  costs  from  our  systems.  We  support  and  encourage  the  efforts  of  other  health 
care  segments  including  Medicare,  Veterans  Administration  and  Department  of  Defense  to 
do  the  same. 


III.  NATIONAL  HEALTH  REFORM 
A.  Basic  Principles 

HIDA  supports  an  effective,  affordable,  free  enterprise  solution  to  the  health  care 
cost  crisis  facing  the  Nation.  Problems  of  cost  and  financing  have  limited  access  to  quality 
health  care  for  the  millions  of  Americans  who  do  not  now  nave  health  care  coverage;  and 
they  jeopardize  future  access  for  the  additional  millions  of  Americans  whose  insurance 
coverage  is  at  risk  due  to  rising  costs  or  expensive  personal  health  problems. 

HIDA  strongly  believes  that  viable  solutions  to  the  health  care  crisis  must  address 
the  problems  of  cost  and  access  in  tandem.  We  also  believe  that  solutions  must  be 
immediate,  substantive,  incremental,  based  on  market  principles,  relying  on  a  mixture  of 
incentives  and  structural  and  legislative  reforms. 

HIDA  is  a  Steering  Committee  member  of  the  Healthcare  Equity  Action  League 
(HEAL),  a  coalition  of  over  360  major  firms  and  organizations  representing  more  than  one 
million  employers  and  35  million  employees.  Tin's  diverse  group  includes  large  and  small 
businesses,  corporations,  associations,  health  care  providers  and  insurers. 

HEAL  members  are  united  by  concern  over  the  current  states  of  the  nation's  health 
care  system  and  how  that  system  can  be  reformed  to  better  service  the  public.  HIDA  and 
other  HEAL  members  are  dedicated  to  making  health  care  available  and  affordable  to  all 
Americans,  so  they  can  obtain  coverage  and  keep  it. 
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House  Ways  and  Means  Committee  Chairman  Dan  Rostenkowski's  health  reform 
bill  (H.R.  3626)  embraces  substantial  elements  of  our  position.  Portions  of  this  proposal  can 
and  should  be  enacted  now.  Following  are  specific  positive  steps  we  recommend  be 
implemented  as  expeditiously  as  possible: 

*  Full  Federal  Preemption  of  State  Health  Insurance  Mandates 

*  Preemption  of  state  laws  which  restrict  managed  care  and  Cost  sharing 

*  Reform  of  Insurance  Underwriting 

*  Reform  of  Medical  Malpractice  Provisions 

*  Full  Deductibility  of  Health  Insurance  Premiums  for  All  Businesses 

*  Consumer  Empowerment  and  Individual  Responsibility 

*  Health  Care  Costs  Must  Be  Brought  Under  Control 


B.  Home  Care  --  A  Vital  Component 
1.  Home  Care  Coalition 

A  Coalition  to  Support  Quality  Home  Medical  Equipment,  Supplies  and  Services 
(Home  Care  Coalition)  has  been  formed  with  a  primary  goal  to  focus  on  education  and 
communications  to  its  members,  policy  makers  and  the  public.  The  participants  in  the 
Home  Care  Coalition  believe  that  in  meeting  its  goals,  the  Home  Care  Coalition  will 
contribute  to  the  well  being  of  home  care  patients  by  advancing  the  concept  that  home  care 
is  a  vital  component  of  a  cost  effective  health  care  delivery  system.  The  Home  Care 
Coalition  is  comprised  of  organizations  whose  members  are  touched  by  home  care,  ranging 
from  consumer  organizations  to  health  professionals  to  provider  organizations. 

The  Coalition  was  formed  early  in  1991  in  response  to  the  need  to  communicate  the 
positive  aspects  of  Home  Medical  Equipment,  Supplies  and  Services  (HME).  There  was 
and  is  a  need  to  clearly  communicate  to  Members  of  Congress  and  health  policy  makers  that 
cuts  in  the  Medicare  Part  B  durable  medical  equipment  benefit  will  adversely  affect 
Medicare  beneficiaries  and  the  integrity  of  our  health  delivery  system.  By  working 
collectively,  with  a  unified,  broad  based  group  of  organizations,  the  Coalition  can 
communicate  information  that  will  improve  the  understanding  of  the  appropriate  and 
necessary  role  of  the  HME  industry  in  home  and  health  care. 


2.  Home  Care  is  Vital  and  Fundamental 

The  Home  Care  Coalition  shares  the  growing  concern  of  patients,  those  within  the 
health  care  community,  and  others  over  the  direction  and  substance  of  United  States 
national  health  care  policy.  The  1980's  witnessed  rapid  advances  in  the  development  of 
health  care  technology  and  systems,  as  well  as  a  rapidly  growing  elderly  population.  This 
created  a  home  care  alternative  both  for  traditional  acute  needs  as  well  as  for  newly 
identified  needs  in  long  term  chronic  care  and  preventive  care.  Home  care  is  a  leading 
example  of  desirable  and  patient  preferred  health  care,  and  is  a  critical  component  of  a 
system  which  provides  appropriate  and  cost  effective  health  care. 
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Congress  must  not  overlook  these  positive  and  productive  innovations  in  the  health 
care  delivery  system  for  the  United  States.  The  Home  Care  Coalition  urges  Congress  to 
recognize  the  importance  of  home  care  as  a  vital  component  of  a  cost  effective  health  care 
delivery  system.  The  Home  Care  Coalition  strongly  believes  that  home  medical  equipment 
supplies  and  services  are  a  fundamental  and  integral  component  of  any  meaningful  national 
health  reform  package. 

The  aging  population  will  continue  to  grow,  and  medical  technology  advances  will 
allow  more  and  more  patients,  both  the  elderly  and  the  disabled,  chronic  and  acute,  to  lead 
more  productive  lives  outside  traditional  institutional  settings.  With  appropriate  incentives, 
home  care  will  be  increasingly  important  in  meeting  the  changing  needs  of  the  elderly  via 
new  and  modified  medical  technology.  And  importantly,  home  care  is  both  an  acute  and  a 
long  term  care  issue. 

With  appropriate  management  of  the  multiple  types  of  services  available  to  patients 
in  their  homes,  there  can  be  a  cost  effective  alternative  to  long  term  care.  The  United  States 
has  an  opportunity  to  demonstrate  to  the  rest  of  the  world  that  home  care  can  be  a  humane 
and  safe  way  to  provide  care  to  its  citizens.  The  much  talked  about  health  care  delivered  in 
countries  with  a  national  health  system  does  not  include  a  home  care  delivery  system,  but 
our  system  can  and  must.  We  are  already  at  a  level  of  care  that  is  remarkable  for  its 
organization.  A  patient  can  receive  care  in  the  home  which  is  at  the  level  of  care  usually 
reserved  for  institutional  settings.  And  this  is  happening  now.  It  is  not  a  vision  of  the 
future.  But  Congress,  health  policy  makers  and  the  public  must  fully  understand  the  scope 
of  services  patients  can  now  receive  in  the  home. 


3.  Home  Care  Contributes  To  Confidence  and  Productivity 

Home  medical  equipment,  supplies  and  services  companies  have  achieved  in  the 
last  ten  years  a  level  of  performance  which  has  helped  beneficiaries  and  professionals  gain 
confidence  in  the  quality  and  availability  of  home  care.  HME  enables  patients  to  lead 
productive  and  fuller  lives.  High  technology  home  care  allows  pregnant  women  to  have  fetal 
monitoring,  and  allows  ventilator  infants  to  be  cared  for  at  home. 

The  Home  Medical  Equipment  industry  has  worked  to  become  part  of  the  total  plan 
of  care  for  patients  in  their  homes.  They  have  been  coordinating  with  licensed  and 
Medicare  certified  home  health  agencies  which  provide  skilled  services  such  as  nursing  and 
physical  therapy  in  the  home.  The  staff  of  the  HME  companies  provide  service  not  only  to 
patients,  but  also  provide  support  services  to  the  nurses  who  coordinate  care  in  the  home.  If 
a  patient  is  receiving  complex  care  in  his  or  her  home,  there  is  ongoing  communication 
between  these  two  partners  in  care.  A  HME  company  and  a  home  health  agency  have  been 
working  together  for  years  in  providing  care  to  patients. 

To  clarify  and  demonstrate  the  range  and  importance  of  support  services  provided 
by  HME  companies,  individual  association  organizations  participating  in  the  Home  Care 
Coalition  asked  their  members  -  Medicare  beneficiaries,  hospital  discharge  planners, 
clinical  practitioners  -  to  provide  first  hand  examples  from  their  daily  worklife  of  how  home 
medical  equipment  services  brought  value  to  their  health  care  needs.  Through  these  first 
hand  reports,  the  Home  Care  Coalition  demonstrates  a  model  of  home  medical  equipment 
services  that  is  integral  to  the  future  of  our  United  States  home  health  care  delivery 
capability. 
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4.  Patients  Prefer  Home  Care 

A  large  and  diverse  population  relies  upon  home  care  for  a  wide  variety  of 
medical  reasons,  and  when  given  a  choice,  patients  prefer  to  have  their  health  care 
administered  in  the  home.  These  are  the  results  of  a  Consumer  Research  Study 
conducted  recently  by  National  Research,  Inc. 

The  existing  support  services  that  are  incorporated  into  the  Medicare  home 
medical  equipment  services  benefit  are  absolutely  essential  to  assure  the  timely 
availability  of  quality  home  care  services.  These  support  services  range  from  timely 
delivery,  set-up,  and  education  for  the  beneficiary  and  family  in  their  home;  to  technical, 
logistical  and  paperwork  support  for  the  hospital  discharge  planner  and  prescribing 
physician  to  achieve  more  cost  effective  delivery  of  care  at  home;  to  the  supplier's 
inventory  availability  of  the  wide  variety  of  products  patients  need  in  the  home.  A  July  26, 
1990  report  by  Lewin/ICF,  "The  Home  Medical  Equipment  Industry:  An  Examination  of 
the  Industry's  Expense  Structure,"  describes  these  home  care  services  and  their  value  to 
the  Medicare  program. 

5.  Home  Care  Is  Cost  Effective 

Allowing  patients  to  recover  and  rehabilitate  at  home,  and  allowing  disabled 
patients  to  reenter  the  mainstream  with  the  support  of  home  care  equipment,  supplies  and 
services,  is  also  cost  effective. 

A  recently  released  report  on  cost-effectiveness  of  home  medical  equipment 
services  underscores  the  need  for  our  health  care  delivery  system  to  include  the 
availability  of  necessary  HME  services.  In  a  study  entitled  "Economic  Analysis  Of  Home 
Medical  Equipment  Services"  (May  1991),  Lewin/ICF  analyzed  three  case  examples:  hip 
fracture,  Amyotrophic  Lateral  Sclerosis  (ALS)  with  pneumonia,  and  Chronic  Obstructive 
Pulmonary  Disease  (COPD).  Lewin/ICF  concluded  that  savings  of  up  to  $2,330  per 
patient  episode  could  be  achieved,  with  annual  savings  potential  of  up  to  $575  million 
when  home  medical  equipment  is  used  following  inpatient  hospital  treatment. 

A  May  1991  survey  was  conducted  by  the  Gallup  Organization  to  gather 
information  on  the  status  of  chronic  ventilator  patients  (patients  dependent  on  a 
respirator  to  breathe),  and  to  determine  how  and  where  care  is  rendered. 

Gallup  estimated  that  at  any  one  time,  there  are  approximately  11,400  chronic 
ventilator  patients  receiving  care  in  United  States  hospitals.  At  an  estimated  cost  of  $789 
per  day,  the  cost  to  institutions  is  $9  million  every  day.  Furthermore,  because  of  current 
restrictions  on  access  to  home  and  non-institutional  alternatives,  once  these  patients  are 
medically  able  to  be  transferred  out  of  the  hospital,  it  takes  an  average  of  35  days  to  find  a 
suitable  placement.  This  equates  to  a  cost  of  over  $27,000  incurred  by  the  patient  for 
inpatient  institutional  care  while  he  or  she  is  waiting  for  post  acute  care  services. 
According  to  the  study,  if  there  were  appropriate  coverage  and  reimbursement  for  home 
care  and  alternate  site  services,  nearly  44  percent  of  those  11,400  chronic  ventilator 
patients  would  be  sent  to  non-institutional  settings. 

Patients  being  transferred  to  another  facility  spend  days  waiting  for  a  space  or 
waiting  for  the  appropriate  paperwork  to  be  completed.  For  patients  with  a  home  to  go 
to,  the  only  waiting  time  is  that  which  is  required  to  develop  a  plan  of  care,  to  teach  the 
patient's  family  or  responsible  person  how  to  care  for  the  patient,  in  some  cases  to  teach 
the  patient  self-care,  and  to  work  with  the  the  home  health  agency  staff.  The  HME  staff 
participate  in  the  preparation  of  the  plan  to  send  the  patient  home,  and  also  continue  to 
work  with  all  parties  involved  for  the  duration  of  care.  (It  must  also  be  noted  that  some 
atients  and  families  become  independent  in  the  necessary  care  and  the  HME  staff  may 
e  the  only  health  care  professionals  providing  services  to  the  patient  in  his  or  her  home.) 
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6.  Home  Care  Coalition  Principles: 

*  Basic  preventive  care  begins  in  the  home. 

*  Basic  health  care  delivery  includes  home  care. 

*  The  move  to  more  care  delivered  outside  of  acute  care  hospitals  will 
encourage  high  value  home  care  services. 

*  Incentives  must  be  provided  for  government,  providers,  and  private 
insurers  to  pursue  innovative  health  care  delivery  such  as  cost  effective, 
high  value  home  medical  equipment,  supplies  and  services. 

*  Managed  care  will  encourage  cost  effective,  high  value  home  medical 
equipment,  supplies  and  services. 

*  Reforms  to  increase  availability  in  the  small  business  insurance  market 
will  encourage  recognition  of  cost-effective,  high  value  home  medical 
equipment,  supplies  and  services. 

*  A  competitive  health  care  marketplace  must  include  educated 
consumers  that  are  empowered  to  choose  home  medical  equipment, 
supplies  and  services. 


IV.  THE  ADMINISTRATION'S  FY  1993  BUDGET  PROPOSAL  FOR  MEDICARE  DME 
PAYMENT 

HIDA  opposes  the  Administration's  proposed  cuts  for  the  Medicare  durable 
medical  equipment  (DME)  benefit.  HIDA  supports  testimony  of  the  Home  Care 
Coalition  to  avoid  legislation  that  will  "adversely  impact  the  ability  of  Medicare 
beneficiaries  to  receive  timely  and  quality  home  medical  equipment  services." 

The  Administration's  proposal  relies  on  a  General  Accounting  Office  report  that 
states  its  results  are  not  projectable  beyond  the  six  suppliers  studied.  The  report  is  limited 
to  conclusions  regarding  six  GAO  selected  suppliers.  HCFA  estimates  there  are  160,000 
suppliers.  Therefore,  a  sample  of  six  is  hardly  appropriate  for  national  policy  making. 


V.  CONCLUSION 


The  focus  of  our  near  term  efforts  needs  to  be  on  the  elimination  of  waste  in  our 
current  health  care  delivery  system.  Pragmatic  health  policy  makers  are  correct  in  believing 
that  health  care  rationing  is  not  a  socially  acceptable  or  equitable  solution. 

We  are  at  a  time  of  defining  the  ills  of  our  current  healthcare  system,  and 
attempting  to  define  the  remedy,  or  plan  of  treatment  to  correct  these  ills.  The  medical 
product  distribution  industry,  through  our  trade  association,  is  pleased  to  work  with  this 
Committee  and  other  health  policy  makers  to  determine  and  shape  the  details  of  that 
solution. 

Again,  Mr.  Chairman,  we  applaud  you  and  the  Committee's  initiative  in  receiving 
testimony  on  these  important  issues  involved  in  improving  our  nation's  health  care  delivery 
system. 

The  Health  Industry  Distributors  Association  is  privileged  to  work  with  the 
Committee  and  its  staff  in  further  developing  legislation  to  address  needed  improvements  in 
our  nations  health  care  delivery. 
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Mr.  Rangel.  Well,  no  national  health  plan  could  be  comprehen- 
sive unless  it  included  valuable  cost-saving  home  care  and  certainly 
laboratory  analysis  and  durable  medical  equipment,  but  certainly 
when  you  say  reform  it  means  containing  costs. 

And  in  view  of  the  fact  that  your  various  industries  have  been 
hit  pretty  hard  in  terms  of  double  billing  and  fraud  and  a  variety 
of  other  things  which  I  am  certain  you  realize  that  that  is  the 
reason  why  sometimes  politically  the  Congress  and  the  President 
comes  with  a  cleaver  instead  of  a  surgical  instrument,  that  when 
you  attend  these  national  conferences  I  am  certain  that  some  of 
your  colleagues  cause  you  a  lot  of  embarrassment  because  of  the 
negative  publicity  that  comes  to  your  industry. 

Does  the  industry  have  any  information  to  share  with  the  com- 
mittee as  to  how  you  deal  with  this  problem  internally? 

Ms.  Parver,  you  are  shaking  your  head.  What  do  you  do  when 
you  read  these  stories  besides  cringe  as  to  what  some  of  your  col- 
leagues are  doing  in  abusing  the  reimbursement  system? 

Ms.  Parver.  Actually,  we  try  to  act  a  little  bit  ahead  of  the  curve 
by  having  a  strong  code  of  ethics  and  a  guide  for  conduct.  But 
indeed,  there  are  a  few  suppliers  who  have  hurt  Medicare  benefici- 
aries even  though  it  is  just  a  few.  We  are  very,  very  concerned 
even  with  one  person  hurt. 

So  we  approached  Representative  Ben  Cardin,  who  is  on  the 
Health  Subcommittee  of  the  House  Ways  and  Means  Committee, 
with  initiatives  that  would  help  us  curb  some  of  the  abuses  in  the 
home  medical  equipment  industry,  and  he  fashioned  a  piece  of  leg- 
islation called  the  Ethics  and  Treatment  of  Home  Medical  Equip- 
ment Act  of  1991,  which  has  several  provisions  in  it  that  would 
indeed  curtail  abusive  practices. 

The  legislation  would  set  up  standards  that  suppliers  would  have 
to  comply  with  before  they  would  be  allowed  to  care  for  Medicare 
beneficiaries.  The  bill  would  prohibit  a  supplier  from  going  around 
the  country  to  try  to  seek  the  best  price  for  a  piece  of  equipment — 
it  would  absolutely  forbid  that.  And  it  would  also  prohibit  physi- 
cian self-referral  arrangements  that,  as  you  will  hear  from  the  next 
panel,  physical  therapists  are  very  concerned  about. 

So,  by  going  forward  with  this  type  of  legislation,  with  trying  to 
educate  consumers,  NAMES  produced  several  brochures  to  inform 
people  what  they  should  be  wary  of  if  somebody  just  calls  them  out 
of  the  cold  and  says,  do  you  have  pain — and  what  elderly  Medicare 
beneficiary  is  going  to  answer  anything  but  yes  to  that  question — 
what  they  should  be  careful  of  when  approached  by  an  unsolicited 
telemarketer  as  to  what  they  should  do. 

Mr.  Rangel.  It  would  be  helpful  if  you  could  provide  any  litera- 
ture that  you  have  in  addition  to  your  support  for  the  Cardin  bill, 
which  I  thank  you  for,  that  would  show  that  you  are  trying  to  mon- 
itor this,  notwithstanding  the  General  Accounting  Office  reports  as 
to  what  reason  you  have  to  believe  that  they  are  small  in  number, 
it  would  be  very  helpful  to  the  committee. 

Ms.  Parver.  We  would  be  pleased  to  do  that,  Mr.  Chairman. 
Thank  you. 

[The  following  was  subsequently  received:] 
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NAMES 


National  Association  of 


Medical  Equipment  Suppliers 


March  5,  1992 


The  Honorable  Dan  Rostenkowski 
Chairman 

Attn:  Dr.  Brian  Biles 

1100  Longworth  House  Office  Building 

Washington,  DC  20515 

Dear  Dr.  Biles: 

On  March  4,  1992  the  National  Association  of  Medical  Eguipment 
Suppliers  (NAMES)  testified  before  the  Ways  and  Means  Committee  on 
the  Administration's  FY  1993  budget  proposal  and  health  care  reform 
initiative.  During  the  testimony,  Mr.  Rangel  reguested  that  NAMES 
submit  additional  information  for  the  record  regarding  the  industry 
and  what  we  are  doing  to  combat  fraud  and  abuse. 

Attached  is  some  basic  information  on  the  home  medical 
eguipment  (HME)  industry  as  well  as  the  industry's  response  to  a 
report  and  article  submitted  by  the  Government  Accounting  Office 
(GAO)   and  U.S.  News  and  World  Report. 

Should  you  have  any  guestions,  please  give  me  a  call. 


625  Slaters  Lane  •  Suite  200  •Alexandria,  VA  22314-1171  •  (703)  836-6263  FAX  (703)  836-6730 


[The  industry  response  to  the  GAO  report  referred  to  in  the  above  letter  is  not  printed  here. 
The  response  was  previously  submitted  as  an  attachment  to  the  statement  of  Conine  Parver, 
supra.] 


Michael  A.  Graham 
Director 

Legislative  Affairs 


"Promoting  access  to  quality  home  medical  equipment  services" 
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NAMES 

National  Association  ot' 
MeJic.il  Equipment  Suppliers 


February  20,  1992 


Mr.  Mortimer  B.  Zuckerman 

Editor-in-Chief 

U.S.  News  &  World  Report 

2400  N  Street,  N.W. 

Washington,  DC  20037-1196 

Dear  Mr.  Zuckerman: 

This  letter  is  in  reference  to  the  February  24,  1992  issue  of  U.S. 
News  &  World  Report  and  the  cover  story  on  "Health  Care  Fraud." 
This  one-sided  article  gives  the  false  impression  that  Congress  and 
the  home  medical  equipment  (HME)  industry  are  doing  nothing  to 
address  fraud  and  abuse.  That  assumption  is  completely  wrong.  The 
National  Association  of  Medical  Equipment  Suppliers  (NAMES) ,  on 
behalf  of  the  HME  industry,  repeatedly  has  taken  a  strong  and 
active  stand  against  potentially  fraudulent  and  abusive  practices 
in  the  HME  industry.    (See  enclosed  testimony.) 

Among  NAMES  efforts  to  address  abuse  are: 

o  Initiated  legislation,  such  as  H.R.  2534  introduced  by 
Rep.  Ben  Cardin  (D-MD)  ;  actively  participated  in  hearings 
on  and  draft  of  S.  1988  introduced  by  Sen.  William  Cohen 
(R-ME)  ; 

o  Conducted  seminars  on  how  to  comply  with  the  Medicare 
anti-fraud  law; 

o  Published  consumer  brochures  on  how  to  rent  or  purchase 
home  medical  equipment  from  reputable  suppliers; 

o  Established  a  Code  of  Ethics  in  1987  for  NAMES  members 
and  a  Statement  of  Patient  Rights  and  Responsibilities; 

o  Met  with  the  Office  of  Inspector  General  (OIG)  of  HHS  on 
ways  to  solve  the  problems  of  abusive  business  practices; 

o  Established  a  Consumer  Advisory  Council  to  help  HME 
suppliers  better  educate  consumers;  and 


"Promoting  access  to  quality  home  medical  equipment  services" 
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o  Participated  with  the  Health  Care  Financing 
Administration  on  its  Fraud  and  Abuse  Technical  Advisory 
Group  (TAG) . 

The  vast  majority  of  HME  suppliers  are  reputable  business  leaders 
in  their  local  communities,  in  whom  Medicare  beneficiaries  can 
trust.  According  to  OIG  statistics,  only  an  extremely  small 
percentage  of  HME  suppliers  were  sanctioned  by  Medicare  in  recent 
years  —  just  3.8  percent  of  total  OIG  sanctions  for  1990. 

On  Nov.  1,  1991  at  a  Washington  press  conference  on  Medicare  fraud, 
HHS  Secretary  Louis  Sullivan  made  a  point  of  saying  that  the 
overwhelming  majority  of  HME  suppliers  are  ethical  and  legitimate 
businesses,  and  commended  NAMES  in  particular  for  its  affirmative 
efforts  to  curtail  abuse  in  the  HME  industry. 

NAMES  firmly  believes  that  even  one  beneficiary  hurt  in  any  way  by 
an  unscrupulous  business  practice  is  one  too  many.  Even  one 
company  engaging  in  unethical  business  practices  tarnishes  the 
reputation  of  the  legitimate  HME  industry.  All  instances  of  fraud 
and  abuse  on  unsuspecting  consumers  by  unscrupulous  companies  must 
be  eliminated.  To  do  this  requires  a  combined  effort  on  the  part 
of  industry,  government  —  Congress  and  the  Administration  —  the 
media  and  educated  consumers. 

NAMES  is  actively  working  with  Congress  on  this  issue.  On  June  4, 
1991,  Representative  Ben  Cardin  (D-MD)  introduced  the  NAMES- 
sponsored  "Ethics  and  Treatment  of  Home  Medical  Equipment  Act  of 
1991",  H.R.  2534.  This  unprecedented  legislation  —  which  100 
Members  of  Congress  now  co-sponsor  —  will  help  close  loopholes  in 
the  current  Medicare  law  which  have  led  to  questionable  practices 
in  some  cases.  In  addition,  several  other  HME --related  bills  have 
been  introduced  in  Congress  in  the  past  year. (See  enclosed  bill 
summary  and  NAMES  Position  Paper.)  HHS  Inspector  General  Richard 
Kusserow,  in  testimony  in  June  1991  before  the  House  Ways  &  Means 
Committee,  said  that  H.R.  2534  would  "go  a  long  way  toward  helping 
in  enforcement." 

NAMES  has  a  strict  Code  of  Ethics,  established  in  1987,  that  sets 
high  standards  of  conduct  for  each  member.  NAMES  recently  expanded 
its  Code  with  a  Guide  for  Conduct  which  helps  member  companies 
interpret  the  Code.  We  also  developed  a  sample  "Statement  of 
Patients'  Rights  and  Responsibilities"  for  use  by  our  members.  (See 
enclosed  Ethics  document.) 
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As  well,  NAMES  has  been  active  in  educating  consumers  about  their 
rights  and  responsibilities  in  renting  or  purchasing  hone  medical 
equipment.  We  have  published  two  consumer  rights  brochures  —  "A 
Shopper's  Guide  to  Home  Medical  Equipment"  and  "Check  With  Your 
Health  Professional  First"  —  which  have  been  very  well-received 
by  HME  suppliers  across  the  country  who  have  ordered  thousands  of 
brochures  to  distribute  to  their  clients.  (See  enclosed  brochures.) 
We  are  now  making  these  brochures  available  directly  to  consumers. 
Your  readers  would  best  be  served  by  informing  them  of  materials, 
such  as  the  above-described  brochures,  since  it  is  in  their  best 
interests  that  they  be  well-educated  regarding  their  rights  on  the 
rental  or  purchase  of  home  medical  equipment. 

In  fact,  NAMES  received  a  commendation  for  these  consumer  brochures 
from  the  U.S.  Department  of  Health  and  Human  Services  for  "taking 
an  active  role  in  educating  beneficiaries  on  Medicare  coverage  of 
this  equipment."  As  well,  NAMES  recently  established  a  Consumer 
Advisory  Council  to  help  HME  suppliers  better  educate  consumers 
about  their  rights  in  renting  or  purchasing  HME. 

The  HME  industry,  an  integral  part  of  our  nation's  health  care 
system,  helps  make  "homecomings"  possible  for  many  Americans  who 
otherwise  would  be  cared  for  at  a  higher  cost  in  an  institution. 
(See  enclosed  press  release  on  a  recent  Lewin/ICF  study  on  the 
cost-effectiveness  of  home  health  care  with  home  medical  equipment. 

The  vast  majority  of  HME  suppliers  are  small,  home-town  companies 
which  provide  a  valuable  service  to  many  Americans.  You  would  have 
better  served  your  readers  with  a  balanced  report  on  the  issue, 
including  what  NAMES  and  the  HME  industry  is  doing  to  actively 
address  the  fraud  and  abuse  issue.  It  is  unfortunate  indeed  when 
the  reputation  of  an  entire  industry  is  tarnished,  such  as  in  the 
U.S.  News  &  World  Report  article,  without  an  opportunity  to  present 
its  viewpoint  on  the  subject. 


Corrine  Parver 
President 


cc:     Gordon  Witkin 
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"HEALTH  CARE  FRAUD" 
U.S.  NEWS  &  WORLD  REPORT 
FEBRUARY  24, 1992 

The  cover  story  of  the  February  24, 1992  edition  of  U.S.  News  and  World  Report  focuses  on 
health  care  fraud  and  abuse  and  targets  several  areas  within  the  medical  equipment  supplier 
industry  as  loopholes  for  fraudulent  suppliers.  The  article  notes  that  reducing  health  care  fraud  is 
becoming  more  difficult  as  we  move  from  hospital  to  outpatient  and  home  care.  However,  the 
problems  identified  in  the  article,  as  well  as  other  potential  problems  within  the  industry,  can  be 
corrected  by  pending  Congressional  legislation. 

PROBLEM:      "crooked  marketers. .  .may  be  ripping  the  government  off. .  .by  selling  overpriced  and 
unneeded  wares  to  the  elderly."  The  article  mentions  a  telemarketing  operation  in  Philadelphia 
where  Medicare  beneficiaries  that  responded  about  a  "free  Medicare  covered  package"  were  coerced 
into  revealing  their  Medicare  numbers  and  into  accepting  in  many  cases  unneeded  equipment  from 
the  supplier. 

SOLUTION:     H.R.  3837,  introduced  by  Rep.  J.J.  Pickle  (D-TX),  prohibits  the  telemarketing  of 
Medicare  supplied  medical  equipment  and  prohibits  payment  of  goods  sold  via  telemarketing. 

PROBLEM:      "companies  easily  short-circuited  another  'safeguard'  in  the  system  by  filling  out 
elaborate  forms  [certificates  of  medical  necessity  (CMNs)]  that  only  required  a  doctor's  signature 
before  the  claim  was  filled."  The  article  also  points  out  that  many  doctors  sign  pre-completed  forms. 
SOLUTION:     H.R  2534,  introduced  by  Rep.  Ben  Cardin  (D-MD),  would  disallow  the  distribution  of 
partially  completed  or  completed  CMNs  by  suppliers  when  the  prescription  calls  for  items  identified 
as  items  frequently  subject  to  unnecessary  utilization.  S.  1988,  introduced  by  Sen.  William  Cohen 
(R-ME),  requires  the  development  of  a  standard  CMN  which  would  include  a  statement  that  knowing 
and  willful  misrepresentations  of  the  CMN  will  lead  to  monetary  penalties.  Also,  H.R.  3837  requires 
the  development  of  a  standardized  prescription  for  medical  equipment. 

PROBLEM:      "the  equipment  is. .  .often  outrageously  overpriced  because  suppliers  have  cleverly 
manipulated  a  variety  of  loosely  drawn  Medicare  rules."  The  article  goes  on  to  target  torso  support 
devices,  wheelchair  cushions,  decubitus  pads,  wax  bath  units,  and  TENS  units  as  types  of  overpriced 
medical  equipment. 

SOLUTION:     H.R.  3837  would  allow  HHS  to  adjust  payments  for  medical  equipment  to  reflect 
inherently  reasonable  costs  and  requires  such  adjustment  of  prices  for  decubitus  care  equipment, 
TENS  units  and  other  types  of  equipment. 

PROBLEM:      "Savvy  equipment  companies  also  take  advantage  of  regional  variations  in  payment 
rates."  The  article  also  mentions  that  "lots  of  suppliers  have  set  up  "branch  offices'  that  are  little 
more  than  mail-drops  in  high-priced  states." 

SOLUTION:     H.R.  2534  and  S.  1988  both  prohibit  suppliers  from  filing  a  claim  in  a  state  other 
than  the  beneficiaries  home  state.  H.R.  3837  prohibits  carrier  forum  shopping  and  requires  a  GAO 
report  on  both  the  geographic  variation  in  Medicare  medical  equipment  rates  and  the  desirability  of 
establishing  a  national  fee  schedule.  Also,  S.  1736,  introduced  by  Sen.  Jim  Sasser  (D-TN),  requires 
zip  code  billing  and  creates  uniform  coverage  and  payment  schedules 

PROBLEM:      "Medicare  doesn't  even  know  who  the  suppliers  are,  or  if  they  are  legitimate."  The 
article  states  that  getting  a  Medicare  provider  number  requires  virtually  no  documentation. 
SOLUTION:     S.  1 988  requires  the  development  of  national  uniform  standards  for  assignment  and 
renewal  of  provider  numbers.  H.R  2534  allows  Medicare  payment  only  to  those  suppliers  who  are 
certified  by  HCFA  or  accredited  by  an  authorized  assurance  organization.  Both  S.  1988  and  S.  1736 
requires  Medicare  suppliers  to  make  ownership  disclosure  requirements  as  a  condition  to  obtaining 
provider  numbers.  S.  1736  also  requires  the  renewal  of  all  provider  numbers  every  two  years,  and 
authorizes  carriers  to  require  prior  approval  of  payment  for  suppliers  who  are  deemed  *bad  players.' 
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Mr.  Rangel.  And  from  the  laboratory  industry,  how  do  you  re- 
spond to  the  accusations  and  investigations  and  congressional  re- 
ports? 

Mr.  Salton.  Mr.  Chairman,  most  of  the  adverse  publicity  that 
has  taken  place,  which  was  the  driving  force  for  CLIA,  was  based 
on  the  Pap  smear,  and  the  Pap  smear  is  one  procedure  that  we 
don't  do  in  the  independent  clinical  laboratories  that  are  operated 
and  owned  by  bioanalysts.  That  is  strictly  an  M.D.  function  as  a 
pathologist.  So  most  of  that  adverse  publicity  was  not  related  to 
services  performed  in  our  laboratories. 

What  we  envision  as  methodologies  for  improving  the  quality  of 
laboratory  services  is  continuing  education,  and  we  have  always 
had  proficiency  testing  as  a  means  of  trying  to  determine  that  the 
laboratory  testing  results  that  we  produce  are  of  the  highest  qual- 
ity that  we  can  possibly  provide. 

Mr.  Rangel.  So  as  far  as  you  are  concerned,  there  is  no  need  for 
any  reform  in  the  laboratory  testing  industry,  that  you  are  per- 
forming in  a  manner  that  you  have  no  problem  with? 

Mr.  Salton.  Not  at  the  present,  as  we  are  now  undergoing  a 
complete  reform  with  CLIA  '88,  which  is  just  now  being  imple- 
mented. And  also,  OSHA  has  just  implemented  the  blood-borne 
pathogen  standard.  So  with  these  in  place,  I  think  we  have  to  see 
what  the  results  are  and  the  fallout  from  these  new  regulations 
that  have  been  just  recently  implemented. 

Mr.  Rangel.  Do  you  think  there  was  a  need  for  these  regula- 
tions? What  I  am  really  trying  to  find  out  is  that  sometimes  if  you 
leave  it  to  HCFA — when  we  are  out  for  cost  savings  and  when  you 
look  at  the  dollars  that  we  need,  sometimes  we  don't  have  the  so- 
phistication to  make  the  right  decision.  We  try  to  find  out  how 
many  billions  of  dollars  can  we  save,  and  we  just  make  the  deci- 
sion. 

What  is  helpful  is  when  the  industry  comes  forward  and  says,  I 
agree  with  you,  we  have  a  lot  of  problems  and  if  you  really  want  to 
save  money,  this  is  what  you  should  be  doing.  That  way,  you  are 
not  cutting  back  valuable  services  and  at  the  same  time  you  are 
impacting  on  some  of  the  rascals  that  give  us  a  bad  name.  Plus 
when  you  say  we  don't  have  the  rascals,  then  we  still  need  the 
money  and  everyone  gets  hit  across  the  board. 

So  if  you  have  anything  that  you  can  share  with  us,  it  does  help 
and  that  would  apply  to  certainly  the  home  care  industry,  where 
everyone  has  to  admit  that  we  have  to  do  more  to  get  people  who 
should  not  be  in  expensive  hospitals  into  home  care  when  they 
have  people  there  to  take  care  of  them  that  are  trained  and  have 
the  equipment  that  is  necessary  for  them  to  be  able  to  negotiate 
and  live  as  close  to  a  normal  life  as  possible. 

Let  me  thank  all  of  you  for  your  testimony,  and  you  could  best 
help  the  Congress  by  sharing  with  us,  whether  we  have  hearings  or 
not,  your  views  so  that  cost  saving  doesn't  mean  that  we  are  hurt- 
ing more  than  helping.  Thank  you  very  much. 

Ms.  Parver.  Thank  you. 

Mr.  Salton.  Thank  you,  sir. 

[The  following  was  subsequently  received:] 

We  believe  that  the  only  way  to  achieve  real  savings  in  part  B  laboratory  pay- 
ments is  to  attack  excessive  utilization.  During  the  last  5-10  years  Federal  reim- 
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bursement  rates  for  individual  laboratory  tests  have  been  reduced  yet  total  program 
costs  have  continued  to  rise.  This  means  physicians  are  either  ordering  more  tests 
or  are  ordering  more  expensive  tests. 

At  this  time  we  believe  the  best  way  to  address  this  problem  is  through  the  enact- 
ment of  direct  billing  legislation.  This  type  of  legislation  would  prohibit  physicians 
from  billing  for  any  laboratory  tests  which  they  do  not  perform.  The  current  direct 
billing  statutory  provisions  apply  only  to  Medicare  testing.  We  believe  that  physi- 
cian's Medicare  ordering  patterns  are  heavily  influenced  by  their  private  pay  pat- 
terns. We  believe  this  reform  coupled  with  a  strong  enforcement  of  the  new  Stark 
law  which  prohibits  physicians  from  having  a  financial  interest  in  an  independent 
laboratory  will  have  a  significant  impact  on  excessive  utilization  and  will  reduce  the 
growth  in  part  B  laboratory  payments. 

Mr.  Rangel.  The  last  panel  consists  of  the  Association  of  Minori- 
ty Health  Professions  Schools,  Henry  Lewis  III,  president  of  Texas 
Southern  University  College  of  Pharmacy  and  Health  Sciences 
from  Houston;  Ronald  Bronow,  president  of  the  National  Organiza- 
tion of  Physicians  Who  Care,  San  Antonio;  Marilyn  Moffat,  presi- 
dent of  the  American  Physical  Therapy  Association;  and  Executive 
Director  Donna  Rosenthal,  National  Down  Syndrome  Society. 

Your  entire  written  statements  will  be  placed  into  the  record, 
and  the  5  minutes  allotted  can  be  used  to  summarize  the  statement 
or  to  give  views  in  addition  to  what  is  in  the  statement,  however 
you  wish  to  start  is  all  right  with  the  Chair. 

We  will  start  with  Mr.  Lewis. 

STATEMENT  OF  HENRY  LEWIS  III,  R.PH.,  PHARM.D.,  PRESIDENT, 
ASSOCIATION  OF  MINORITY  HEALTH  PROFESSIONS  SCHOOLS, 
AND  DEAN,  TEXAS  SOUTHERN  UNIVERSITY,  COLLEGE  OF 
PHARMACY  AND  HEALTH  SCIENCES,  HOUSTON,  TX 

Mr.  Lewis.  Mr.  Chairman,  members  of  the  committee,  my  name 
is  Henry  Lewis.  I  am  dean  of  the  Texas  Southern  University's  Col- 
lege of  Pharmacy  and  Health  Sciences  and  president  of  the  Asso- 
ciation of  Minority  Health  Professions  Schools,  better  known  as 
AMHPS. 

AMHPS  is  an  organization  which  represents  11  historically  black 
health  professions  schools  in  the  country.  Included  are  four  schools 
of  medicine,  Meharry,  Morehouse,  Charles  Drew,  and  most  recently 
Howard  University  Schools  of  Medicine;  four  schools  of  pharmacy, 
Xavier  University  of  New  Orleans,  my  school  Texas  Southern,  Flor- 
ida A&M  University  College  of  Pharmacy,  and  Howard  University 
College  of  Pharmacy;  two  schools  of  dentistry,  Meharry  and 
Howard;  and  one  school  of  veterinary  medicine. 

Combined,  these  institutions  represented  by  AMHPS  have  grad- 
uated 50  percent  of  the  Nation's  African-American  pharmacists,  40 
percent  of  the  African-American  physicians  and  dentists,  and  75 
percent  of  the  African-American  veterinarians. 

The  major  goals  of  AMHPS  are  twofold:  One,  to  improve  the 
health  status  of  blacks  and  other  minorities;  and  two,  to  improve 
the  representation  of  blacks  and  other  minorities  in  the  health  pro- 
fessions. We  work  toward  these  goals  by  working  to  strengthen  our 
institutions  and  programs  and  to  strengthen  other  programs 
throughout  the  nation  that  will  improve  the  applicant  pool  and  im- 
prove the  role  of  minorities  in  the  provision  of  health  care. 

AMHPS  has  taken  a  position  that  the  need  for  health  care 
reform  is  indeed  urgent  when  looked  at  from  the  African-American 
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perspective  and  other  minorities.  These  groups  are  disproportion- 
ately represented  among  the  uninsured,  such  that  approximately 
18  percent  of  Americans  are  uninsured  while  25  percent  of  the  Af- 
rican-Americans are  uninsured  and  35  percent  of  the  nation's  His- 
panics  are  represented  among  the  uninsured. 

Likewise,  African-Americans  and  other  minorities  suffer  dispro- 
portionately from  a  lack  of  access  to  health  care,  as  reflected  in  the 
number  of  deaths  from  treatable  conditions.  Similarly,  the  lack  of 
access  to  prenatal  care  and  to  immunizations,  two  of  the  most  cost- 
effective  health  care  delivery  tools,  are  disproportionately  reflected 
for  African- Americans  and  other  minorities.  This  lack  of  access 
manifests  itself  in  excess  maternal  mortality,  excess  infant  mortali- 
ty, and  excess  childhood  diseases. 

So  from  all  of  these  data,  it  is  very  clear  that  African-Americans 
and  other  minorities  are  disproportionately  impacted  by  a  health 
care  system  that  leaves  almost  35  million  Americans  uninsured 
and  an  equal  number  underinsured. 

Likewise,  Mr.  Chairman,  AMHPS  is  concerned  about  the  plight 
of  providers  in  underserved,  rural,  and  inner-city  communities  who 
are  faced  with  the  burden  of  providing  care  to  indigent  persons 
who  have  no  form  of  health  insurance  and  to  persons  with  Medic- 
aid where  reimbursement  often  lags  significantly  behind  Medicare 
and  even  more  so  behind  private  insurance. 

In  essence,  providers — many  of  them  our  graduates — in  under- 
served  communities  are  subsidizing  the  care  of  people  who  are  un- 
derinsured through  Medicaid  and  sometimes  Medicare. 

In  addition,  AMHPS  is  concerned  about  the  plight  of  hospitals 
that  serve  these  underserved  rural  and  inner-city  communities. 
Since  1961,  Mr.  Chairman,  almost  100  historically  black  hospitals 
in  this  country  have  closed.  Today,  only  12  such  hospitals  remain. 

Finally,  AMHPS  is  concerned  about  the  plight  of  the  institutions 
in  our  organization.  We  have  been  disproportionately  affected  by 
carrying  out  our  mission  in  a  health  care  system  that  punishes 
those  who  care  for  poor  and  who  attempt  to  educate  low-income 
and  poor  students  who  do  not  have  the  ability  to  pay  lofty  tuitions, 
and  in  a  system  where  the  funding  of  medical  education  is  greatly 
dependent  upon  the  ability  of  faculty  to  earn  money  from  patient 
care. 

Thus,  the  present  system  of  health  care  disproportionately  pun- 
ishes African-American  and  other  minorities  as  patients,  as  provid- 
ers, and  as  institutions  whose  mission  it  is  to  target  the  under- 
served  and  poorer  people  in  our  community. 

In  our  view,  Mr.  Chairman,  the  policy  makers  must  look  at  spe- 
cial problems  and  needs  of  the  various  groups — and  these  groups 
are  indeed  diverse — that  comprise  this  growing  number  of  Ameri- 
cans and  try  to  suggest  health  care  reform  policies  that  meet  the 
unmet  needs  of  these  groups.  We  do  not  believe  that  a  broad-brush 
approach  will  do  the  job.  This  time  around,  the  purpose  of  health 
care  reform  must  be  well  thought  out,  comprehensive,  and  respon- 
sive to  the  needs  of  those  who  do  not  have  access  to  care  for  one  or 
more  of  the  various  reasons. 

Mr.  Chairman,  probably  the  most  frustrating  part  of  this  entire 
debate  about  health  care  reform  is  the  self-serving  rhetoric  we  hear 
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about  maintaining  the  status  quo.  With  the  health  of  37  million 
Americans  at  stake,  the  status  quo  just  doesn't  get  it. 

Starting  now,  we  need  some  fresh  thinking,  some  compassion, 
and  some  focus  on  meeting  the  unmet  needs  of  those  members  of 
our  society  who  are  underserved  and  poor. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  HENRY  LEWIS  III,  R.  PH., 
PHARM.D.,DEAN,  TEXAS  SOUTHERN  UNIVERSITY 
COLLEGE  OF  PHARMACY  AND  HEALTH  SCIENCES  AND  PRESIDENT, 
ASSOCIATION  OF  MINORITY  HEALTH  PROFESSIONS  SCHOOLS 

Before  the  House  Committee  on  Ways  and  Means 
Hearing  on  the  President's  Fiscal  Year  1993 
Health  &  Human  Services  Budget  and  the  President's 
Proposals  on  Health  Care  Reform 

Wednesday  March  4,  1992 

Mr.  Chairman  and  members  of  the  Committee,  my  name  is  Henry  Lewis.  I  am  Dean 
of  Texas  Southern  University's  College  of  Pharmacy  and  Health  Sciences  and  President  of 
the  Association  of  Minority  Health  Professions  Schools  (AMHPS).  AMHPS  is  an 
organization  which  represents  eleven  (11)  historically  Black  health  professional  schools  in 
this  country.  Included  are  four  (4)  Schools  of  Medicine;  Meharry,  Morehouse,  the  Charles 
R.  Drew  University  of  Medicine  and  Science,  and  most  recently,  Howard  University  School 
of  Medicine;  four  (4)  schools  of  Pharmacy;  Xavier  University  College  of  Pharmacy,  Texas 
Southern  University  College  of  Pharmacy  and  Health  Sciences,  Florida  A&M  College  of 
Pharmacy,  and  Howard  University  College  of  Pharmacy;  two  (2)  schools  of  Dentistry;  at 
Meharry  and  Howard  University;  and  one  (1)  school  of  Veterinary  Medicine;  Tuskegee 
University.  Combined,  these  institutions  represented  by  AMHPS  have  graduated  50%  of 
all  the  Nation's  African  American  pharmacists,  40%  of  African-American  physicians  and 
dentists,  and  75%  of  African- American  veterinarians. 

The  major  goal  of  AMHPS  is  two-fold:  1)  to  improve  the  health  status  of  Blacks  and 
other  minorities;  and  2)  to  improve  the  representation  of  Blacks  and  other  minorities  in  the 
health  professions.  We  work  toward  this  goal  by  working  to  strengthen  our  institutions  and 
programs,  and  to  strengthen  other  programs  throughout  the  nation  that  will  improve  the 
applicant  pool  and  improve  the  role  of  minorities  in  the  provision  of  health  care. 

AMHPS  has  taken  the  position  that  the  need  for  health  care  reform  is  urgent,  when 
looked  at  from  the  perspective  of  African-Americans  and  other  minorities.  These  groups 
are  disproportionately  represented  among  the  uninsured  such  that  while  approximately  18% 
of  Americans  are  uninsured,  25%  of  African- Americans  and  35%  of  Hispanics  are 
represented  among  the  uninsured.  Likewise,  African- Americans  and  other  minorities  suffer 
disproportionately  from  a  lack  of  access  to  care  as  reflected  in  the  number  of  deaths  from 
treatable  conditions.  Similarly,  lack  of  access  to  prenatal  care  and  to  immunizations,  two 
of  the  most  cost  effective  aspects  of  health  care  delivery,  are  disproportionately  reflected  for 
African-Americans  and  other  minorities.  This  lack  of  access  manifests  itself  in  excess 
maternal  mortality,  excess  infant  mortality,  and  excess  childhood  diseases.  So,  from  all  of 
these  data,  it  is  very  clear  that  African-Americans  and  other  minorities  are 
disproportionately  impacted  by  a  health  care  system  that  leaves  almost  35  million  people 
uninsured  and  an  equal  number  of  persons  under-insured  and  not  prepared  for  severe  or 
prolonged  illnesses. 

Likewise,  AMHPS  is  concerned  about  the  plight  of  providers  in  underserved,  rural 
and  inner  city  communities  who  are  faced  with  the  burden  of  providing  care  to  indigent 
persons  who  have  no  form  of  health  insurance  and  to  persons  with  Medicaid  where 
reimbursement  often  lags  significantly  behind  Medicare,  and  even  more  so,  behind  private 
health  insurance.  In  essence,  providers,  many  of  them  our  graduates,  in  underserved 
communities  are  subsidizing  the  care  of  people  who  are  under-insured  through  Medicaid 
and  sometimes  Medicare. 

In  addition,  AMHPS  is  concerned  about  the  plight  of  hospitals  that  serve  in 
underserved,  rural,  and  inner  city  communities  and  provide  care  to  persons  who  are 
uninsured  or  under-insured.  Since  1961  almost  100  historically  Black  hospitals  in  this 
country  have  closed,  and  today  only  twelve  (12)  remain,  and  are  all  victims  of  a  mission  of 
providing  care  to  the  poor,  with  inadequate  reimbursement.    With  the  health  care 
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reimbursement  changes  that  took  place  in  the  early  1980's,  these  hospitals  were 
disproportionately  affected  and  suffer  from  an  inadequate  capital  base,  one  way  integration 
and  the  attitudes  that  impact  hospitals  that  care  for  the  poor. 

Finally,  AMHPS  is  concerned  about  the  plight  of  the  institutions  in  our  organization 
which  have  been  disproportionately  affected  in  carrying  out  their  mission  -  in  a  health  care 
system  that  punishes  those  who  would  care  for  the  poor  and  who  would  attempt  to  educate 
the  low  income  or  poor  student  who  is  not  able  to  pay  lofty  tuitions,  and  in  a  system  where 
the  funding  of  medical  education  is  greatly  dependent  upon  the  ability  of  faculty  to  earn 
money  from  patient  care.  Thus,  the  present  health  care  system  disproportionately  punishes 
African- Americans  and  other  minorities  as  patients,  as  providers  and  as  institutions  whose 
mission  targets  the  underserved. 

Mr.  Chairman,  this  hearing  is  being  conducted  to  review  the  Health  Care  Reform 
proposals  that  have  been  proposed  by  the  President,  and  to  discuss  the  impact  of  the 
President's  Budget  proposal. 

The  Association  of  Minority  Health  Professions  Schools  views  the  Health  Care 
Reform  proposals  issued  by  the  Administration  with  the  same  caution  and  near  exasperation 
that  we  do  most  proposals  that  have  been  issued.  These  proposals  do  not  get  to  the  heart 
of  the  issue  of  making  certain  that  each  person  in  this  country  -  whether  they  are 
desperately  poor,  working  poor,  indigent,  rural  or  urban,  middle  class  or  well  off  -  has  the 
ability  to  get  access  to  basic  high  quality  primary  medical  care. 

It  is  our  view  that  policy  makers  must  look  at  the  special  problems  and  needs  of  the 
various  groups  -  and  they  are  diverse  -  that  comprise  this  growing  number  of  Americans,  and 
try  to  suggest  health  care  reform  policies  that  meet  the  unmet  needs  of  these  groups.  We 
do  not  believe  that  a  broad  brush  approach  will  do  the  job.  This  time  around,  the  purpose 
of  Health  Care  Reform  must  be  well  thought-out,  comprehensive,  and  responsive  to  the 
needs  of  those  who  do  not  have  access  to  care  for  one  or  more  various  reasons. 

Mr.  Chairman,  probably  the  most  frustrating  part  of  this  entire  debate  about  Health 
Care  Reform  is  the  self-serving  rhetoric  we  hear  about  maintaining  the  status  quo.  With 
the  health  of  37  million  Americans  at  stake  the  status  quo  just  doesn't  get  it!  Starting  now, 
we  need  some  fresh  thinking,  some  compassion,  and  some  focus  on  meeting  unmet  needs. 

We  at  AMHPS  are  aware  that  there  have  been  several  proposals  introduced  to  try 
to  begin  to  solve  the  problem  of  access  to  care,  cost  containment,  quality  and 
appropriateness  of  care.  However,  we  are  also  aware  that  to  date,  none  of  these  proposals 
have  been  seriously  considered  by  Congress  or  the  Administration.  Based  on  the 
information  available  to  us,  these  proposals  would  fall  into  one  of  several  categories.  The 
first  category  would  be  the  so  called  social  insurance  model  or  national  health  insurance  as 
represented  by  Canada.  Another  category  would  be  the  employment  based  models  where 
employers  are  either  mandated  to  provide  insurance  coverage  or  to  offer  it,  or  they  are 
provided  the  option  to  "play  or  pay"  where  the  public  sector  makes  available  insurance  in 
which  an  employer  may  participate  or  purchase  his  own  insurance  separately.  Other 
proposals  have  dealt  with  insurance  reform,  including  such  things  as  guaranteed  access  to 
insurance  using  risk  pools  or  other  mechanisms.  Still  other  proposals  have  recommended 
public  program  enhancement  such  as  the  expansion  of  Medicaid  to  cover  all  of  the  poor  or 
an  expansion  of  Medicare  to  cover  additional  individuals  beyond  those  now  covered.  Other 
proposals  have  recommended  tax  system  changes  either  by  providing  tax  credit  for  the 
purchase  of  health  benefits  for  individuals  with  incomes  up  to  a  certain  level  or  "tax  caps" 
and  upper  limit  on  the  amount  of  employer  paid  health  benefits  that  is  non-taxable  to  the 
employees. 

Certainly  one  of  the  most  comprehensive  proposals  is  perhaps  that  introduced  by  the 
National  Health  Leadership  Commission.  That  proposal,  while  setting  forth  a  public/private 
plan,  deals  with  universal  access  to  care,  cost  containment,  mechanisms  for  monitoring  the 
quality  and  appropriateness  of  care,  mechanisms  for  dealing  with  malpractice  insurance  as 
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a  cause  of  cost  over-run  and  an  oversight  board  which  would  continue  to  monitor  and 
improve  the  entire  system  of  health  care  provision. 

Clearly,  there  is  no  shortage  of  proposals  that  have  been  placed  on  the  table  for 
health  care  reform  and  yet  to  date,  they  are  all  viewed  as  lacking  in  their  ability  to  attain 
the  kind  of  consensus  that  would  result  in  Congressional  action  or  Administration  support. 

AMHPS  would  like  to  take  a  position  relative  to  the  national  health  insurance 
proposal  as  reflected  in  the  Canadian  system.  Based  on  information  available  to  us,  such 
an  approach  would  certainly  be  far  more  beneficial  to  the  people  we  represent  than  the 
present  health  care  system  in  this  nation.  While  we  are  aware  that  there  is  some  degree  of 
wait  required  for  high  tech  procedures  such  as  open  heart  surgery,  it  is  very  clear  that  the 
Canadian  system  provides  access  to  basic  health  care,  including  prevention  and  mental 
health  care  that  is  so  direly  needed  by  African-Americans  and  other  minorities  in  this 
country.  Still,  we  are  concerned  that  the  majority  of  the  people  in  this  country  might  well 
not  be  ready  to  act  on  a  national  health  insurance  and  it  is  our  hope  that  some  program 
which  assures,  as  a  minimum,  universal  access  to  care  will  be  enacted  soon. 

Thus,  the  essence  of  AMHPS'  proposal  is  dealing  more  with  process  than  outcome. 
We  strongly  recommend  that  Congress  begin  to  work  on  the  establishment  of  an  agreement 
on  the  essential  goals  and  components  of  a  health  care  system  such  as  universal  access,  cost 
containment,  quality  of  care  evaluation  and  malpractice  insurance  containment.  A  group 
of  technical  experts  then  should  be  convened  to  develop  various  approaches  to  reaching 
those  goals.  This  group  should  be  independent  of  constituencies  and  political  influence. 

In  short,  we  believe  that  this  nation  is  critically  in  need  of  health  care  system  reform 
and  that  the  process  of  developing  that  reform  should  receive  priority  consideration.  It  is 
certainly  critical  for  the  health  of  all  of  the  people,  but  even  more  critical  for  the  health  of 
African-Americans  and  other  minorities. 
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Mr.  Rangel.  Thank  you  so  much. 
Dr.  Bronow. 

STATEMENT  OF  RONALD  S.  BRONOW,  M.D.,  PRESIDENT,  NATION- 
AL  ORGANIZATION  OF  PHYSICIANS  WHO  CARE,  SAN  ANTONIO, 
TX 

Dr.  Bronow.  Mr.  Chairman  and  members  of  the  committee,  my 
name  is  Dr.  Ron  Bronow  and  I  am  president  of  the  National  Orga- 
nization of  Physicians  Who  Care.  Our  organization  represents  over 
3,000  doctors  in  private  practice.  Our  purpose  is  to  preserve  quality 
medicine  and  our  patients'  rights  within  an  environment  of  cost 
cutting. 

President  Bush's  health  care  proposal  has  several  components 
that  deserve  support  and  are  included  in  the  Physicians  Who  Care 
plan.  Those  provisions  include  reducing  State  mandated  benefits 
and  disallowing  preexisting  conditions  in  group  coverage. 

However,  the  plan  relies  heavily  on  pushing  patients  into  so- 
called  coordinated  or  managed  care  programs  such  as  HMO's.  We 
physicians  took  a  Hippocratic  Oath  to  do  our  best  for  our  patients, 
but  the  HMO  physician  is  often  rewarded  for  deliberately  limiting 
care,  not  for  the  good  of  the  patient  but  for  the  generation  of  a 
profit  for  the  corporation. 

An  HMO  that  puts  its  physicians  in  a  gate-keeper  role  by  offer- 
ing financial  rewards  or  penalties  for  tests  or  referrals  places  phy- 
sicians in  an  ethically  and  professionally  untenable  position.  Pa- 
tients must  be  informed  about  these  plan  restrictions  before  they 
join  the  HMO. 

Rather  than  the  President  trying  to  push  patients  to  doctors  and 
groups  that  discount  fees,  why  not  consider  rewarding  good  doctors 
as  business  leaders  have  learned  in  Cleveland?  The  Government 
could  save  much  more  money  by  referring  to  physicians  who  prac- 
tice conservative,  high-quality  medicine  than  by  looking  for  bar- 
gain basement  doctors  in  HMO's. 

One  of  the  other  health  care  proposals  that  is  getting  attention  is 
the  pay  or  play  concept.  Various  legislative  proposals  would  allow 
companies  to  pay  seven  or  nine  percent  of  payroll  instead  of  buying 
health  insurance.  According  to  a  Chamber  of  Commerce  survey, 
employer  medical  costs  averaged  9.9  percent  of  payrolls  in  1990, 
while  manufacturers'  costs  averaged  11.6  percent. 

Once  employers  find  out  it  is  cheaper  to  pay  than  play,  they  will 
pay.  The  result:  An  instant  Canadian  medical  system.  But  in 
Canada,  the  Government — not  the  physician  nor  the  patient — 
makes  basic  health  care  decisions.  The  budget  drives  the  system. 

Now  I  wish  to  share  with  you  some  approaches  that  can  work. 
The  most  practical  way  to  bring  the  uninsured  into  the  system  is  a 
nationwide  mandate  for  employer-funded  health  care  insurance.  As 
a  starting  point,  we  must  make  health  benefits  mandatory  for  all. 
We  can  keep  costs  down  only  if  everyone  is  part  of  the  insurance 
pool. 

Insurance  has  to  be  available  at  a  reasonable  cost.  This  can  only 
be  done  through  a  high  deductible.  Our  number  is  $1,000.  Employ- 
ers pay  considerably  more  in  premiums  than  any  value  low-deduct- 
ible policies  hold  for  their  employees.  All  workers  must  be  covered, 
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regardless  of  preexisting  illnesses,  and  premiums  must  be  commu- 
nity rated. 

A  high  deductible  is  essential  for  keeping  costs  down  for  2  rea- 
sons. It  discourages  a  credit  card  mentality,  and  it  provides  greater 
value.  Patients  should  pay  for  minor  illnesses;  insurance  should  be 
for  serious  problems. 

The  health  insurance  industry  is  currently  unwilling  to  accept 
community  ratings.  Physicians  Who  Care  believes  that  without 
community  ratings,  there  will  be  no  future  health  insurance  indus- 
try. By  default,  the  United  States  will  be  forced  into  a  Canadian- 
style  system. 

Even  small  medical  bills,  as  well  as  the  $1,000  deductible,  can 
overwhelm  people  with  limited  means.  We  believe  that  special  Me- 
disave  IRA  accounts  should  be  established  with  pretax  dollars. 
These  accounts  would  eventually  become  an  important  source  of 
funds  for  purchasing  additional  insurance,  paying  for  uncovered 
medical  expenses,  and  supplementing  Medicare. 

In  my  full  testimony,  Physicians  Who  Care  has  a  number  of  sug- 
gestions about  Medicare  and  Medicaid,  Mr.  Chairman. 

There  is  one  area  of  cost  containment  in  which  we  physicians 
can  and  must  take  the  lead,  and  that  is  in  scientific  guidelines  for 
medical  care.  These  guidelines  are  the  best  method  to  prevent  over- 
utilization  of  resources  by  physicians. 

Before  concluding,  let  me  raise  one  other  issue,  and  that  is 
RBRVS.  RBRVS  will  have  the  effect  of  restricting  care  and  reduc- 
ing quality  for  Medicare  patients.  Several  studies  have  already 
been  done.  One  comparison  shows  that  family  doctors  will  receive 
less  per  hour  for  taking  care  of  a  patient  than  an  auto  mechanic  or 
an  air  conditioner  repairman.  All  specialists  are  seeing  huge  cuts. 
CPT  coding  changes  have  eliminated  any  possible  gains  for  cogni- 
tive services. 

As  physicians  across  the  country  see  their  overhead  become 
higher  than  their  Medicare  incomes,  many  are  already  refusing  to 
see  new  Medicare  patients.  Many  doctors  with  large  numbers  of 
Medicare  patients  will  be  pushed  out  of  practice  entirely.  Others 
will  be  forced  into  HMO's.  This  will  lead  to  the  destruction  of  the 
private  practice  of  medicine. 

To  show  our  sincerity  in  wanting  to  curb  health  care  costs  and  as 
a  service  to  society,  Physicians  Who  Care  recommends  that  physi- 
cians devote  one  day  a  month  to  caring  for  persons  who  are  unable 
to  afford  medical  services. 

The  vast  majority  of  physicians  are  honest.  We  are  not  entrepre- 
neurs. We  don't  refer  to  ourselves  for  profit.  We  don't  unbundle 
our  bills,  run  Medicaid  mills,  or  write  phony  insurance  reports.  We 
practice  medicine.  The  Physicians  Who  Care  plan  was  designed  to 
let  us  do  our  job  the  way  we  were  trained.  That  is  all  we  want. 

We  at  Physicians  Who  Care  have  over  12,000  of  our  patients  in 
Patients  Who  Care.  That  number  is  rapidly  growing.  We  keep 
them  well  informed  about  their  medical  rights  and  our  proposals. 
Their  reaction  has  been  overwhelmingly  positive.  You  will  hear 
from  Patients  Who  Care. 

Mr.  Chairman,  thank  you  and  I  would  be  glad  to  answer  any 
questions. 

[The  prepared  statement  follows:] 
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Testimony  of  Dr.  Ronald  S.  Bronow 


President 


National  Organization  of  Physicians  Who  Care 

Mr.  Chairman  and  members  of  the  Committee,  thank  you  for  the 
opportunity  to  discuss  health  care  reform  in  the  United  States.     My  name 
is  Dr.  Ron  Bronow  and  I  am  President  of  the  National  Organization  of 
Physicians  Who  Care.     Our  organization  represents  over  3,000  doctors  in 
private  practice. 

We  are  a  growing  organization  of  physicians  who  believe  in 
patients'  rights  and  advocating  those  rights.     We  don't  have  some 
hidden,  self-serving  agenda.     Our  purpose  is  to  attempt  to  preserve 
quality  medicine  and  our  patients'   rights  within  an  environment  of  cost 
cutting. 


PRESIDENT  BUSH'S  PLAN 

Physicians  Who  Care  believes  that  any  serious  health  care  reform 
proposal  must  consider  several  issues  including:  expanding  health  care 
coverage  for  all  Americans;  maintaining  quality  of  care;  allowing  for 
patient  choice;  protecting  the  traditional  doctor-patient  relationship; 
and  providing  incentives  for  cost  control  in  a  quality  medical 
environment . 

President  Bush's  health  care  proposal  has  several  components  that 
deserve  support  and  are  included  in  the  Physicians  Who  Care  plan.  Those 
provisions  include  reducing  state  mandated  benefits;  disallowing 
preexisting  conditions  in  group  coverage;  and  restricting  malpractice 
cases . 

However,  the  plan  relies  heavily  on  encouraging  and  almost  pushing 
patients  into  so-called  coordinated  care  programs  or  managed  care 
programs,   such  as  HMOs.     The  Bush  Administration  hope  is  that  managed 
care  will  reduce  costs. 

That  assumption  is  open  to  debate.     There  is  little  debate  that 
managed  care  does  reduce  patients'  choice,  often  provides  incentives  for 
doctors  in  such  programs  not  to  recommend  further  care  or  referrals  to 
specialists,  and  can  restrict  access  to  medical  technology.  Managed 
care  is  all  too  often  more  concerned  about  costs  and  profits  than 
patients. 

A  strength  of  American  medical  care  is  the  choice  that  it  allows 
patients.    The  providers  of  medical  care  in  the  United  States  have 
historically  been  physicians  in  private  practice.     The  vast  majority  of 
physicians  today  are  still  in  private  practice.    The  managed  care 
approach  attempts  to  push  both  physicians  and  patients  into  HMOs  and 
other  such  organizations.    This  type  of  care  forces  the  physician  into 
an  untenable  "gatekeeper"  position,  deciding  on  the  type  of  care  for  a 
patient  based  more  on  limiting  costs  through  capitation  and  other 
incentives  rather  than  on  the  medical  needs  of  the  patients. 

I  agree  with  you  Mr.  Chairman  when  you  said  "the  move  to  managed 
care  is  little  more  than  a  sideshow  in  the  debate  of  how  the  country 
should  pay  for  health  care  for  all  Americans."    Managed  care  is  not  the 
answer  to  cost  control  or  to  providing  quality  medical  care  to  more 
Americans.     Some  people  are  predicting  that  40Z  of  the  population  will 
be  in  HMOs  by  the  year  2000,  but  I'd  say  that's  a  lot  of  wishful 
thinking. 

Most  people  oppose  restricting  their  choice  of  doctors.  Today, 
only  362  of  Americans  would  agree  to  go  to  a  clinic  to  see  an  available 
doctor  instead  of  their  own  private  physician  vs  50Z  in  1982.    Only  30Z 
of  eligible  employees  choose  HMOs. 

The  President's  proposal  would  revoke  regulations  on  HMOs  which 
are  protective  of  patients'  rights.     I  and  Physicians  Who  Care  suggest  a 
different  approach.     Before  any  more  encouragement  is  given  to  managed 
care,  HMOs  and  other  managed  care  providers  should  disclose  to  the 
public  and  to  their  patients  what  financial  incentives  are  provided 
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doctors  to  restrict  services  and  to  reduce  referrals  to  specialists. 
Patients  have  a  right  to  know  about  such  incentives  before  they  join  an 
HMO,  not  after  it's  too  late. 

We  physicians  took  a  Hippocratic  Oath  to  do  our  best  for  our 
patients.    But,  the  HMO  creates  a  basic  conflict  of  interest  for  the 
physician.    The  physician  is  rewarded  for  deliberately  limiting  care, 
not  for  the  good  of  the  patient,  but  for  generation  of  a  profit  for  the 
corporation.    An  HMO  that  puts  its  physicians  in  a  gatekeeper  role  by 
offering  financial  rewards  or  penalties  for  tests  or  referrals  places 
physicians  in  an  ethically  and  professionally  untenable  position. 
Physicians  must  feel  free  to  make  medical  decisions  based  on  the  needs 
of  the  individual  patient  without  fear  of  economic  sanctions  or 
reprisals . 

When  the  General  Accounting  Office  recently  looked  at  Medicare 
HMOs  they  concluded  that  "the  incentives  of  a  capitation  system  may 
encourage  the  inappropriate  reduction  of  necessary  services."    About  302 
of  Medicare  patients  disenroll  within  2  years,  not  a  very  good 
indication  of  satisfaction  with  the  plans 

There  has  to  be  a  better  way  than  a  doctor  being  paid  more  money 
to  provide  less  care,  all  to  increase  the  profit  margin  of  large 
insurance  companies.    Our  patients  are  not  commodities  to  be  bought  and 
sold.    We  are  talking  about  lives,  not  growth  stocks.    Rather  than  the 
President  trying  to  push  patients  to  doctors  and  groups  that  discount 
fees,  why  not  consider  rewarding  good  doctors  as  business  leaders  have 
learned  in  Cleveland.    The  government  could  save  much  more  money  by 
referring  to  physicians  who  practice  conservative,  high  quality  medicine 
than  by  looking  for  bargain  basement  doctors  and  HMOs. 


Before  looking  at  several  other  alternatives,  I  will  point  out 
that  the  Bush  proposal  for  vouchers  also  does  not  effectively  address 
the  issue  of  rising  costs.    Unfortunately,  too  much  of  the  Bush 
proposals  are  built  on  a  concept  of  managed  care. 


"PAY  OR  PLAY"  AND  THE  CANADIAN  SYSTEM 

One  of  the  other  health  care  proposals  that  is  getting  attention 
is  the  "pay  or  play"  concept.      An  Urban  Institute  study  concludes  that 
352  of  employees  currently  covered  would  be  shifted  to  the  "pay"  or 
public  plan.    Other  estimates  are  even  higher.    Various  legislative 
proposals  would  allow  companies  to  pay  72  or  92  of  payroll  instead  of 
buying  health  insurance.    According  to  a  Chamber  of  Commerce  survey, 
employer  medical  costs  averaged  9.92  of  payrolls  in  1990  while 
manufacturers'  costs  averaged  11.62. 

Once  employers  find  out  it's  cheaper  to  pay  than  play,  they'll 
pay.     The  result?  -  An  instant  Canadian  medical  system.     So  let's  take  a 
look  at  Canada. 

The  Canadian  medical  system  is  in  crisis.  You  will  likely  see  at 
least  partial  privatization  as  the  money  runs  out. 

In  Canada,  the  government,  not  the  physician  nor  the  patient, 
makes  basic  health  care  decisions.     The  budget,  not  the  needs  of  the 
patient,  drives  the  system.    Between  1986  and  1996  the  federal 
government  will  have  cut  $30  billion  out  of  health  care,  while  seeing 
health  care  costs  continue  to  rise. 

As  medical  costs  increase  and  payments  from  the  Canadian  federal 
government  dry  up,  the  provinces  are  telling  hospitals  that  they  won't 
pay  any  more  for  operating  deficits.    So,  emergency  departments  in  large 
hospitals  in  major  Canadian  cities  have  been  shut  down  because  of  the 
lack  of  beds.    Teaching  hospitals  can't  purchase  new  equipment  without 
cutting  back  on  other  services  and  medical  schools  are  deleting  courses. 
Funds  for  research  have  disappeared. 

More  and  more  Canadian  hospital  beds  are  being  occupied  by  elderly 
patients  who  stay  there  longer  than  60  days  because  their  costs  are  well 
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below  average.    Everybody  waits  in  line  for  surgery  and  diagnostic 
tests.    Health  care  workers  are  unhappy.    In  the  first  5  years  of 
National  Health  Care,  there  were  no  days  lost  because  of  strikes  or 
lockouts.     That  has  changed.     The  average  between  1985  and  1990  has  been 
175,000  person-days  lost  per  year. 

This  year,  Ontario  physicians  were  given  a  take  it  or  leave  it 
deal.     If  the  total  costs  of  medical  care  incurred  by  consumers  increase 
more  than  1.52  in  the  next  fiscal  year,  half  of  the  increase  will  be 
deducted  from  the  physician's  future  billings.     That  completely  places 
the  burden  of  medical  inflation  on  the  backs  of  doctors,  particularly  as 
Ontario  health  care  costs  continue  to  rise  at  an  annual  rate  of  11-12Z. 
Forget  technology,  forget  the  aging  of  the  population,  Ontario  is  now 
one  large  HMO  and  the  doctors  are  the  gatekeepers  in  charge  of  the 
rationing. 

Michael  Decter,  the  Deputy  Minister  of  Health  in  Ontario,  has  set 
priorities  for  the  provincial  government.    Recently  he  said,   "There  are 
four  principal  determinants  of  health:  income  distribution;  broad  public 
policy  (that  insures  clean  water  and  air,  for  instance);  personal  choice 
(on  issues  like  smoking,  for  example),  and  treatments  within  the  system. 
The  problem  right  now  is  that  we're  putting  all  the  money  into 
treatment. " 

The  article  in  which  this  quote  appears  continues,   "Decter  figures 
some  health  care  dollars  might  be  better  spent  on  highway  design  or 
antismoking  campaigns,  which  could  save  more  lives  than  many  existing 
health  care  services.    Better  to  increase  employment,  goes  the  thinking 
of  the  NDP  Cabinet,  than  to  fund  more  bypass  surgery."    Perhaps,  the 
House  Public  Works  Committee  here  in  Congress  might  appreciate  that 
rationale  about  highways.    But  it  sure  is  not  medical  care  as  we  in  the 
United  States  have  understood  it. 

While  Americans  recognize  that  the  problems  of  funding  our  present 
health  care  are  serious,  they  are  not  willing  to  solve  these  problems  by 
giving  up  their  claim  to  first-class  medicine,  not  to  mention  that  $340 
billion  or  more  in  new  taxes,  that  one  study  estimated,  would  be  needed 
for  the  United  States  to  implement  a  Canadian- style  health  care  system. 
That  would  make  the  United  States  one  of  the  most  highly  taxed  countries 
in  the  world.     To  fund  it,  either  income  tax  or  payroll  tax  rates  would 
have  to  increase  by  at  least  14  percentage  points. 

Now,  if  we  don't  pay  for  it,  who  will?    The  government? 
Considering  the  current  budget  deficit?    And,  do  you  know  what's  really 
absurd  about  national  health  insurance  proposals  —  casting  the  federal 
government  as  an  efficiency  expert. 

Without  even  mentioning  the  other  problems  with  the  Canadian 
system,  I  would  just  like  to  close  this  part  of  my  testimony  with  the 
following  observation:    Canada  doesn't  have  to  develop  much  of  its  own 
medical  technology.     It  looks  south  to  the  United  States  for  that. 
Under  a  Canadian  type-system  in  the  United  States,  where  would  the 
United  States  look  for  further  advances  in  medical  technology?  South  to 
Mexico  or  maybe  across  the  Pacific  to  Japan? 

PWC  PLAN 

Now  that  I've  raised  some  of  the  problems  with  the  Bush  proposal, 
the  pay  or  play  concept  and  the  Canadian  system,  I  wish  to  share  with 
you  some  approaches  that  can  work. 

One  way  to  bring  the  33  million  Americans  without  insurance  into 
the  system  is  a  nationwide  mandate  for  employer-funded  health  care 
insurance.    This  coverage  would  protect  two-thirds  of  the  uninsured,  24 
million  workers  and  their  dependents.    If  you  extended  it  to  the  self- 
employed,  it  would  protect  782  of  the  uninsured. 

Right  now,  only  392  of  businesses  with  25  or  fewer  employees  offer 
health  benefits,  because  it's  too  expensive.    And,  most  uninsured 
workers  earn  too  little  to  afford  their  own  private  coverage.     So,  if  we 
are  going  to  ask  small  businesses  to  offer  health  benefits,  we  must 
offer  a  solution  that's  economically  feasible. 
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As  a  starting  point,  we  must  make  health  benefits  mandatory  for 
all  because  only  benefits  that  are  mandatory  are  economically  fair.  If 
everybody  has  basic  health  insurance,  then  the  costs  of  insurance  and 
health  care  are  shared  equitably.     Right  now,  people  who  are  poor  and 
uninsured  get  medical  care  for  serious  illnesses  and  accidents  through 
emergency  departments.    So,  then  the  rest  of  society  pays  the  bill. 
Everybody  pays  more  for  medical  insurance  to  cover  those  who  receive 
benefits  but  haven't  contributed  to  the  insurance  pool. 

Mandatory  benefits  are  economically  sound.    We  can  keep  costs  down 
only  if  everyone,  including  those  at  low  risk  for  illness  and  accidents, 
is  part  of  the  insurance  pool.     In  any  kind  of  voluntary  arrangement, 
low  risk  workers  are  going  to  opt  out  of  the  plan  so  that  they  can  get 
higher  wages  or  other  fringe  benefits.    This  adverse  selection  leaves 
the  insurer  holding  the  bag,  covering  only  the  higher  risk  employees,  so 
everybody  pays  higher  rates 

High  deductible 

In  order  not  to  burden  any  employer  unduly,  however,  mandatory 
insurance  has  to  be  available  at  a  reasonable  cost.    This  can  only  be 
done  through  a  high  deductible  —  our  number  is  $1,000,  and  provides 
basic  coverage.    All  workers  must  be  covered  regardless  of  pre-existing 
illnesses,  and  rates  must  be  based  on  community  ratings.     State  mandated 
coverages  must  be  eliminated. 

A  high  deductible  is  essential  for  keeping  costs  down  for  two 
reasons:  it  discourages  a  credit  card  mentality  (if  medical  care  is 
free,  overuse  is  inevitable)  and,  it  provides  greater  value.  At 
present,  some  employers  offer  low  deductibles  and  co-payments.  Why? 
Because  employee  groups  demand  that  their  health  care  benefits  be  paid 
from  pre-tax  dollars.    But,  since  the  insurance  company  pays  the  bill, 
neither  the  doctor  nor  the  patient  has  any  incentive  to  economize. 

In  Canada,  the  number  of  medical  services  per  elderly  patient  has 
more  than  tripled  since  the  institution  of  the  national  health  program. 
An  experiment  conducted  by  the  Rand  Corporation  involving  over  5800 
people  over  several  years  demonstrated  substantial  reductions  in 
hospital  use  when  patients  paid  for  some  of  their  care  as  opposed  to  the 
insurance  company  paying.    But,  under  our  present  insurance  system,  most 
insured  patients  have  no  financial  incentives  to  achieve  savings. 

A  high  deductible  makes  patients  more  responsible  about  health 
care  decisions.     It  also  provides  more  value  for  the  money.  Patients 
should  pay  for  minor  illnesses.    Insurance  should  be  for  the  serious 
problems.    10Z  of  the  population  with  serious  or  catastrophic  illnesses 
account  for  70Z  of  our  medical  expenses.    That's  where  insurance  money 
should  be  spent. 

Low  deductible  policies  are  expensive  and  employers  often  pay 
considerably  more  in  premiums  than  any  value  the  policies  hold  for  their 
employees.    If  an  employer  was  to  lower  the  deductible  from  $250  to 
$100,  each  dollar  of  additional  coverage  would  cost  $2.14  in  additional 
premiums.    The  annual  premium  saved  by  increasing  the  deductible  from 
$100  to  $1000  is  over  $1150  (male,  age  40,  in  a  city  with  high  health 
care  costs) . 

Considering  how  the  money  is  being  spent,  it  makes  a  lot  more 
sense  to  reserve  insurance  coverage  for  major  illnesses,  but  policies 
should  have  a  cap  limiting  employee  liability  for  physician  and  hospital 
expenses.    Catastrophic  coverage  should  be  triggered  when  out-of-pocket 
costs  exceed  a  certain  percentage  of  adjusted  gross  income. 

Employees  who  want  to  buy  additional  insurance  could  do  so  with 
after-tax  dollars.    But,  basic  coverage  would  not  be  limited  to  the 
employer-provided  policy.    It  could  be  chosen  from  any  other 
individually  tailored  plan.    In  either  case,  the  employer  would 
contribute  the  same  amount.    All  $1,000  deductible  policies,  whether 
individual  or  group,  would  have  the  same  tax  benefits  of  not  being 
taxable  as  income.    That  is  the  only  way  to  make  health  insurance  fair. 
There  must  be  a  level  playing  field,  whether  you  are  self-employed,  work 
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in  a  gas  station  or  for  a  large  corporation,  you  should  have  the  same 
tax  benefits. 

It  is  much  easier  to  obtain  health  insurance  as  a  member  of  a 
group  than  as  an  individual.    Group  insurance  is  usually  issued  without 
medical  examination  or  other  evidence  of  insurability  of  the  individual 
members  of  the  group.    But,  for  individual  policies  it's  another  ball 
game.    The  underwriter  evaluates  every  risk,  looking  at  state  of  health, 
medical  history,  occupation  and  habits.    Applicants  are  frequently 
rejected  or  the  policies  contain  riders  because  of  pre-existing 
illnesses.     Small  businesses,  particularly  those  with  older  employees  or 
employees  with  pre-existing  illnesses,  may  find  their  premium  rates 
pushed  up  to  unaffordable  levels.    About  202  of  applicants  for 
individual  health  insurance  receive  substandard  risk  classification, 
leading  to  either  a  pre-existing  illness  exclusion  or  an  above  average 
premium. 


Community  Rating 

A  second  important  feature  of  our  mandated  insurance,  then,  is 
setting  rates  for  basic  coverage  according  to  a  community  rating 
process.     In  this  way,  the  insurer  can  apply  a  single  rate  or  set  of 
rates  to  a  large  number  of  people,  greatly  simplifying  the  process  of 
determining  premiums.    There  would  be  no  adverse  selection  because  the 
healthy  wouldn't  be  able  to  opt  out  for  other  benefits. 

Physicians  Who  Care  believes  that  without  community  ratings  there 
will  be  no  future  health  insurance  industry.    By  default  the  United 
States  will  be  forced  into  a  Canadian  system.    Discontent  against 
current  insurance  practices  (i.e.,  rapidly  increasing  premiums, 
rejection  for  previous  illnesses  and  refusal  to  pay  legitimate  claims) 
is  already  at  fever  pitch. 

The  $1,000  deductible  and  community  ratings  are  essential  parts  of 
the  Physicians  Who  Care  plan.    Both  together  can  make  health  insurance 
affordable  for  small  businesses.    Lower  premiums  will  also  bring  back 
companies  into  the  insurance  market  place  which  currently  self-insure. 

Eliminate  State  Mandates 

We  also  have  to  eliminate  state  mandates  in  order  to  keep  costs 
down.    Over  700  laws  have  been  enacted  by  state  legislatures,  mandating 
benefits  for  everything  from  drug  and  alcohol  abuse  treatment, 
chiropractic  care,  in  vetro  fertilization,  to  acupuncture,  wigs  and 
pastoral  counseling.    These  mandates  raise  insurance  rates  by  as  much  as 
20Z.    According  to  one  study,  one  out  of  four  people  lack  health 
insurance  because  state  regulations  have  priced  it  out  of  the  reach  of 
the  employer. 

Medisave  Accounts 

We  realize  that  even  small  medical  bills  as  well  as  the  $1,000 
deductible  can  overwhelm  people  with  limited  means.    So,  as  an 
alternative  to  lower  deductibles  or  having  insurance  companies  pay  small 
bills,  we  believe  that  special  medical  savings  accounts  known  as 
medisave  accounts  should  be  established  with  pre-tax  dollars.  A 
medisave  contribution  up  to  $1000  a  year  would  be  a  form  of  self- 
insurance.    This  would  give  workers  direct  control  of  their  health  care 
dollars  and  strong  incentives  to  be  prudent  buyers  in  the  medical  market 
place.    As  medisave  accounts  increase,  they  would  eventually  become  an 
important  source  of  funds  for  purchasing  additional  health  insurance  or 
paying  for  uncovered  medical  expenses. 

Nov,  the  argument  could  be  made  that  low  income  workers  don't  care 
about  IRAs  and  wouldn't  be  able  to  afford  deductibles.    We  can  deal  with 
this  problem.    Employers  could  be  given  tax  credits  to  contribute  to 
their  employees'  IRAs,  or  we  could  have  refundable  tax  credits  for  the 
employees.    Low  income  workers  could  be  given  cash  payments  to  fund  the 
IRA. 

New  Funding  for  Medicare 
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The  graying  of  the  population  and  the  continued  growth  of 
technological  innovation  put  increased  pressure  on  Medicare.  But,  at 
the  same  time,  the  federal  budget  deficit  threatens  the  health  of  the 
entire  program.  Over  the  past  10  years,  the  Medicare  budget  has  been 
cut  by  more  than  $50  billion,  but  every  year  the  Administration  comes 
back  and  asks  for  more.  Entitlement  programs  are  always  fair  game 
during  budget  negotiations. 

If  Medicare  premiums  had  initially  been  based  on  recipients 
incomes,  the  program  would  probably  be  self-sustaining  today.    But  now 
when  there  is  a  deficit,  the  usual  bureaucratic  solution  is  either  to 
cut  the  program  or  to  raise  taxes.     We  believe  that  there  is  a  third 
solution. 

The  only  way  to  protect  the  integrity  of  Medicare  is  to    begin  to 
change  the  nature  of  its  funding.     Instead  of  funding  it  entirely 
through  taxes  received  each  year,  it  could  be  partially  funded  through 
medical  IRAs.    An  IRA  would  be  a  required  purchase  for  every  child  in 
the  first  year  of  life.    An  IRA  that  costs  $125  and  earns  10Z  annual 
interest  would  accumulate  to  $65,000  by  Medicare  age.     This  money 
combined  with  that  from  the  Medisave  account  could  then  be  used  to 
obtain  private  health  care  to  supplement  or  replace  government  funds. 
Depending  on  family  income,  this  one-time  $125  payment  could  be 
partially  or  completely  subsidized  by  the  government.     The  funds 
accumulated  in  this  reserve  would  not  be  used  until  the  individual 
reaches  65  years  of  age  unless  he  or  she  suffers  a  medical  disability 
before  that  time. 


Revamp  Medicaid 

Medicaid  is  another  perennial  headache.     It  was  set  up  26  years 
ago  to  provide  the  poor  with  health  care,  but  now  this  joint 
federal/state  health  insurance  program  is  experiencing  severe  financial 
difficulties.    Between  1980  and  1989,  the  number  of  Medicaid  recipients 
increased  by  only  92,  but  the  expenditures  rose  an  incredible  123Z. 

As  a  sign  of  how  serious  the  funding  problem  is,  state  governments 
and  hospitals  are  now  adversaries.    The  states  cut  the  payments  and  the 
hospitals  fight  back  in  the  courts.    But  law  suits  only  deal  with  the 
symptom,  not  the  source  of  the  problem.    Medicaid  is  in  crisis  for  one 
basic  reason.    It  dedicates  almost  half  of  its  payments  to  long-term 
care.     In  1986,  45Z  of  total  Medicaid  spending  provided  only  7Z  of  its 
eligible  population  with  services  in  nursing  facilities  or  institutes 
for  the  mentally  retarded  or  mentally  ill. 

As  the  population  ages,  the  problem  will  only  grow  worse.  There 
is  only  one  solution  and  that  is  to  take  long-term  care  out  of  Medicaid 
and  change  Medicaid  eligibility  requirements  then  long-term  care  could 
then  be  addressed  as  a  problem  that  affects  the  entire  population,  not 
just  the  poor.    The  solutions  will  probably  be  a  combination  of  private 
and  public  programs  including  tax  relief  to  help  families  who  pay  for 
care  of  their  elderly  relatives,  tax  exemptions  for  long  term  care 
insurance,  and  a  federal-state  long-term  care  assistance  program.  Then 
Medicaid  would  be  free  to  focus  on  the  health  care  problems  of  the  poor. 

Medicaid  should  cover  everyone  below  the  poverty  line.  Persons 
just  above  the  poverty  line  should  be  given  the  opportunity  to  buy  an 
income-related  package  of  primary  preventive  care  as  in  the  Hawaii 
S.H.I. P.  program. 

Scientific  Guidelines  for  Medical  Care 

Most  of  our  suggestions  for  controlling  medical  costs  involve 
business,  government  and  insurance  companies.    But,  there  is  one  area  in 
which  we  physicians  can  and  must  take  the  lead,  and  that  is  in 
scientific  guidelines  for  medical  care.     Rather  than  wait  for  the 
insurance  companies  to  tell  us  how  to  practice  medicine  and  set  health 
benefits  arbitrarily,  primarily  on  the  basis  of  costs,  physicians  must 
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set  up  these  guidelines  themselves  because  only  physicians,  not 
insurance  companies,  can  change  the  way  we  practice  medicine. 

And  whether  ve  use  local  or  national  guidelines,  ve  must  have 
local  validation.     Only  with  this  local  validation  will  the  greatest 
number  of  physicians  participate. 

Guidelines  will  give  us  strategies  which  will  be  based  on  accepted 
principles  of  good  medical  care.     They  should  outline  a  whole  range  of 
appropriate  tests  and  procedures  for  given  clinical  conditions.  It 
still  will  remain  the  responsibility  of  the  physician  to  choose  what  is 
best  for  the  individual  patient. 

Ye  must  develop  more  effective  mechanisms  to  assess  cost 
effectiveness  and  cost  benefits  of  new  and  existing  technology.  We 
should  consider  possible  conflicts  of  interest  when  researchers  evaluate 
technology  in  which  they  have  financial  interests.    Physicians  must 
fight  all  unethical  practices  (i.e.,  self-referral).     If  we  defend  these 
practices,  how  can  we  expect  responsible  people  to  respond  to  our 
proposals? 

RBRVS  (Resource  Based  Relative  Value  Scale) 

Before  concluding,  let  me  raise  one  other  issue  that  comes  before 
the  purviev  of  this  Committee  in  the  health  care  area.     That  is  the 
issue  of  RBRVS.    The  new  HCFA  rules  on  RBRVS  will  have  the  effect  of 
restricting  care  for  Medicare  patients  and  reducing  quality.  Let  me 
explain.     This  new  method  of  paying  doctors  will  change  the  way 
physicians  get  reimbursed  for  Medicare  services. 

Several  studies  have  already  been  done.    One  comparison  shows  that 
family  doctors  will  receive  less  for  taking  care  of  a  patient  than  an 
auto  mechanic  or  an  air  conditioner  repairman  will  receive  for  fixing 
your  car  or  air  conditioner.     Is  this  the  value  that  you  as  Members  of 
Congress  want  to  place  on  the  medical  care  of  Medicare  patients? 

The  American  Academy  of  Home  Care  Physicians  has  completed  a 
comparison  of  Medicare  reimbursements  for  home  visits.     The  figures  show 
that  a  home  health  aide  is  reimbursed  more  that  a  physician  for  a  home 
visit.    All  specialists  are  seeing  huge  cuts.    CPT  coding  changes  have 
eliminated  any  possible  gains  for  cognitive  services. 

As  physicians  across  the  country  see  their  overhead  become  higher 
than  their  Medicare  incomes,  many  will  refuse  to  see  new  Medicare 
patients.     In  fact,  this  is  already  happening.    Many  doctors  with  large 
numbers  of  Medicare  patients  will  be  pushed  out  of  practice  entirely. 
Others  will  be  forced  into  HMOs.    This  will  lead  to  the  destruction  of 
the  private  practice  of  medicine,  the  quality  core  of  our  medical 
system. 

It  looks  like  a  dermatologist  practicing  in  Vest  Los  Angeles  may 
take  about  a  40Z  pay  cut  in  the  next  5  years  because  of  RBRVS.  Every 
year  my  practice  expenses  increase.    Vhat    am  I  supposed  to  do?    If  I  do 
more  procedures,  HCFA  will  say,   'I  told  you  so.*    If  I  see  less  Medicare 
patients,  I  will  be  accused  of  greed.    If  I  shift  costs  from  my  Medicare 
patients,  then  the  rest  of  society  pays  the  bill.    Vhen  insurance 
companies  all  switch  to  RBRVS,  many  more  physicians  will  be  driven  out 
of  practice.    Vas  this  the  intent  of  Congress? 

RBRVS  creates  an  Eastern  Europe  style  pay  schedule  which  rewards 
volume  rather  than  quality  --  and  compromises  the  integrity  of  the 
physician.     Physicians  Who  Care  will  certainly  bring  this  to  the 
attention  of  our  colleagues  and  our  patients. 


CONCLUSION 

Physicians  Who  Care  believes  that  by  combining  the  proposals  that 
I  have  outlined  above  that  include  an  equitable  mandated  employer-funded 
insurance  plan  for  catastrophic  illness,  a  high  deductible,  individual 
'Medi-save*  accounts  (similar  to  what  was  recently  proposed  by  a  number 
of  House  Republicans),  community  rating  of  insurance  and  by  privatizing 
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Medicare,  the  U.S.  health  care  system  can  become  better.    More  Americans 
will  be  covered.    Costs  can  be  curtailed.    And  Americans  will  continue 
to  have  choices  in  their  medical  care. 

The  vast  majority  of  physicians  are  honest.    We're  not 
entrepreneurs.    We  don't  refer  to  ourselves  for  profit.    We  don't 
unbundle  our  bills,  cheat  insurance  companies,  run  Medicaid  mills  or 
write  phony  insurance  reports.    We  practice  medicine.    The  Physicians 
Who  Care  plan  was  designed  to  let  us  do  our  job  the  way  we  were  trained. 
That's  all  we  want. 

To  show  our  sincerity  in  wanting  to  curb  health  care  costs,  and  as 
a  service  to  society,  we  recommend  that  physicians  devote  one  day  a 
month  to  caring  for  persons  who  are  unable  to  afford  medical  services. 
We  have  urged  members  of  Physicians  Who  Care  to  donate  their  services  to 
their  communities,  making  no  charges  and  accepting  no  payments.     We  let 
the  community  know  that  this  is  part  of  the  Physicians  Who  Care 
volunteer  program.     We  encourage  all  physicians  to  follow  our  lead. 

We  at  Physicians  Who  Care  have  over  12,000  of  our  patients  in 
Patients  Who  Care.      We  keep  them  well  informed  about  their  medical 
rights  and  our  proposals.      We  have  had  tremendous  positive  feedback 
from  our  patients  about  the  Physicians  Who  Care  plan.     Together,  along 
with  our  patients,  we  are  working  to  promote  the  fairest  system  for  all. 

Mr.  Chairman,  thank  you  for  the  including  Physicians  Who  Care  in 
these  important  hearings.     I  would  be  glad  to  answer  any  questions  that 
you  may  have. 
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Mr.  Rangel.  Thank  you,  Doctor. 
Dr.  Moffat. 

STATEMENT  OF  MARILYN  MOFFAT,  PT,  PH.D.,  PRESIDENT, 
AMERICAN  PHYSICAL  THERAPY  ASSOCIATION 

Ms.  Moffat.  Thank  you,  Mr.  Chairman. 

I  am  Marilyn  Moffat,  president  of  the  American  Physical  Ther- 
apy Association,  currently  a  professor  of  physical  therapy  at  New 
York  University  and  a  private  practitioner. 

I  appreciate  the  opportunity  to  comment  on  the  President's  pro- 
posal for  health  care  reform.  It  is  the  APTA's  firm  belief  that 
every  American  should  have  equal  access  and  equal  availability  to 
comprehensive,  high-quality  health  care  services,  including  physi- 
cal therapy. 

We  believe  that  any  comprehensive  health  care  reform  should 
provide  coverage  beyond  the  services  provided  under  the  current 
Medicare  system,  particularly  in  the  areas  of  rehabilitation  serv- 
ices, long-term  care,  catastrophic,  and  chronic  care. 

While  the  President's  proposal  is  limited  in  its  approach,  the 
APTA  believes  it  is  a  positive  step,  even  though  just  a  step  toward 
a  comprehensive  care  package. 

I  appreciate  this  opportunity  to  express  the  support  of  the  APTA 
for  a  number  of  points  raised  in  this  proposal.  We  are  particularly 
pleased  with  the  President's  recognition  that  the  time  has  come  to 
address  physician  self-referrals.  The  APTA  has  long  opposed  physi- 
cian referral  for  health  care  services  to  a  facility  where  the  refer- 
ring physician  has  a  financial  interest. 

As  mentioned  in  the  President's  proposal,  evidence  by  the  Flori- 
da Health  Care  Cost  Containment  Board  concluded  that  physicians 
utilized  services  at  a  far  higher  rate  when  they  have  an  investment 
or  financial  interest  in  the  health  care  facility.  The  Florida  study 
also  found  that  physician  self-referrals  result  in  a  significant  in- 
crease in  public  and  private  sector  health  care  costs.  Legislative 
remedies  for  this  abuse  are  long  overdue  and  heartily  welcome. 

The  President's  proposal  emphasizes  the  many  strengths  of  our 
current  system  and  proposes  to  expand  the  system.  Among  the  suc- 
cesses listed  is  freedom  of  choice.  Specifically,  under  our  current 
system,  individuals  have  the  freedom  to  choose  their  own  physician 
and  hospital.  Although  this  is  true,  individuals  are  restricted  in 
their  access  to  many  other  licensed  health  care  providers,  including 
physical  therapists. 

Although  physical  therapists  are  licensed  in  every  State  and  are 
required  to  complete  formal  education  and  clinical  training,  24 
States,  the  District  of  Columbia,  and  Puerto  Rico  require  a  physi- 
cian referral  as  a  prerequisite  to  the  delivery  of  physical  therapy 
services. 

Medicare  also  insists  on  physician  referral  even  in  those  26 
States  where  the  legislatures  have  specifically  decided  to  eliminate 
this  requirement. 

While  the  President  recognizes  the  importance  of  freedom  of 
choice  by  individuals,  he  fails  to  recognize  the  barriers  to  access 
that  are  a  part  of  our  current  system.  Mandatory  referral  limits 
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the  right  of  the  public  to  make  their  own  health  decisions  and  to 
receive  care  from  the  practitioners  of  their  choice. 

Greater  access  within  the  current  system  will  promote  earlier, 
more  effective,  and  less  costly  medical  care.  Expansion  of  the  cur- 
rent system  without  eliminating  its  built-in  barriers  to  access 
would  be  counterproductive. 

We  also  recognize  that  there  is  no  control  over  HCFA  or  the 
health  regulatory  agencies  in  many  aspects.  Too  often,  physical 
therapy  has  been  on  the  receiving  end  of  HCFA's  interpretation  of 
Federal  legislation,  which  has  been  totally  contrary  to  the  intent 
and  letter  of  the  legislation. 

We  welcome  the  inclusion  of  centers  of  excellence  in  health  care 
which  would  be  able  to  assess  outcomes.  We  would  assume  that  in 
order  to  assess  such  outcomes,  you  would  have  to  know  who  deliv- 
ers the  service,  and  that  is  all  practitioners,  not  just  medical  practi- 
tioners. To  this  end,  coding  systems  must  be  allowed  to  meet  the 
needs  of  all  practitioners  and  not  just  medicine. 

We  agree  that  administrative  simplicity  is  not  just  desirable  but 
it  is  imperative.  Bureaucratic  hierarchies  must  be  streamlined  and 
paperwork  at  all  levels,  from  payer  to  provider,  must  be  decreased. 
It  is  unconscionable  in  this  day  and  age  how  many  trees  we  have 
destroyed  with  duplicative,  unnecessary  paperwork. 

Physical  therapists  also  play  an  important  role  in  prevention,  a 
component  the  President  promotes  in  his  health  care  reform.  Spe- 
cifically, he  advocates  expanding  access  to  primary  health  care  in 
order  to  provide  comprehensive  health  education,  health  promo- 
tion, and  disease  prevention  activities.  For  these  measures  to  play 
the  important  role  that  they  must  in  future  health  of  all  Ameri- 
cans, physical  therapists  must  be  included  in  any  health  preven- 
tion plan. 

Individually  and  collectively,  all  of  us  have  an  obligation  to  pre- 
serve our  own  health,  and  an  investment  in  physical  therapy  serv- 
ices in  any  health  care  reform  package  will  result  in  healthier  be- 
haviors and  healthier  individuals,  a  critical  component  to  economic 
cost  savings. 

We  must  also  begin  to  reform  and  revamp  our  feelings  about 
health,  and  that  is  it  should  not  be  health  care  but  maintenance 
and  promotion  of  health  wellness. 

Mr.  Chairman,  the  APTA  recognizes  that  a  variety  of  health  care 
reform  proposals  have  been  put  forward  by  members  of  this  com- 
mittee, others,  and  the  President.  Clearly,  the  statistics  on  the 
number  of  uninsured  and  underinsured  demand  attention.  Al- 
though the  current  American  system  may  deliver  the  world's  best 
quality  care  and  the  world's  most  sophisticated  health  technology, 
it  is  inaccessible  and  unaffordable  to  millions. 

The  United  States  clearly  needs  a  comprehensive  reform  policy. 
True  health  care  reform  requires  fundamental  revisions.  Abuse 
within  our  system  benefits  no  one  and  places  unnecessary  stress  on 
our  economy.  Physicians  and  other  primary  care  providers  are  in- 
creasingly playing  a  self-serving  role  where  financial  interests  or 
investment  in  health  care  is  the  bottom  line.  Such  situations  lead 
to  misutilizations,  reduced  quality,  and  increased  unnecessary 
costs. 
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The  APTA  believes  that  a  truly  comprehensive  approach  to 
reform  will  provide  a  continuum  of  health  care  and  support  serv- 
ices throughout  an  individual's  life.  Long-term,  chronic,  and  acute 
care,  preventive  care,  and  freedom  to  choose  a  health  care  provider 
must  be  an  integral  part  of  the  health  care  reform. 

While  Congress  and  the  administration  seek  a  legislative  solu- 
tion, the  American  Physical  Therapy  Association  will  be  happy  to 
work  with  the  committee  to  enact  any  reforms  in  the  health  care 
system  that  will  allow  Americans  access  to  quality,  cost-effective 
health  care,  including  rehabilitation  services. 

Thank  you. 

[The  prepared  statement  follows:] 
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1111  North  Fairfax  Street.  Alexandria.  Virginia  22314-1488  i'703)  684-2782  •  FAX  (7031  684-7343 


American  Physical  Therapy  Association 


TESTIMONY  OF  THE  AMERICAN  PHYSICAL  THERAPY  ASSOCIATION 
BEFORE 

THE  HOUSE  WAYS  AND  MEANS  COMMITTEE  HEARING 
ON  THE 

PRESIDENT'S  FISCAL  YEAR  1993  HEALTH  AND  HUMAN  SERVICES  BUDGET 

AND 

THE  PRESIDENT'S  PROPOSALS  ON  HEALTH  CARE  REFORM 


Thank  you  Mr.  Chairman.  I  am  Marilyn  Moffat,  President  of  the  American  Physical  Therapy 
Association  (APTA),  currently  a  professor  of  Physical  Therapy  at  New  York  University  and  a  private 
physical  therapy  practitioner.  I  appreciate  the  opportunity  to  comment  on  the  President's  proposal  for 
health  care  reform. 

The  American  Physical  Therapy  Association  (APTA)  is  a  professional  membership  organization 
representing  over  52,000  physical  therapists,  physical  therapist  assistants  and  students  of  physical 
therapy  across  the  United  States.  APTA  has  long  been  committed  to  improving  and  ensuring  access  to 
appropriate  and  necessary  health  care.  We  commend  the  Committee  for  its  leadership  and  scheduling 
these  important  hearings  on  health  care  reform. 

It  is  APTA's  firm  belief  that  every  American  should  have  equal  access  and  equal  availability  to 
comprehensive,  high  quality  health  care  services,  including  physical  therapy.  Practicing  in  one  of  the 
fastest  growing  professions,  physical  therapists  have  sought  to  improve  the  health  and  quality  of  life  of 
people  of  all  ages  for  over  70  years. 

APTA  believes  that  any  comprehensive  health  care  reform  should  provide  coverage  beyond  the 
services  provided  for  under  the  current  Medicare  system,  particularly  in  the  areas  of  rehabilitation 
services,  long  term  care,  catastrophic  and  chronic  care.  Specifically,  APTA  believes  the  following 
components  should  be  included  in  any  health  care  reform  package: 

•  a  nationwide  and  uniform  program  for  long-term  care  and  catastrophic  health  insurance  for  all 
those  currently  eligible  under  the  Medicare  program; 

•  coverage  for  self-help  and  adaptive  devices  and  all  durable  medical  equipment  not  currently 


•  a  nationwide  and  uniform  system  of  benefits  for  those  who  cannot  provide  for  their  own  health 
insurance  with  particular  emphasis  on  the  needs  of  the  children  of  the  uninsured; 

extension  of  rehabilitation  benefits  on  a  periodic  basis,  to  cover  those  individuals  who  have 
had  previous  restorative  care  but  are  now  at  a  maintenance  level  in  order  to  assure  that  they  do 
not  lose  the  capability  that  they  have  developed; 

•  expansion  of  the  availability  and  accessibility  of  health  screening,  preventive  and  early  care 
services  by  providing  recognition  and  reimbursement  to  a  variety  of  health  care  personnel;  and 

•  increased  educational  funding  to  ensure  a  sufficient  number  and  variety  of  health  care 
personnel  in  order  to  meet  continuing  health  care  needs. 

While  the  President's  proposal  does  not  meet  all  of  the  aforementioned  criteria,  the  APTA  believes  it 
is  a  positive  step  toward  a  comprehensive  care  package.  I  appreciate  this  opportunity  to  express  the 
support  of  the  APTA  for  a  number  of  points  raised  in  his  proposal. 

We  applaud  the  President's  recognition  that  there  is  no  control  over  HCFA  or  the  health  regulatory 
agencies.  Too  often  physical  therapy  has  been  on  the  receiving  end  of  HCFA's  interpretations  of 
federal  legislation  which  have  been  totally  contrary  to  the  intent  and  the  letter  of  the  legislation.  The 
federal  commission  to  oversee  health  care  is  an  essential  component  of  rebuilding  the  system.  We 
urge,  however,  that  recognition  also  be  given  to  the  need  for  health  care  review  boards  to  truly  and 
broadly  represent  all  health  professions  who  are  providers  within  the  system.  The  Federal  government 
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must  begin  to  recognize  the  fact  that  Medicine  does  not  equal  health  care,  that  health  care,  when  it 
must  be  rendered,  may  competently  be  rendered  by  many  whose  training  is  different  than  a  physician's 
but  certainly  whose  training  provides  then  with  the  competence  to  provide  skillful  care  within  the 
scope  of  that  training. 

We  welcome  the  inclusion  of  centers  of  excellence  in  health  care  which  would  be  able  to  assess 
outcomes.  We  would  assume  that  in  order  for  such  outcomes  to  be  measured  that  you  would  have  to 
know  who  delivers  the  care  for  all  practitioners  and  not  just  medicine.  To  this  end,  coding  systems 
must  be  allowed  to  meet  the  needs  of  all  practitioners  and  not  just  medicine.  With  the  current  system, 
non-medical  providers  are  forced  to  play  games  to  see  which  numbers  seem  closest  to  what  is  being 
done  or  which  numbers  might  remotely  be  a  part  of  the  care  -  and  if  none  exists,  to  find  any  one  to 
put  on  the  form.  Otherwise,  the  form  is  kicked  back  for  insufficient  information. 

We  agree  that  administrative  simplicity  is  not  just  desirable,  but  it  is  imperative.  Bureaucratic 
hierarchies  must  be  streamlined  and  paper  work  at  all  levels  -  from  payor  to  provider  -  must  be 
decreased.  It  is  unconscionable  how  many  trees  we  have  destroyed  with  duplicative,  unnecessary 
paper  work.  A  single  form  for  reimbursement  must  be  instituted,  and  I  should  hope  it  would  be 
standardized  throughout  die  country  with  all  carriers  using  exactly  the  same  format  with  no  additional 
requirements  tacked  on  (e.g.  requiring  photocopies  of  progress  notes,  etc.) 

And  we  are  wholeheartedly  behind  the  President  in  his  recognition  of  the  need  for  preventative 
services.  We  must  define  what  "well  adult  services  and  well  elderly  services"  are  so  that  realistic 
services  may  be  provided  which  indeed  do  keep  these  increasingly  large  segments  of  our  population 
from  becoming  health  care  consumers. 

I  would  now  like  to  focus  on  several  specific  recommendations  in  the  President's  proposal 
PHYSICIAN  SELF  REFERRAL 

We  are  particularly  pleased  with  the  President's  recognition  that  the  time  has  come  to  address 
physician  self  referrals.  The  APTA  has  long  opposed  physician  referral  for  health  care  services  to  a 
facility  where  die  referring  physician  has  a  financial  interest,  a  situation  we  characterize  as  referral  for 
profit  As  mentioned  in  the  President's  proposal,  evidence  by  the  Florida  Cost  Containment  Board 
concluded  that  physicians  utilize  services  at  a  far  higher  rate  when  they  have  an  investment  or 
financial  interest  in  a  health  care  facility.  The  Florida  study  found  that  physician  self-referrals  result 
in  a  significant  increase  in  public  and  private  sector  health  care  costs. 

This  adverse  impact  and  unethical  conflict  of  interest  has  been  shown  to  affect  physical  therapy 
services.  The  Florida  study  specifically  reported  that  physician-owned  physical  therapy  centers 
provided  43%  more  visits  per  patient  than  other  physical  therapy  centers,  generating  approximately 
31%  more  revenue  per  patient  The  Florida  study  also  examined  physical  therapy  services  which  are 
delivered  in  comprehensive  rehabilitation  facilities  and  found  that  in  this  setting,  35%  more  physical 
therapy  visits  were  provided  per  patient  when  the  facility  was  physician  owned.  These  35%  more 
visits  generated  approximately  10%  more  revenue  per  patient 

The  partem  which  emerges  when  the  number  of  visits  are  expressed  relative  to  the  sum  of  full  time 
equivalent  licensed  physical  therapists  and  physical  therapist  assistants  is  that  facilities  with  physician 
ownership  rendered  about  40%  more  visits  per  full  time  equivalent  licensed  physical  therapy 
practitioner  than  did  other  facilities.  In  addition,  the  study  found  a  tendency  in  the  physician-owned 
physical  therapy  centers  to  provide  care  by  substituting  nonlicensed  medical  workers  for  licensed 
practitioners.  According  to  the  study,  "These  findings  indicate  that  joint  venture  (i.e.,  ventures  with 
physician  ownership)  physical  therapy  centers  provide  a  lower  quality  of  care  because  both  licensed 
therapy  workers  and  nonlicensed  workers  spend  less  time  with  each  patient" 

As  long  as  physician  referral  is  required  and  as  long  as  physicians  are  permitted  to  invest  in  services 
to  which  they  refer,  there  can  be  no  semblance  of  competition.  Those  physical  therapists  who  choose 
not  to  have  some  financial  arrangement  with  a  referring  physician  will  experience  steadily  diminishing 
referrals  as  more  and  more  physicians  decide  to  grab  a  piece  of  the  pie  and  monopolize  the  supply  for 
which  they  are  certifying  the  demand. 

IMPROVE  ACCESS  TO  PHYSICAL  THERAPY  SERVICES/FREEDOM  OF  CHOICE 

The  President's  proposal  emphasizes  the  many  strengths  of  our  current  system  and  stresses 
concentrating  on  expanding  our  current  system.  Among  the  successes  listed  is  freedom  of  choice. 
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Specifically,  under  our  current  system,  individuals  have  the  freedom  to  choose  their  own  physician  and 
hospital  Although  this  is  true,  individuals  are  restricted  from  being  treated  by  all  licensed  health  care 
providers,  including  physical  therapists.  Although  physical  therapists  are  licensed  in  every  State  and 
are  required  to  complete  formal  education  and  clinical  training,  24  States,  the  District  of  Columbia, 
and  Puerto  Rico,  require  a  physician  referral  as  a  prerequisite  to  the  delivery  of  physical  therapy 
services. 

Freedom  of  choice  is  further  restricted  by  Medicare  laws  which  mandate  physician  referral  across  the 
board,  even  in  those  26  States  where  the  legislatures  have  enacted  laws  to  allow  patients  to  be  treated 
directly  by  a  physical  therapist.  In  addition  to  referral.  Medicare  further  requires  thirty  day  physician 
recertirlcation  of  the  Medicare  beneficiary's  continuing  need  for  physical  therapy  and  thirty  day 
physician  visits  to  demonstrate  that  the  beneficiary  is  under  the  care  of  a  physician. 

In  many  cases,  there  is  no  clinical  reason  for  the  patient  to  be  under  the  care  of  a  physician.  In  these 
cases  it  is  the  care  of  a  physical  therapist  that  is  needed,  not  the  services  of  a  physician.  Yet  Medicare 
will  not  cover  the  services  of  a  physical  therapist  unless  the  patient  is  under  the  care  of  a  physician. 

Elimination  of  policies  such  as  this  would  greatly  improve  access  to  needed  health  care  services.  In 
fact  die  only  beneficiaries  of  this  roadblock  are  those  physicians  who  are  paid  to  recertify  the 
continuing  need  for  services  and  who  are  also  paid  to  keep  Medicare  beneficiaries  under  their  care 
when  it  is  not  even  their  care  that  is  required. 

APT  A  asserts  that  while  the  President  recognizes  the  importance  of  freedom  of  choice  by  individuals, 
mandates  regarding  patient  access  are  still  imposed  under  the  Administration's  proposal  Mandatory 
referral  limits  the  right  of  the  public  to  make  their  own  health  decisions  and  to  receive  care  from  the 
practitioners  of  their  choice.  Greater  access  within  the  current  system  will  promote  earlier,  more 
effective  and  less  costly  medical  care. 

PREVENTION 

Physical  therapists  also  play  an  important  role  in  prevention,  a  component  the  President  promotes  in 
his  health  care  reform  proposal.  Specifically,  the  President  advocates  expanding  access  to  primary 
health  care  in  order  to  provide  comprehensive  health  education,  health  promotion,  and  disease 
prevention  activities.  For  these  measures  to  the  play  an  important  role  that  they  must  in  the  future 
health  of  all  Americans,  physical  therapists  must  be  included  in  any  health  prevention  plan. 

Physical  therapists  are  uniquely  qualified  to  develop  personalized  conditioning  programs  that  help 
prevent  injury  and  promote  fitness.  In  determining  an  individual's  functional  and  fitness  level, 
therapists  evaluate  aerobic  capacity,  body  structure,  body  composition,  body  balance,  muscular 
flexibility  and  muscular  strength.  Physical  therapists  are  qualified  to  teach  prenatal  and  post  natal 
exercise  classes,  perform  posture  screenings  in  local  schools,  teach  back-care  classes  to  prevent  back 
pain  and  injury,  and  identify  potentially  dangerous  work  sites. 

Individually  and  collectively  all  of  us  have  an  obligation  to  preserve  our  own  health,  however  an 
investment  in  physical  therapy  services  in  any  health  care  reform  package  will  result  in  healthier 
behaviors  and  individuals;  a  critical  component  to  economic  cost  savings. 

CONCLUSION 

Mr.  Chairman,  the  APTA  recognizes  that  a  variety  of  health  care  reform  proposals  have  been  put 
forward  by  members  of  this  Committee,  others,  and  the  President  Clearly,  the  statistics  on  the 
number  of  uninsured  and  underinsured  demand  attention.  Although  the  current  American  system  may 
deliver  the  world's  best  quality  care  and  the  worid's  most  sophisticated  health  technology  it  is, 
inaccessible  and  unaffordable  to  millions.  The  United  States  needs  comprehensive  reform.  A  truly 
comprehensive  approach  should  offer  a  wide  range  of  services,  in  a  variety  of  settings. 

We  must  begin  to  reform  with  a  revamping  of  the  public's  entire  perception  and  outlook  towards 
health  -  and  that  should  not  be  one  of  care,  but  one  of  health  promotion  and  maintenance  of  health. 
The  undeniable  statistics  of  the  rapidly  approaching  21st  century  indicate  that  the  numbers  of 
individuals  between  the  ages  of  65  and  75  and  between  75  and  85  which  have  consistently  risen 
within  the  1980s  and  early  1990s  will  continue  to  increase.  The  impact  of  these  persons  over  65  years 
of  age  who  are  prone  to  debilitating,  disabling  disorders  is  awesome  to  all  of  us  involved  in  physical 
therapy  and  certainly  to  every  other  member  of  the  health  community.  It  is  estimated  that  4  out  of 
every  10  Americans  will  have  two  or  more  chronic  conditions  by  the  year  2000. 
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To  meet  the  challenges  for  major  reform  of  the  health  care  system,  the  APTA  offers  several 
observations.  First  and  foremost,  physical  therapy  and  other  health  professional  practitioners  must 
always  be  guided  by  the  dual  philosophies  of  primary  prevention  of  long  term  health  problems  and, 
when  that  is  not  possible,  then  secondary  prevention  whenever  possible  to  preclude  the  problem  from 
becoming  more  severe  or  to  preclude  its  reoccurrence  entirely.  Thus,  prevention  programs  in  health 
reform  must  go  well  beyond  well-baby  programs  and  routine  physical  check-ups.  Adult  and  senior 
citizen  health  promotion  programs  must  be  inextricably  woven  into  the  fabric  of  the  health  system's 
design.  Incentives  must  be  built  into  the  system  for  the  population  to  keep  itself  healthy.  With  rare 
exceptions  HMOs  as  they  have  been  established  have  not  and  will  not  meet  the  needs  of  keeping  a 
population  healthy.  All  most  of  these  organizational  structures  did  was  deny  the  patient  needed 
services  in  order  to  increase  the  profit  of  the  HMO.  Perhaps  an  incentive  system  within  the  insurance 
program  may  be  tried  -  much  like  your  auto  rates  staying  down  or  even  being  reduced  if  you  take  all 
the  precautions  not  to  become  an  insurance  statistic  (no  accidents/safe  driving;  air  bags;  other 
restraining  devices,  etc).  A  rider  for  long  term  care  could  also  possibly  be  tacked  onto  whatever  one's 
current  health  insurance  policy  is  •  somewhat  similar  to  a  life  insurance  rider  upon  your  existing  health 
insurance  policy. 

True  health  care  reform  requires  fundamental  revisions.  Abuse  within  our  system  benefits  no  one  and 
places  unnecessary  stress  on  our  economy.  Physicians  and  other  primary  care  providers  are 
increasingly  playing  a  self-serving  role  where  financial  interest  or  investment  in  health  care  is  the 
bottom  line.  Such  situations  lead  to  misutilization,  reduced  quality  and  increased,  unnecessary  costs. 

The  APTA  believes  that  a  truly  comprehensive  approach  to  reform  will  provide  a  continuum  of  health 
care  and  support  services  throughout  an  individual's  life.  Long-term  care,  chronic  and  acute  care, 
preventive  care  and  freedom  to  choose  a  health  care  provider  must  be  an  integral  part  of  health  care 
reform. 

While  Congress  and  the  Administration  seek  a  legislative  solution,  the  APTA  will  be  happy  to  work 
with  the  Committee  to  enact  necessary  reforms  in  the  health  care  system  that  will  allow  Americans 
access  to  quality,  cost-effective  health  care,  including  rehabilitation  services. 
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Mr.  Rangel.  Thank  you,  Doctor. 
Ms.  Rosenthal. 

STATEMENT  OF  DONNA  ROSENTHAL,  EXECUTIVE  DIRECTOR, 
NATIONAL  DOWN  SYNDROME  SOCIETY 

Ms.  Rosenthal.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee. 

My  name  is  Donna  Rosenthal.  I  am  executive  director  of  the  Na- 
tional Down  Syndrome  Society. 

Our  organization  was  launched  in  1979  to  represent  the  250,000 
Americans  with  Down  syndrome.  Our  mission  is  to  create  and 
carry  out  programs  that  enable  people  with  Down  syndrome  to  live 
fuller,  healthier,  and  happier  lives  today  and  to  promote  the  scien- 
tific research  that  will  find  answers  to  Down  syndrome  tomorrow. 

While  the  price  of  health  insurance  is  one  of  the  most  frequently 
discussed  aspects  of  the  health  reform  issue  and  is  of  major  concern 
to  families  of  children  with  Down  syndrome,  it  is  the  availability  of 
insurance  that  poses  the  biggest  problem  today  for  these  families. 

I  am  here  neither  to  endorse  nor  to  oppose  the  President's  health 
care  proposal,  but  to  bring  to  your  attention  several  issues  included 
in  that  proposal  that  are  of  enormous  concern  to  the  quarter-of-a- 
million  Americans  with  Down  syndrome. 

Most  insurance  companies  work  hard  to  avoid  insuring  people 
with  Down  syndrome.  This  occurs  ironically  at  the  time  when  the 
health  of  a  typical  person  with  Down  syndrome  is  better  than  ever, 
when  medical  improvements  have  raised  their  life  expectancy  to  55 
years  or  more,  and  when  people  with  Down  syndrome  are  more  or 
less  as  healthy  as  everyone  else. 

One  of  the  services  our  organization  offers  is  a  toll-free  hotline. 
The  stories  we  hear  are  sad  and  depressing,  aggravating,  and  infu- 
riating. They  are  stories  you  need  to  hear  as  you  consider  how  to 
reform  our  Nation's  health  care  system. 

Generally  these  stories  center  around  two  issues.  First,  they  tell 
of  the  problems  posed  by  companies  that  refuse  to  insure  people 
with  Down  syndrome  because  they  have  what  are  known  as  preex- 
isting conditions.  Second,  they  chronicle  the  enormous  hardships 
imposed  on  the  families  of  people  with  Down  syndrome  because 
their  medical  insurance  lacks  portability.  That  is,  it  cannot  be 
taken  with  them  from  job  to  job,  leaving  them  at  risk  of  losing 
their  insurance  altogether  because  of  the  preexisting  condition. 

One  call  to  our  hotline  came  from  a  young  man  engaged  to  a 
woman  whose  child  has  Down  syndrome.  His  insurer  said  that  it 
would  not  cover  his  fiance's  daughter.  Meanwhile,  if  they  married, 
the  child  would  lose  her  eligibility  for  Medicaid.  The  wedding  was 
postponed  indefinitely. 

In  another  case,  an  insurer  did  not  realize  that  a  child  had  Down 
syndrome  until  the  family  filed  a  claim.  The  insurer  promptly  re- 
funded all  the  premiums  the  husband's  employer  had  paid  for  the 
family  and  dropped  the  entire  family  from  the  plan. 

Another  problem  is  what  is  commonly  called  job  lock.  We  re- 
ceived a  call  from  a  woman  whose  husband  was  preparing  to  leave 
his  company.  When  she  checked  with  a  number  of  companies  to 
which  her  husband  hoped  to  apply  for  work,  however,  she  found 
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that  none  would  insure  their  child  with  Down  syndrome.  Her  hus- 
band was  forced  to  stay  in  his  job,  effectively  locked  into  it,  because 
of  the  need  to  keep  his  health  insurance. 

We  have  also  seen,  incredibly,  a  situation  in  which  a  single  child 
with  Down  syndrome  affected  the  insurance  of  an  entire  company. 
In  this  case,  the  owner  of  a  small  business  wished  to  provide  better 
health  care  benefits  for  his  employees.  He  looked  for  a  new  carrier 
but  could  not  find  one.  Why?  Because  his  own  daughter  had  Down 
syndrome.  Every  company  he  spoke  to  adamantly  refused  to  insure 
any  group  that  included  his  daughter. 

People  who  lose  their  jobs  face  similar  problems.  While  compa- 
nies that  lay  people  off  are  required  to  allow  them  to  purchase 
health  care  insurance  for  up  to  18  months,  many  cannot  find  a  new 
carrier  to  insure  their  child  with  Down  syndrome  at  the  end  of 
that  period. 

We  heard  from  a  grandmother  whose  son  was  laid  off  and  had  no 
health  insurance  but  had  a  child  with  Down  syndrome  who  needed 
heart  surgery.  No  matter  how  hard  the  woman's  son  tried,  she  told 
us,  no  matter  how  many  companies  he  approached,  they  all  turned 
their  backs  on  him  and  his  family. 

Sometimes  insurers  go  to  extraordinary  lengths  to  classify  condi- 
tions as  preexisting.  In  one  maddening  case,  a  family  accidently  al- 
lowed its  insurance  to  lapse  the  day  before  the  wife  gave  birth. 
They  paid  their  premium  the  next  day.  The  good  news  is  that  the 
insurance  company  paid  for  the  delivery.  The  bad  news  is  that 
when  the  woman  gave  birth  to  a  child  with  Down  syndrome,  the 
insurance  company  refused  to  insure  the  child,  using  the  one-day 
lapse  as  an  excuse  to  cite  Down  syndrome  as  a  preexisting  condi- 
tion. 

As  you  can  see,  the  problems  encountered  by  those  who  care  for 
people  with  Down  syndrome  are  considerable.  The  difficulties  of  in- 
suring a  child  with  Down  syndrome  can  affect  an  entire  family's 
finances  and  future. 

As  you  consider  health  care  reform  in  the  months  ahead,  I  im- 
plore you  to  consider  the  needs  of  all  the  people,  including  those 
who  have  Down  syndrome.  We  urge  you  to  prohibit  insurers  from 
denying  coverage  to  people  on  the  basis  of  their  preexisting  condi- 
tions and  to  help  create  conditions  under  which  the  insured  may 
take  their  insurance  with  them  from  job  to  job  without  fear  of 
losing  their  insurance.  We  look  forward  to  seeing  legislation  that 
embraces  these  key  principles. 

The  manner  in  which  we  deal  with  people  with  Down  syndrome 
reflects  on  us  all  as  a  society.  Our  needs  require  your  attention. 
Our  cause  deserves  your  support.  Our  health  care  future  is  in  your 
hands. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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Testimony  of  the 
National  Down  Syndrome  Society 

Mr.  Chairman,  members  of  the  committee,  and  guests,  my  name  is  Donna 
Rosenthal,  and  I  have  come  to  speak  to  you  today  in  my  capacity  as  executive  director  of 
the  National  Down  Syndrome  Society. 

Based  in  New  York  City,  the  National  Down  Syndrome  Society  was  launched  in 
1979  to  represent  the  250,000  Americans  with  Down  Syndrome.  Our  mission  is  to  create 
and  carry  out  programs  that  enable  people  with  Down  Syndrome  to  live  fuller,  healthier, 
and  happier  lives  today  and  to  promote  the  scientific  research  that  will  find  answers  to 
Down  Syndrome  tomorrow. 

Among  our  many  activities,  the  National  Down  Syndrome  Society  has: 

•  developed  a  model  respite  program  that  was  chosen  as  President  Bush's  149th 
"Point  of  Light"  This  program  brings  children  with  Down  Syndrome  into  the 
homes  of  carefully  selected  volunteer  families  on  weekends.  These  visits 
expand  the  children's  social  horizons,  build  feelings  of  independence  and  self- 
worth,  and  demonstrate  the  potential  of  children  with  Down  Syndrome  to  the 
host  families. 

•  explored  the  use  of  computers  at  home  to  improve  the  educational,  social,  and 
recreational  skills  of  children  with  Down  Syndrome.  The  results  of  this 
exploration  and  our  programs  for  such  endeavors  are  contained  in  three  books 
we  have  published:  Facts  and  Information;  Computer  Software  Guide;  and 
Program  Summary  and  Recommendations  for  Replication. 

•  awarded  research  grants  to  young  scientists  who  have  demonstrated 
extraordinary  skill  and  achievements  in  seeking  a  better  understanding  of  Down 
Syndrome.  Since  1983,  we  have  awarded  two-year,  $50,000  research  grants 
to  fourteen  scientists. 

•  hosted  precedent-setting  international  scientific  conferences  since  1984.  These 
conferences  bring  together  scientists  from  all  over  the  world  to  share  new  ideas 
and  research  findings.  The  proceedings  of  these  conferences  have  been 
published  by  the  New  York  Academy  of  Sciences,  MIT  Press,  and  Wiley-Liss, 
Inc.  and  disseminated  widely. 

•  established  a  new  service  to  provide  practical  and  useful  information  on  clinical 
care  to  health  care  providers  and  parents  of  people  with  Down  Syndrome. 
Through  this  service,  we  publish  pamphlets  on  such  important  subjects  as 
cardiology,  Alzheimer's  disease,  neurology,  endocrine  problems,  and 
sexuality.  We  also  sponsored  the  first-ever  Down  Syndrome  Health  Care 
Conference.  The  proceedings  of  the  conference  will  be  published  this  spring  in 
a  book  entitled  Down  Syndrome:  Advances  in  Medical  Care.  This  book,  for 
parents  and  professionals,  will  cover  all  aspects  of  medical  care  for  people  with 
Down  Syndrome,  outlining  the  continuum  of  care  and  highlighting  medical 
advances. 

It  is  almost  impossible  these  days  to  open  a  newspaper  or  watch  a  television 
newscast  without  encountering  some  mention  of  our  national  health  care  crisis  and  the 
prospects  for  national  health  care  reform.  Like  most  groups,  the  National  Down  Syndrome 
Society  supports  the  concept  of  health  care  reform  and  urges  you  to  pursue  such  reform 
with  vigor  and  purpose.  We  are  pleased  that  the  President  has  recognized  the  need  to 
address  these  issues. 

While  the  cost  of  health  insurance  is  one  of  the  most  frequently  discussed  aspects  of 
the  health  care  issue  and  is  of  major  concern  to  families  with  children  with  Down 
Syndrome,  it  is  the  availability  of  insurance  that  poses  the  biggest  problem  today  for  these 
families.  I  am  here  today  neither  to  endorse  nor  to  oppose  the  President's  health  care 
proposal  but  to  bring  to  your  attention  several  issues  included  in  that  proposal  that  are  of 
enormous  concern  to  those  of  us  involved  with  the  quarter-of-a-million  Americans  with 
Down  Syndrome. 
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Most  insurance  companies  today  do  all  they  can  to  avoid  insuring  people  with 
Down  Syndrome.  This  occurs,  ironically,  at  a  time  when  the  health  of  the  typical  person 
with  Down  Syndrome  is  better  than  ever.  Shortly  after  the  turn  of  the  century,  children 
with  Down  Syndrome  typically  survived  only  until  about  the  age  of  nine.  With  the 
discovery  of  antibiotics,  the  mean  age  of  survival  rose  to  nearly  twenty.  Over  the  last 
twenty  years,  new  medical  developments  have  increased  the  life  expectancy  of  people  with 
Down  Syndrome  to  fifty-five  years  of  age  or  more.  Although  forty  percent  of  all  children 
born  with  Down  Syndrome  suffer  a  congenital  heart  defect,  a  new  surgical  procedure  now 
cures  that  defect  by  the  age  of  three  in  ninety-five  percent  of  all  cases.  After  that,  people 
with  Down  Syndrome  are  more  or  less  as  healthy  as  everyone  else. 

Today,  one  in  eight  hundred  children  bom  in  the  U.S.  has  Down  Syndrome  - 
about  5000  children  a  year.  Of  all  genetic  disorders  involving  chromosome  problems, 
Down  Syndrome  is  the  most  prevalent  in  our  population.  As  the  mortality  rate  of  people 
with  Down  Syndrome  decreases,  their  numbers  among  us  will  continue  to  rise,  and  may 
even  double,  according  to  some  estimates,  over  the  next  ten  years. 

At  the  very  time  at  which  medical  advances  are  improving  the  quality  of  life  for 
people  with  Down  Syndrome  as  never  before,  the  insurance  problem  is  making  it 
increasingly  difficult  for  them  to  enjoy  the  fruits  of  these  advances. 

One  of  the  services  our  organization  offers  is  a  toll-free  hotline  for  people  to  call 
when  they  need  help  with  a  Down  Syndrome-related  problem  The  stories  we  hear  are  sad, 
depressing,  aggravating  and  infuriating.  They  are  stories  you  need  to  hear  as  you  consider 
how  to  reform  our  nation's  health  care  system 

Generally,  these  stories  center  around  two  issues.  First,  they  tell  of  the  problems 
posed  by  companies  that  refuse  to  insure  people  with  Down  Syndrome  because  it  is  what  is 
called  a  "pre-existing  condition."  Second,  they  tell  of  the  enormous  hardships  imposed  on 
the  families  of  people  with  Down  Syndrome  because  their  health  care  insurance  lacks 
"portability"  -  that  is,  it  cannot  be  taken  from  job  to  job  without  risking  the  loss  of 
insurance  altogether  because  of  the  pre-existing  condition  problem 

The  National  Down  Syndrome  Society  is  pleased  that  these  two  problems  are 
addressed  in  the  President's  proposal  and  hopes  that  whatever  legislation  is  ultimately 
adopted  deals  effectively  with  these  issues. 

One  such  call  to  our  hotline,  for  example,  came  from  a  young  man  in  Montana  who 
was  engaged  to  a  woman  who  has  a  child  with  Down  Syndrome.  When  he  checked  with 
his  insurer,  he  was  told  that  they  would  not  extend  coverage  to  his  fiance's  daughter. 
Meanwhile,  if  they  married,  the  child  would  lose  her  eligibility  for  Medicaid.  Faced  with 
this  unhappy  prospect,  the  wedding  was  postponed  indefinitely. 

In  another  case,  an  insurer  did  not  realize  that  a  child  it  covered  had  Down 
Syndrome  until  the  family  filed  its  first  claim,  which  was  for  an  ordinary  childhood  illness 
that  was  in  no  way  related  to  Down  Syndrome.  When  it  did,  the  insurance  company 
literally  went  crazy.  It  demanded  the  doctor's  files  and  refused  to  pay  the  claim.  The 
family  had  filed  claims  for  its  other  children,  who  did  not  have  Down  Syndrome,  and  the 
insurer  held  those  claims  hostage,  refusing  to  pay  them  until  something  was  done.  It 
threatened  to  drop  the  entire  family  without  paying  any  of  the  claims,  hoping  to  use  this 
threat  to  induce  the  family  to  drop  the  boy  with  Down  Syndrome  from  the  policy.  Finally, 
the  insurance  company  paid  the  claims  for  the  other  children,  refunded  all  of  the  premiums 
the  husband's  employer  had  paid  for  the  entire  family,  and  dropped  the  family  from  the 
group  plan. 

Another  health-care  related  insurance  problem  facing  families  with  children  with 
Down  Syndrome  is  what  is  commonly  called  "job  lock."  Job  lock  is  something  that  occurs 
when  someone  with  a  child  with  Down  Syndrome  tries  to  find  a  better  job  -  one  that  pays 
better,  for  example,  and  provides  better  for  his  or  her  family  -  only  to  learn  that  the  new 
employer's  insurer  will  not  provide  coverage  for  the  child  with  Down  Syndrome.  As  a 
result,  they  are  locked  into  their  old  job,  unable  to  change  because  they  cannot  find  the 
insurance  they  need  to  care  for  their  child. 


,1 


539 


Our  toll-free  number  received  a  call  from  a  woman  whose  husband  was  planning  to 
leave  his  company.  When  the  woman  checked  with  a  number  of  the  companies  to  which 
her  husband  hoped  to  apply  for  work,  she  found  that  none  of  them  would  provide 
insurance  for  their  child  with  Down  Syndrome.  As  a  result,  her  husband  was  forced  to 
keep  his  job.  He  was  effectively  locked  into  a  position  he  no  longer  desired  because  of  the 
need  to  preserve  the  health  insurance  his  family  needed. 

We  have  even  come  upon  a  situation  in  which  one  child  with  Down  Syndrome 
affected  the  insurance  coverage  of  an  entire  company.  In  this  case,  the  owner  of  a  small 
business  decided  that  the  insurance  that  he  was  providing  for  his  employees  wasn't  good 
enough,  that  he  wanted  to  do  more  for  his  workers.  He  looked  for  a  new  carrier,  but  as 
hard  as  he  tried,  he  couldn't  find  one.  Why?  Because  his  own  daughter  had  Down 
Syndrome.  Even  though  his  daughter  had  never  had  a  major  medical  problem,  every 
company  to  which  he  spoke  was  adamant  in  its  refusal  to  extend  coverage  to  his  group  as 
long  as  that  group  included  his  daughter. 

People  who  lose  their  jobs  through  lay-offs  face  similar  problems.  While 
companies  that  lay  people  off  are  required  to  offer  them  the  opportunity  to  purchase  their 
previous  health  care  insurance  for  up  to  eighteen  months,  many  of  those  who  find  a  way  to 
continue  paying  for  that  insurance  discover  that  at  the  end  of  the  eighteen  months,  they 
cannot  find  a  new  provider  willing  to  cover  their  child  with  Down  Syndrome.  We  heard 
from  a  grandmother,  a  woman  whose  son  was  laid  off  and  had  no  health  insurance  but  had 
a  child  with  Down  Syndrome  who  needed  heart  surgery.  No  matter  how  hard  the 
woman's  son  tried,  she  told  us,  no  matter  how  many  companies  he  approached,  they  all 
turned  their  backs  on  him  and  his  family,  refusing  to  provide  basic  health  insurance  for 
them 

Sometimes,  insurers  go  to  extraordinary  lengths  to  find  ways  to  define  conditions 
as  pre-existing.  In  one  case  that  came  to  our  attention,  a  family  inadvertently  allowed  its 
insurance  to  lapse  the  very  day  before  the  wife  delivered  a  baby.  They  quickly  recognized 
their  mistake  and  paid  their  premium  the  next  day,  when  the  woman  gave  birth.  The  good 
news  is  that  the  insurance  company  paid  for  the  delivery.  The  bad  news,  however,  is  that 
when  the  woman  gave  birth  to  a  child  with  Down  Syndrome,  the  insurance  company 
refused  to  insure  that  child,  using  the  one-day  lapse  as  an  excuse  to  cite  Down  Syndrome 
as  a  pre-existing  condition. 

As  you  can  see,  the  problems  encountered  by  those  who  care  for  people  with  Down 
Syndrome  are  considerable.  The  difficulties  of  insuring  a  child  with  Down  Syndrome  can 
affect  an  entire  family's  finances  and  future.  As  you  consider  health  care  reform  in  the 
months  ahead,  I  urge  you,  I  implore  you,  to  consider  the  needs  of  all  of  the  people, 
including  those  who  have  Down  Syndrome.  We  urge  you  to  prohibit  insurers  from 
denying  coverage  to  people  on  the  basis  of  their  pre-existing  conditions  and  to  create 
conditions  under  which  die  insured  may  take  their  insurance  with  them  from  job  to  job 
without  fear  of  losing  that  coverage.  We  look  forward  to  seeing  legislation  that  embraces 
these  key  principles. 

The  manner  in  which  we  deal  with  people  with  Down  Syndrome  reflects  on  us  all 
as  a  society.  Our  needs  require  your  attention.  Our  cause  deserves  your  support.  Our 
health  care  future  is  in  your  hands. 


Thank  you 
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Mr.  Rangel.  Thank  you/  Ms.  Rosenthal,  for  that  very  moying 
testimony. 

Is  the  problem  similar  to  that  that  we  hear  families  of  AIDS  vic- 
tims being  turned  down  by  insurance  companies? 
Ms.  Rosenthal.  Yes,  very  similar. 

Mr.  Rangel.  So  it  is  an  economic  thing  with  them  claiming  that 
they  are  trying  to  keep  costs  down  by  screening  the  applicants? 
Ms.  Rosenthal.  Absolutely. 

Mr.  Rangel.  And  so  how  would  you  suggest  that  the  Congress 
handle  this?  Some  have  suggested  just  eliminate  the  insurance 
companies  completely  and  let  the  Federal  Government  be  the 
single  payer  where  everyone  necessarily  that  is  a  citizen  will  have 
coverage.  Is  this  an  approach  that  you  think  we  should  look  at? 

Ms.  Rosenthal.  Well,  I  think  the  most  important  thing  that  we 
have  to  do  is  eliminate  any  restrictions  on  preexisting  conditions 
for  people  with  Down  syndrome  or  AIDS  or  whatever. 

Mr.  Rangel.  What  about  the  insurance  company  if  we  are  insur- 
ing cause  and  they  say  that  you  have  to  be  a  driver  with  no  acci- 
dents or  a  good  driver  and  people  say  well,  if  I  was  that  good  I 
don't  need  insurance,  and  so  I  want  it  just  in  case  I  have  an  acci- 
dent, and  the  insurance  company  would  say  that  if  we  open  it  to 
everybody  then  everyone  is  going  to  have  to  pay  for  the  most  ill  or 
the  worst  driver. 

So  in  dollars  and  cents,  which  is  what  insurance  companies  are 
involved  in,  I  don't  think  an  appeal  to  them  is  going  to  work.  A 
mandate — I  just  wonder  whether  or  not  we  would  get  a  negative 
reaction  from  good  people  who  don't  like  to  pay  for  services  in  an 
insurance  pool. 

It  is  a  problem,  and  I  know  you  have  given  more  thought  to  it 
than  most  Members  of  Congress  and  I  am  not  trying  to  put  you  on 
the  spot,  but  I  just  wonder  how  you  would  suggest  we  handle  that, 
because  I  would  agree  with  you  that  those  who  have  the  illness  are 
entitled  to  coverage,  so  there  is  no  question  about  it.  The  question 
is,  the  people  who  don't  have  the  illness  are  not  normally  willing  to 
pay  for  this  coverage,  right? 

I  mean,  there  are  not  that  many  people  that  say  hey,  I  don't 
mind  paying  a  couple  of  extra  dollars  if  it  is  going  to  take  care  of 
that.  Like  those  of  us  in  politics  saying  it  is  so  bad  you  can't  trust 
the  voters,  they  will  say  it  but  when  it  comes  time  to  pay  they  have 
complaints. 

So  try  to  help  us  in  finding  a  way,  even  if  it  means  that  the  Fed- 
eral Government  would  have  to  absorb  the  additional  costs  so  we 
don't  have  people  looking  at  each  other  in  different  ways  because 
we  have  that  problem  with  a  lot  of  illnesses. 

I  look  forward  to  addressing  this — me  personally,  as  well  as  the 
committee — if  you  find  in  your  conferences  that  people  have  wres- 
tled with  this  and  come  up  with  something  that  we  should  look  at. 

Ms.  Rosenthal.  Thank  you  very  much.  We  will  be  pleased  to 
work  with  you  on  these  important  issues.  I  appreciate  your  inter- 
est. 

Mr.  Rangel.  And  Dr.  Moffat,  we  accept  your  offer  to  continue  to 
work  with  us. 

I  ask  you,  Mr.  Lewis,  are  there  any  specific  ideas  that  you  are 
recommending,  that  may  be  overlooked  in  your  testimony,  as  to 
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how  the  Congress  can  compensate  for  the  lack  of  services  that  are 
there  for  the  most  disadvantaged  groups  in  our  society?  Are  there 
things  that  we  should  be  doing  and  that  you  would  want  to  see  in- 
cluded in  a  comprehensive  program? 

Mr.  Lewis.  Yes,  Mr.  Chairman.  Let  me  first  say  that  I  think  that 
the  country  needs  to  be  clear  on  the  goal  that  we  are  trying  to 
reach  in  this  whole  process  of  health  care  reform. 

I  think  the  President  said  in  his  1991  State  of  the  Union  Address 
that  health  care  is  a  right  of  all  Americans,  and  if  this  country 
fundamentally  embraces  that  concept  as  a  right  of  each  and  every 
citizens  of  this  country,  we  would  have  to  say  that  yes,  it  is  a  right, 
we  will  get  to  that  point  of  providing  access  to  health  care  for  each 
and  every  citizen  of  this  country. 

I  think  once  we  say  that,  once  this  country  embraces  that  con- 
cept— and  I  say  that  with  tongue  in  cheek,  because  I  don't  think  we 
have — then  I  believe  that  we  can  be  clear  on  how  we  get  here. 

Now  how  do  we  get  there?  I  think  one,  we  are  going  to  have  to 
set  forth  an  environment  in  which  we  as  politicals,  the  health  care 
arena,  private  providers  and  the  like  can  come  together  in  a  forum 
that  is  absent  of  the  political  pressures  that  are  involved.  I  think 
the  Congress  will  have  to  set  forth  a  group  of  advisory  committees 
or  some  other  type  of  body  outside  of  the  political  arena  that  could 
develop  policies  that  will  reach  the  goals — whatever  the  fundamen- 
tal and  ancillary  goals  are — to  help  us  get  there. 

Unless  we  do  that,  Mr.  Chairman,  I  think  we  will  never  get  to 
health  care  reform,  we  will  never  get  to  access  to  health  care  for 
everyone,  and  we  will  never  address  the  kind  of  issues  that  you 
heard  at  this  panel  today. 

Mr.  Rangel.  I  will  assume  that  you  are  outside  of  this  nasty  po- 
litical group  that  has  to  make  these  decisions.  [Laughter.] 

What  would  you  advance  as  one  apolitical  way  to  go  in  terms  of 
resolving  this  serious  problem,  and  assuming  further  that  the  com- 
mitment has  been  made.  Whether  the  commitment  has  been  made 
or  not,  the  American  people  have  demanded  better  service. 

Mr.  Lewis.  Exactly. 

Mr.  Rangel.  So  whether  you  are  Republican  or  Democrat  or  lib- 
eral or  conservative,  you  have  to  mumble  that  you  are  going  to  do 
something  better,  and  clearly  we  are  going  to  do  something  and  it 
is  going  to  have  to  be  better  than  what  we  have. 

So  people  like  you  who  are  not  tinged  with  the  necessity  of 
having  to  go  before  600,000  people  twice  a  year  and  justify  your  ex- 
istence can  probably  come  forward  with  some  of  the  things  that 
you  would  like  to  see  in  a  comprehensive  health  program,  and  I 
would  like  to  know  what  some  of  those  things  would  be  in  specific 
terms. 

Mr.  Lewis.  OK.  We  do  have  to  go  forth  in  front  of  some  people — 
not  quite  600,000  people  every  year — in  order  to  do  that,  but  I  do 
think  we  can  empanel  a  panel  of  technical  experts  who  can  develop 
some  comprehensive  suggestions. 

Mr.  Rangel.  Now  most  of  those  experts  that  I  have  met,  with 
the  exception  of  the  Physicians  Who  Care,  are  normally  people 
who  want  to  know  what  are  the  reimbursement  rates  and  how 
much  are  we  going  to  get.  So  we  find  how  much  money  is  available 
and  whether  I  am  getting  my  share  of  that  money,  whether  it  is 
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durable  medical  supply  or  whether  the  doctors  are  getting  enough 
under  part  A  and  B. 

So  like  politicians,  their  input  is  normally  self-serving.  So  maybe 
the  experts  would  even  have  to  come  outside  of  the  providers  in  a 
sense  because  we  all  want  a  pure  system  that  does  equity  and  jus-  , 
tice  for  all,  but  sometimes  those  of  us  that  are  contributing  to  that 
system  are  part  of  the  problem,  and  I  don't  say  that  in  accusing 
anyone. 

I  mean,  promises  certainly  have  been  hard  hit  in  my  community, 
not  only  because  the  rents  go  up  but  because  now  unions  are  in- 
volved in  providing  generic  medicines  and  people  are  getting  their 
prescriptions  filled  by  mail  at  a  fraction  of  the  costs,  and  yet  the 
person  that  is  there  to  give  friendly  service  and  advice  and  would 
normally  always  be  open — something  I  was  used  to  as  a  kid — that 
no  longer  exists. 

So  unless  we  can  understand  how  you  could  do  it  better,  it  would 
mean  that  less  and  less  people  would  be  getting  involved  in  that 
particular  profession  and  all  we  would  have  then  is  a  form  to  fill 
out  but  we  would  never  have  the  pharmacists  to  give  us  help  when 
we  need  it. 

So  you  have  to  give  us  a  little  more  than  do  the  right  thing  type 
of  thing. 

Dr.  Bronow,  thank  God  for  at  least  the  name  of  your  organiza- 
tion, because  I  assume  that  you  are  not  associated  with  the  Ameri- 
can Medical  Association. 

Dr.  Bronow.  Mr.  Chairman,  no,  we  are  a  grass  roots  organiza- 
tion. We  started  up  initially  when  the  HMO's  came  into  Los  Ange- 
les and  said  we  are  going  to  take  you  over  and  we  have  multimil- 
lion  dollar  advertising  budgets  and  we  are  going  to  get  your  pa- 
tients if  you  don't  sign  up,  and  then  they  start  withholding  30  per- 
cent of  the  fees,  they  said  if  you  order  too  many  tests  you  are  not  a  j 
good  boy,  that  we  are  not  going  to  give  you  your  money. 

And  we  said  that  this  is  against  our  Hippocratic  oath.  This  isn't 
what  we  are  trained  for.  So  we  started  as  a  grass  roots  organization  j 
in  several  areas  across  the  country. 

We  are  not  a  political  organization.  We  are  all  full  time  private 
practicing  physicians.  We  are  trying  to  fight  for  our  patients' 
rights.  We  are  trying  to  figure  out  a  way  that  we  can  do  the  best 
we  can,  and  we  have  no  political  affiliations  of  any  kind. 

Ms.  Moffat.  Mr.  Chairman  

Mr.  Rangel.  Well,  I  don't  know  whether  the  AMA  has  a  political 
affiliation  of  any  kind  either,  but  what  I  meant  was  that  I  like  the 
ring  of  your  mandate  that  it  is  the  patients  that  you  feel  that  you 
have  a  responsibility  to  protect  and  that  you  have  an  oath  that  you 
are  going  to  fight  to  make  certain  that  you  live  up  to  that  standard 
and  that  you  are  going  to  push  those  of  us  who  set  the  regulations 
and  the  law  to  do  the  right  things  to  allow  you  to  do  your  job. 

Dr.  Bronow.  That  is  correct. 

Mr.  Rangel.  I  think  that  is  more  consistent  with  the  training 
that  you  have  received  than  most  of  the  appeals  that  we  get  from 
the  associations  that  represent  physicians. 

Dr.  Bronow.  Yes.  Our  original  motto  was — and  this  still  rings 
true — is  freedom  of  choice  and  quality  of  care,  and  we  are  for  our 
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patients.  Whatever  happens  to  us  fee-wise,  it  is  going  to  happen, 
but  we  are  trying  to  protect  our  patients  as  much  as  we  can. 

Mr.  Rangel.  And  I  respect  you  for  that. 

Dr.  Moffat. 

Ms.  Moffat.  Mr.  Rangel,  if  I  might  just  offer  a  couple  of  things 
when  you  were  asking  for  suggestions  in  terms  of  looking  at  health 
care  costs. 

I  might  point  out  to  you  and  hopefully  to  the  rest  of  the  commit- 
tee that  in  the  case  of  physical  therapy  services,  approximately  a 
ratio  of  two-to-one  exists  for  physical  therapy  services  not  provided 
for  and  not  billed  by  physical  therapists.  So  33  percent  of  services 
under  Medicare  are  rendered  by  physical  therapists  and  billed  by 
physical  therapists;  66  percent  are  rendered  by  physicians  and  po- 
diatrists. Neither  have  education  in  the  art  and  the  skill  of  physi- 
cal therapy  and  yet  are  allowed  to  throw  a  hot  pack  on,  throw  a 
diathermy  machine  on,  put  a  foot  in  a  whirlpool  and  call  it  and  bill 
as  physical  therapy  services. 

So  I  would  sincerely  hope  that  you  would  begin  to  look  at  some 
of  these  aspects  of  the  current  system  in  the  revamping  of  a  new 
system. 

Mr.  Rangel.  Well  Dr.  Moffat,  that  is  exactly  my  point,  that  we 
are  the  least  likely  people  that  would  be  able  to  make  that  type  of 
decision,  and  it  is  tragic  that  we  have  the  responsibility  here  of 
providing  for  reimbursement  of  care  that  is  given  to  old  folks,  an- 
other committee  has  the  responsibility  of  dealing  with  the  care  for 
poor  folks,  and  most  of  our  time  is  spent  trying  to  get  savings  from 
draconian  cuts  recommended  by  the  adminstration,  who  is  kinder 
and  more  gentle  in  their  speeches  but  whose  budgets  are  really  to 
cut  back.  So  we  come  out  as  the  good  people  because  we  have  not 
really  cut  back  as  much  as  has  been  recommended. 

We  don't  make  these  decisions  based  on  whether  or  not  a  doctor 
or  therapist  or  a  psychiatrist  or  a  consultant  or  whether  the  serv- 
ice should  be  at  home  or  whether  it  should  be  in  a  clinic  or  wheth- 
er it  should  be  in  a  HMO.  We  are  not  qualified  to  make  that  deci- 
sion. 

That  is  why  your  testimony  is  always  helpful,  but  unfortunately 
it  is  the  patient  that  counts,  and  what  the  patient  gets  is  based  nor- 
mally on  the  political  power  of  the  provider,  and  that  is  that.  I 
don't  know  whether  a  chiropractor  is  as  good  as  a  doctor,  but  the 
AMA  caused  me  to  take  a  good  look  at  them.  Quite  frankly  if  you 
are  not  a  part  of  AMA,  I  will  listen  to  you.  [Laughter.] 

In  any  event,  you  have  made  a  valuable  contribution  here  and  I 
hope  that  you  continue  to  alert  this  committee  as  well  as  the 
Energy  and  Commerce  Committee  as  to  where  you  think  we  can 
make  a  contribution  to  provide  better  care  for  more  people  and 
contain  the  costs. 

Thank  you  very  much,  and  the  committee  stands  adjourned  until 
tomorrow,  Thursday,  March  5,  at  10  a.m. 

Thank  you  very  much. 

[Whereupon,  at  1:22  p.m.,  the  committee  adjourned,  to  reconvene 
at  10  a.m.,  Thursday,  March  5,  1992.] 


PRESIDENT'S  PROPOSALS  ON  HEALTH  CARE 
REFORM  AND  THE  FISCAL  YEAR  1993  HEALTH 
AND  HUMAN  SERVICES  BUDGET 


THURSDAY,  MARCH  5,  1992 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10  a.m.,  in  room  1100, 
Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski  (chair- 
man of  the  committee)  presiding. 

Chairman  Rostenkowski.  The  committee  will  come  to  order. 

Our  committee  today  holds  its  final  hearing  on  the  President's 
health  budget  for  next  year  and  his  recommendations  for  health 
care  reform.  In  our  hearings  to  date,  we  have  explored  three  very 
basic  questions  that  must  be  answered  before  any  comprehensive 
health  care  plan  can  be  embraced?  What  mechanism  can  best  pro- 
vide health  insurance  for  every  American,  irrespective  of  income  or 
employment  status?  What  mechanism  can  impose  effective  cost 
constraints  to  allow  us  to  expand  the  population  that  is  served? 
And  finally,  how  can  we  best  finance  the  additional  Government 
costs  that  will  inevitably  be  a  part  of  any  comprehensive  plan? 

Obviously  it  is  much  easier  to  ask  these  questions  than  to  answer 
them.  We  know  there  are  no  easy  answers,  and  we  acknowledge 
that  it  will  take  some  time  to  find  acceptable  answers.  From  my 
perspective,  that  is  time  well  spent. 

I  hope  our  witnesses  today  can  address  these  questions  and  pro- 
vide guidance  to  us  as  we  search  for  workable  solutions. 

Our  first  witness  today  is  Gail  Wilensky,  who  heads  the  Health 
Care  Financing  Administration.  Gail,  I  understand  this  might  be 
your  last  appearance  here  in  this  capacity. 

Ms.  Wilensky.  It  is  indeed. 

Chairman  Rostenkowski.  You  are  going  over  to  the  Big  House? 
Well,  I  know  that  you  will  serve  him  well.  You  have  done  a  great 
job  for  us,  and  my  congratulations,  if  that  is  in  order.  We  are  look- 
ing forward  to  your  testimony. 

Gail,  just  a  minute. 

Mr.  Archer.  Mr.  Chairman,  thank  you. 

Just  briefly,  I  want  to  welcome  Dr.  Wilensky  before  our  commit- 
tee also  and  to  compliment  you  on  the  expertise  that  you  have 
shown  in  this  very  difficult,  complex  field  during  the  time  that  you 
have  been  the  head  of  HCFA  and  to  tell  you  that  I  look  forward 
eagerly  to  your  testimony  in  this  area,  which  is  so  difficult  for  us  to 
come  to  grips  with  and  to  accomplish  both  access  to  insurance  at  a 
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reasonable  cost  for  Americans,  as  well  as  how  do  we  get  the  cost 
down  and  keep  the  quality,  costs  not  just  per  procedure,  but  aggre- 
gate health  care  costs,  and  I  think  we  need  to  define  a  lot  of  our 
terms  more  carefully,  because  if  we  do  not  get  costs  down,  we 
cannot  get  prices  down,  and  I  think  we  need  to  distinguish  between 
price  and  costs. 

So  I  welcome  you  to  the  committee  and  look  forward  to  your  tes- 
timony. 

Chairman  Rostenkowski.  Gail. 

STATEMENT  OF  HON.  GAIL  R.  WILENSKY,  PH.D.,  ADMINISTRA- 
TOR, HEALTH  CARE  FINANCING  ADMINISTRATION,  U.S.  DE- 
PARTMENT OF  HEALTH  AND  HUMAN  SERVICES 

Ms.  Wilensky.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee. 

As  the  chairman  noted,  this  is  my  last  appearance.  I  will  end  my 
tenure  as  HCFA  Administrator  tomorrow  and  move  to  the  White 
House.  I  have  enjoyed  working  with  the  committee  during  the  past 
2  years.  This  is  my  25th  month  anniversary  from  the  time  I  was 
sworn  in.  I  look  forward  to  continuing  working  with  the  Committee 
on  Health  and  Welfare  issues  as  I  move  over  to  the  White  House. 

I  am  pleased  to  be  here  this  morning  to  discuss  the  President's 
Comprehensive  Health  Care  Reform  Program  and  how  it  meets  the 
challenges  facing  our  Nation's  health  care  system. 

Reforms  must  preserve  our  current  high  standards  of  quality, 
choice,  and  innovation.  The  President's  plan  will  address  the  prob- 
lems of  unsustainable  cost  increases  and  access  to  insurance  by  es- 
tablishing incentives  that  encourage  cost-effective,  high-quality 
care. 

I  know  that  you  have  already  discussed  the  President's  proposal 
with  Secretary  Sullivan.  Today  I  will  offer  my  perspective  on  the 
critical  decisions  we  must  make  as  we  consider  reform  and  discuss 
how  I  believe  the  President's  proposal  meets  the  Nation's  health 
care  needs. 

In  my  view,  the  debate  revolves  around  two  central  philosophical 
issues.  Should  we  build  on  the  current  choice-oriented  system,  or 
should  we  abandon  it,  abandoning  it  typically  in  favor  of  a  federal- 
ly administered  health  care  system? 

The  President's  plan  builds  on  the  strengths  of  our  current 
system  and  addresses  the  shortcomings.  I  believe  the  wrong  ap- 
proach is  for  the  Federal  Government  to  take  control  of  13  percent 
of  our  national  economy  representing  health  care.  The  constraints, 
misallocations,  and  micromanagement  that  I  believe  would  follow 
would  destroy  many  of  the  positive  attributes  of  the  system  that  we 
have  come  to  rely  on. 

The  second  underlying  question  involves  the  appropriate  govern- 
ment financing  role.  The  President  believes  the  Government  should 
focus  its  resources  on  protecting  the  most  vulnerable  members  of 
our  society.  The  Government  should  not  tax  the  public  at  large  to 
finance  health  care  for  people  in  businesses  who  can  shoulder  the 
responsibility  themselves. 

We  know  that  low-income  families  and  the  working  uninsured 
need  financial  assistance  to  obtain  health  care  coverage  and  access 
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to  care.  But  the  vast  majority  of  Americans  have  private  health  in- 
surance through  their  employers.  While  we  need  to  help  businesses 
address  costs,  there  is  no  reason  to  supplant  the  role  of  the  private 
market  in  health  insurance. 

The  alternative  is  Federal  financial  responsibility  for  all  citizens 
regardless  of  need.  Especially  with  regard  to  health  care,  such  an 
approach  would  require  massively  higher  taxes  with  an  associated 
higher  economic  cost  associated  with  those  taxes. 

Turning  back  to  the  delivery  system  and  cost  containment,  an- 
other way  to  express  the  underlying  decision  that  we  face  is, 
should  we  treat  the  causes  of  the  problem  or  the  symptoms  of  spi- 
raling  costs? 

Proposals  such  as  Canadian-style  single-payer  systems  or  "play 
or  pay"  schemes  will  inevitably,  in  my  mind,  lead  to  price  controls, 
to  global  budgeting,  and  to  increased  public  sector  involvement.  In 
my  view,  global  budgets  and  spending  caps  address  the  symptoms 
of  not  being  able  to  control  health  care  cost  increases.  They  do  not 
address  what  is  causing  the  health  care  cost  increases  in  the  first 
place. 

Just  as  treating  symptoms  is  frequently  not  the  best  approach  in 
health  care,  I  think  it  is  the  wrong  approach  in  health  care  financ- 
ing as  well. 

Instead,  we  need  to  look  at  why  we  have  a  problem  of  rising 
health  care  costs,  the  perverse  fiscal  incentives  caused  by  first- 
dollar  coverage  and  little  consumer  awareness  of  cost,  cost-based 
reimbursement  on  a  service-by-service  basis,  and  the  kicker  for 
medical  liability  that  encourages  providers  to  do  more  rather  than 
less,  even  when  less  is  as  good  or  better.  Together  these  create  an 
unholy  alliance  which  drives  up  costs  through  unnecessary  care, 
such  as  inappropriate  hospitalizations,  overuse  of  some  high-tech- 
nology services  and  procedures,  and  administrative  inefficiencies. 

We  all  realize  that  the  current  health  financing  system  contains 
these  inflationary  elements  and  inefficiencies.  Our  reforms  treat 
the  causes  of  spiraling  health  care  costs  within  our  market-based 
delivery  system  and  represent  a  targeted  Government  involvement 
in  financing  health  care. 

Under  the  President's  plan,  health  care  coverage  will  be  more  af- 
fordable through  new  targeted  tax  deductions  and  transferrable 
credits,  expanding  the  ability  of  coordinated  care,  reforming  the  in- 
surance market  and  tort  system,  and  providing  better  consumer  in- 
formation. We  will  also  invest  in  preventive  services,  address  anti- 
trust issues,  and  pursue  initiatives  to  reduce  administrative  costs 
in  the  health  care  system. 

We  will  improve  Medicare  by  strengthening  and  expanding  co- 
ordinated care  options.  We  will  improve  Medicaid  by  eliminating 
barriers  to  coordinate  care  and  offering  the  States  much  greater 
flexibility  than  they  now  enjoy  in  running  the  Medicaid  programs. 

We  strongly  support  coordinated  care,  and  we  prefer  that  care 
when  it  is  coordinated  at  the  level  closest  to  the  patient.  Coordinat- 
ed care  systems  currently  provide  high-quality,  cost-effective  care 
to  millions  of  Americans  despite  laws  that  impede  their  effective- 
ness. The  President's  plan  will  eliminate  State-level  anticoordinat- 
ed-care  laws,  change  antitrust  standards,  and  foster  information  in- 
novation. The  bottom  line  is  that  more  cost-conscious  consumers, 
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particularly  those  eligible  for  the  tax  credit  certificate,  will  be  able 
to  obtain  quality  health  care  through  these  plans. 

Coordinated  care  systems  will  help  eliminate  unnecessary  care 
and  overuse  of  technology.  The  coordination  emphasis  of  prepaid 
plans  avoids  fragmentation  and  duplication,  thus  lowering  expendi- 
tures and  increasing  quality. 

Malpractice  reforms  also  reduce  unnecessary  care.  Physicians 
will  no  longer  need  to  practice  costly  defensive  medicine  that  helps 
protect  them  in  the  courtroom,  but  does  little  to  enhance  patient 
care. 

Certain  administrative  overhead  costs  inflate  health  care  expend- 
itures without  enhancing  the  value  of  health  care.  Our  initiatives 
to  develop  electronic  patient  records,  to  create  standardized  billing 
forms  and  encourage  carriers  to  process  claims  electronically,  will 
eliminate  much  of  this  costly  burden. 

Information  incentives  will  also  reduce  escalating  health  care 
costs.  Consumer  "blue  books"  identifying  cost-conscious  providers 
and  cost-effective  procedures  and  providing  outcomes  information 
will  help  individuals,  businesses,  and  other  groups  be  smarter 
health  care  purchasers. 

Our  initiative  to  reform  insurance  industry  market  practices,  in- 
cluding eliminating  pre-existing  condition  exclusions,  developing 
risk  pools,  and  reforming  the  small  group  market  will  remove 
other  obstacles  to  coverage. 

The  individual  pieces  of  our  proposal  will  take  important  steps 
toward  controlling  health  care  costs;  however,  they  are  also  de- 
signed to  interact  with  each  other.  The  impact  of  malpractice 
reform  and  coordinated  care  expansions  on  insurance  availability 
will  be  much  greater  than  either  step  on  its  own.  The  effect  of  our 
reforms  will  be  multiplied. 

When  these  changes  are  in  place,  some  90-plus  million  Ameri- 
cans will  benefit  from  credits  and  deductions.  More  importantly, 
nearly  30  million  Americans  will  be  newly  insured. 

I  agree  with  many  points  that  you  have  heard  over  the  last  three 
days.  Our  health  care  system,  as  it  stands  today,  is  flawed  and 
needs  corrections.  But  there  are  many  strengths  in  the  current 
system.  Our  system  delivers  high-quality,  technologically  innova- 
tive care. 

The  President's  plan  will  preserve  these  qualities  while  protect- 
ing our  most  vulnerable  Americans  from  devastating  health  care 
costs. 

I  realize  that  there  are  many  issues  that  remain  to  be  defined  in 
the  President's  plan,  but  I  believe  that  it  points  in  a  very  different 
direction  from  the  other  strategies  that  are  being  presented  today. 
That  is  what  the  American  public  and  the  Congress  need  to  consid- 
er. 

Thank  you.  I  would  be  happy  to  answer  your  questions.  And 
again,  I  have  very  much  appreciated  the  time  I  have  spent  working 
with  this  committee  over  the  past  2  years. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  GAIL  R.  WILENSKY,  PH.D.,  ADMINISTRATOR, 
HEALTH  CARE  FINANCING  ADMINISTRATION,  VS.  DEPARTMENT 
OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  be  here  this  morning  to  discuss  the  President's 
comprehensive  health  reform  program  and  how  it  meets  the 
challenges  facing  our  nation's  health  care  system. 

THE  ADMINISTRATION  PROPOSAL 

The  American  health  care  system  provides  the  best  care  in  the 
world.     Reforms  must  preserve  our  current  high  standards  of 
quality,  choice  and  innovation  while  addressing  the  problems  of 
unsustainable  cost  increases  and  lack  of  insurance  coverage  for 
too  many  low-  and  moderate-income  Americans.     Access  problems  and 
escalating  health  care  costs  threaten  the  current  structure,  but 
the  strategies  proposed  in  the  President's  plan  will  bring  these 
problems  under  control  by  establishing  incentives  that  encourage 
cost-effective,  high-quality  care. 

I  know  you  have  already  discussed  the  President's  proposal  with 
Secretary  Sullivan  and  you  have  our  94-page  plan.     Today,  I  will 
offer  my  perspective  on  the  critical  decisions  we  must  make  as  we 
consider  reform  and  discuss  how  the  President's  proposal  meets 
the  nation's  health  needs. 

THE  FUNDAMENTAL  ISSUES  OF  REFORM 

Health  care  reform  is  on  everybody's  mind.     Members  of  this 
Committee  have  heard  from  literally  hundreds  of  witnesses  about 
the  health  care  crisis  and  you  have  developed  a  broad  spectrum  of 
reform  options.     In  my  view,  the  underlying  debate  revolves 
around  two  central,  underlying  philosophical  issues.     First  and 
foremost,  should  we: 

o    Build  on  our  current  system  that  allows  consumer  choice  of 
plans,  allows  variation  in  prices  and  benefits,  fosters 
innovation  and  is  largely  administered  through  multiple 
local  payers,  providers  and  consumers;  or 

o    Should  we  abandon  the  market-based  system  in  favor  of  a 
federal  program  with  specified  benefits  and  specified 
national  payment  levels? 

This  decision  may  seem  difficult.    Upon  deeper  reflection, 
however,  it  should  be  clear  that  ceding  control  of  13  percent  of 
our  national  economy  to  the  Federal  government  is  not 
appropriate.     The  controls  and  constraints  that  would  inevitably 
follow  from  nationalization  and  restrictive  government  regulation 
would  not  be  acceptable  in  this  country.     Americans  will  not 
stand  for  health  care  queues  or  losing  their  freedom  to  make 
health  care  decisions.     Instead,  we  need  to  create  positive 
incentives  to  control  cost  increases,  and  we  need  to  maintain  the 
flexibility  and  innovation  we  prize  and  the  quality  we  count  on. 
The  problems  of  access  and  cost  can  and  should  be  addressed  by 
improving  our  current  choice-oriented  system. 

The  second  underlying  question  involves  the  most  appropriate  role 
for  government.     This  issue  embraces  the  age-old  public  finance 
questions  of  who  will  pay  and  how  much  they  will  pay.  President 
Bush  believes  the  government  should  focus  its  resources  on 
protecting  the  most  vulnerable  members  of  the  population.  The 
government  should  not  provide  or  finance  health  care  for  people 
and  businesses  who  can  shoulder  this  responsibility  themselves. 
We  rely  on  a  compassionate,  but  appropriately  limited,  role  for 
government  in  the  health  care  system. 

THE  ROLE  OF  THE  PUBLIC  SECTOR 

We  know  that  some  Americans  need  financial  assistance  to  obtain 
health  coverage  and  access  care.     Our  most  vulnerable  —  low- 
income  families  and  the  working  uninsured  —  are  most  dependent 
on  government  assistance.     But  the  vast  majority  of  Americans 
have  private  health  insurance  through  their  employers.     While  we 
need  to  help  businesses  control  costs,  there  is  no  reason  to 
supplant  the  role  of  the  private  market  in  health  insurance. 
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Instead,  the  President  believes  we  should  strengthen  the 
governmental  safety  net  that  already  covers  13  percent  of 
Americans  through  Medicare  and  9  percent  through  Medicaid,  and  we 
should  focus  public  resources  on  those  who  cannot  bear  the  costs 
of  health  care  coverage  by  themselves.     We  also  believe  we  should 
promote  greater  equality  of  insurance  access  across  employment 
groups  —  the  self-employed,  small  group  employees  and  large 
business  employees.     The  President's  package  incorporates  this 
approach  to  reasonable  and  responsible  reform. 

The  alternative,  a  federally-administered  health  care  system, 
would  impose  higher  taxes,  limit  access  to  health  services,  and 
micro-manage  prices.     We  should  be  extremely  leery  of  this 
approach.     The  Medicare  Catastrophic  experience  reminded  us  how 
Americans  react  when  government  usurps  their  decision-making 
power  in  health  care  and  rearranges  the  financing  of  that  care. 
The  American  public  is  not  willing  to  create  a  massively 
redistributive  health  care  system  or  let  the  government  make 
broad-brush  decisions  about  health  care  benefits. 

DISTRIBUTING  HEALTH  CARE:     MARKET  PRINCIPLES  VERSUS 
NATIONALIZATION 

The  President's  proposal  to  strengthen  —  not  jettison  —  the 
health  care  system  builds  on  the  principles  of  market 
organization.      We  know  that  some  changes  must  be  made  to  correct 
distortions  in  the  current  American  health  care  system.  Our 
system  does  not  distribute  health  care  as  efficiently  as  it 
should.     We  need  to  change  the  incentives  in  our  system  which 
encourage  Americans  to  use  more  services,  physicians  to  provide 
more  services,  and  insurers  to  pay  more  for  these  services. 
Instead,  we  need  to  strengthen  cost-consciousness  among  consumers 
and  improve  cost  control  on  the  part  of  providers  and  payors. 

Traditional  fee-f or-service  medicine  maintains  perverse  economic 
incentives  in  the  health  care  system  —  incentives  that  drive  up 
costs  and  hinder  efficiency,  particularly  when  paired  with  well- 
insured  consumers.  We  should  reform  and  buttress  markets  where 
necessary  and  enhance  efficiency.  This  approach  will  foster  the 
technological  innovation  and  diversity  Americans  want  in  their 
health  care  system.  The  alternative  —  abandoning  the  incentive 
approach  in  a  major  sector  of  our  economy  —  is  untenable. 

Proposals  such  as  Canadian-style  single-payer  systems  and  "play- 
or-pay"  schemes  will  inevitably  lead  to  price  controls,  global 
budgeting  and  too  much  public  sector  involvement.  Single-payer 
proposals  explicitly  include  these  controls,  while  play-or-pay 
proposals  may  control  explicitly  or  implicitly.     Under  either 
scenario,  a  central  authority  will  control  one-sixth  of  the 
economy  by  the  end  of  the  decade.     The  lessons  of  centralization, 
including  impact  of  excessive  regulation  on  innovation  and 
creativity,  cannot  be  ignored. 

Without  question,  changes  can  be  made.     The  President's  proposal 
meets  the  demands  for  access  to  health  insurance  and  takes  bold 
steps  to  contain  escalating  health  care  costs  —  central  problems 
facing  the  current  American  health  care  market. 

STRENGTHENING  THE  SYSTEM 

We  can  and  should  make  coverage  more  affordable.     The  President's 
plan  does  so  by  introducing  new  tax  deductions  and  transferable 
credits,  expanding  the  availability  of  coordinated  care, 
reforming  the  insurance  market  and  tort  system,  and  providing 
better  information.     We  will  also  invest  in  preventive  services, 
address  anti-trust  issues  and  pursue  initiatives  to  reduce 
administrative  costs  in  the  health  care  system.     These  reforms 
complement  our  commitment  to  a  market-based  delivery  system  and 
targeted  government  involvement  in  health  care. 

Coordinated  Care 

We  have  had  enough  experience  to  recognize  that  a  la  carte,  fee- 
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for-service  medicine  will  inevitably  lead  to  government 
administered  prices  and  global  budgets  in  response  to 
inflationary  pressures.     We  can  no  longer  sustain  a  system  with 
fragmentation  and  financial  incentives  driving  health  care  costs 
out  of  control  —  the  alternative  is  to  coordinate  care.     But  we 
must  choose  whether  care  is  to  be  controlled  by  governmental  fiat 
or  managed  at  a  local,  patient-oriented  level.    We  prefer  to 
coordinate  care  at  the  level  closest  to  the  patient  by 
encouraging  enrollment  in  coordinated  care  systems,  which  places 
fiscal  risk  and  decision-making  at  the  plan  level. 

Coordinated  care  systems  currently  provide  high-quality,  cost- 
effective  care  to  millions  of  Americans.     Coordinated  care  has 
shown  its  potential,   in  spite  of  anti-coordinated  care  laws 
restricting  their  ability  to  develop  networks,  anti-trust 
standards  discouraging  the  establishment  of  provider  groups  and 
the  joint  purchase  of  technology,  and  impediments  to  the 
information  sharing  critical  to  patterns  of  care  analysis. 

The  President's  plan  proposes  to  break  down  those  barriers  that 
impede  coordinated  care's  effectiveness  in  improving  quality  and 
reducing  costs.     The  President's  plan  will  eliminate  State-level 
anti-coordinated  care  laws,  change  anti-trust  standards  and 
foster  information  innovation.     These  reforms  will  enable 
coordinated  providers  to  enhance  their  competitiveness  by 
developing  new  methods  of  managing  care  without  intruding  on 
physician  decision-making,  expanding  their  networks,  and  pursuing 
new  initiatives  such  as  "point  of  service"  options.     The  bottom 
line  is  that  cost-conscious  consumers,  particularly  those 
eligible  for  the  tax  credit  certificate,  will  be  able  to  obtain 
quality  care  through  these  plans. 

We  believe  expanding  Medicaid  coordinated  care  is  the  best  avenue 
available  for  providing  comprehensive,  affordable  care  to  low- 
income  families  and  other  vulnerable  groups.     Case  managers  can 
coordinate  care  across  a  variety  of  network  providers, 
effectively  guiding  patients  through  the  system  and  ensuring  that 
their  complex  health  care  needs  are  addressed.     However,  case 
management  and  additional  benefits  are  difficult  to  find  and 
expensive  to  finance  outside  of  a  coordinated  delivery  system. 
The  President's  plan  encourages  States  to  use  the  inherent 
advantages  of  coordinated  care  in  their  Medicaid  programs. 

Additional  Initiatives  for  Coordinated  Care  and  Market  Reforms 
We  also  know  that  the  insurance  market  needs  substantial  change 
to  guarantee  insurance  availability  to  all  Americans.  By 
pursuing  market-based  reforms,  the  President's  plan  will  ensure 
that  credit  certificate  recipients,  small  group  employers,  self- 
employed  individuals  and  other  purchasers  of  health  insurance 
will  be  able  to  buy  affordable  health  insurance.     We  all  know  the 
current  system  contains  inflationary  elements  and  inefficiencies. 
These  problems  include: 

o    Unnecessary  care,  particularly  inappropriate 

hospitalization; 
o    Overuse  of  high  technology  services  and  equipment;  and 
o    Administrative  inefficiencies  which  increase  overhead  costs 

for  providers  and  insurers. 

We  need  to  move  away  from  perverse  fiscal  incentives  created  by 
well-insured  individuals,  cost-based  reimbursement  for  fee-for- 
service  physicians  and  medical  liability  risk  —  an  unholy 
alliance  which  drives  up  costs.    We  can  attack  this  problem  with 
administrative  pricing  and  global  budgets  or  better  incentives. 
We  want  the  latter. 

The  President's  plan  targets  health  care  cost-drivers.  For' 
example,  coordinated  care  systems  will  help  eliminate  unnecessary 
care  and  overuse  of  technology.     The  coordination  emphasis  of 
prepaid  plans  avoids  fragmentation  and  duplication,  thus  lowering 
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expenditures  and  increasing  quality.     In  addition,  coordinated 
care  emphasizes  wellness,  therefore  keeping  patients  out  of  the 
hospital  and  limiting  the  most  expensive  component  of  health 
spending. 

Malpractice  reforms  will  also  reduce  unnecessary  care. 
Physicians  will  no  longer  feel  compelled  to  practice  "defensive 
medicine"  because  they  fear  malpractice  litigation.  The  system 
will  no  longer  bear  the  cost  of  extra  tests  and  procedures  that 
serve  to  protect  physicians  in  the  court  room  but  do  nothing  to 
enhance  patients'  health. 

Administrative  overhead  costs  inflate  health  care  expenditures 
without  enhancing  access  to  health  care.     The  "hassle  factor"  of 
multiple  billing  forms  and  variable  insurance  coverage  increases 
the  paperwork  burden  for  providers.     Insurers  must  also  build 
these  costs  into  their  premium  rates.     Our  initiatives  to  develop 
electronic  patient  records,  standardized  billing  forms  and 
electronic  claims  processing  will  eliminate  much  of  this  costly 
burden. 

Information  initiatives  will  also  reduce  escalating  health  care 
costs.     Consumer  "blue  books"  identifying  cost-conscious 
providers  and  cost-effective  procedures  and  providing  outcomes 
information  will  help  individuals  identify  what  plans  are  worth 
buying  and  what  procedures  work.     Better  information  will  empower 
consumers  to  make  better  health  care  choices. 

In  addition,  our  initiatives  to  reform  insurance  industry  market 
practices  —  including  eliminating  pre-existing  condition 
exclusions,  developing  risk  pools  and  reforming  the  small  group 
market  —  will  remove  other  obstacles  to  coverage.     When  these 
changes  are  in  place,  95  million  Americans  will  benefit  from 
credits  and  deductions. 

More  importantly,  nearly  30  million  Americans  will  be  newly 
insured.     Yet  employers  and  individuals  will  still  be  free  to 
choose  the  mix  of  coverage  they  prefer,  and  incentives  to 
purchase  cost-effective  coverage  will  remain  in  place.  These 
strategies  will  increase  insurance  and  health  care  access  within 
a  market-oriented  framework  —  and  maintain  government's  role  as 
a  safety-net  rather  than  systemic  regulator. 

These  reforms  will  not  be  complete  unless  Americans  assume 
increased  personal  responsibility  for  their  health.  Lifestyle 
changes  —  such  as  increasing  exercise  and  reducing  tobacco  and 
alcohol  consumption  —  can  make  a  significant  impact  on  the 
Nation's  health  and  the  cost  of  caring  for  our  population.  The 
President's  plan  promotes  these  changes  by  investing  in 
preventive  care.     Immunizations,  prenatal  care,  screenings  and 
other  services  are  cost-effective  methods  of  reducing  illness  and 
cost  to  the  health  care  system. 

The  individual  pieces  of  our  proposal  will  take  important  steps 
towards  controlling  health  care  costs.     However,  they  are  also 
designed  to  interact  and  create  synergistic  effects.  Our 
electronic  automation  initiatives,  for  example,  will  enhance  the 
effectiveness  and  quality  of  coordinated  care.  Coordinated 
delivery  systems  will  therefore  be  even  more  competitive  in  the 
health  care  marketplace  and  more  effective  at  improving  quality 
and  reducing  costs.     Similarly,  the  purchasing  power  of  health 
insurance  networks  (HINs)  will  complement  our  insurance  market 
reforms  to  lower  insurance  costs  and  increase  access. 

By  encouraging  the  use  of  coordinated  care  networks  and 
undertaking  market  reforms,  the  President's  proposal  strengthens 
our  market-based  system  of  health  care  delivery.     Neither  play- 
or-pay  proposals  nor  Canadian-style  single-payer  systems 
adequately  address  the  cost  issue.     Instead  of  changing  the 
incentives  currently  in  place,  play-or-pay  and  single-payer 
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proposals  choose  to  radically  alter  the  health  care  system  at 
great  additional  cost  to  American  taxpayers.     In  contrast,  we 
have  developed  an  interactive  set  of  proposals  to  increase 
insurance  access  and  control  health  care  costs. 


CONCLUSION 

I  agree  with  many  of  the  witnesses  who  have  appeared  before  you 
this  week.     Our  health  care  system  as  it  stands  today  is  flawed. 
Perverse  financial  incentives  and  administrative  inefficiencies 
drive  costs  out  of  control,  while  millions  of  Americans  lack 
access  to  insurance  coverage  and  health  care.     But  there  are  many 
strengths  in  the  current  system.     Our  system  delivers  high 
quality,  technically  innovative  care.     The  President's  plan  will 
preserve  these  qualities,  while  protecting  the  most  vulnerable 
Americans  from  devastating  health  care  costs.     And  we  will 
accomplish  these  goals  without  raising  taxes. 

For  your  information,  I  have  attached  our  comments  on  the 
Congressional  Budget  Office's  analysis  of  the  President's 
comprehensive  health  reform  program. 

Thank  you.     I  will  be  happy  to  answer  any  questions. 
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Comments  on  the  CBO  Analysis  of 
the  President's  Comprehensive  Health  Reform  Plan 

Considering  that  health  care  consumes  13  percent  of  our  GNP, 
the  complexity  of  health  care  financing,  and  the  importance  of 
the  issues  of  cost  and  access,  the  following  comments  are 
preliminary. 

CBO  has  acknowledged  that  under  the  President's  plan, 
significant  expansions  in  access  and  some  cost  savings  would 
occur.      We  believe  that  CBO  has  underestimated  the  reductions  in 
costs  and  cost  growth  that  would  occur  under  the  President's 
plan. 

CBO,  focusing  on  individual  elements,  has  not  recognized  the 
interactive  effects  of  the  President's  plan,  the  synergy  of  the 
entire  comprehensive  plan. 

Unlike  many  other  health  reform  plans  that  fail  to  address  the 
underlying  factors  and  interactions  contributing  to  cost 
increases  in  the  13  percent  of  the  U.S.  economy  now  devoted  to 
health  care,  the  President's  plan  will  treat  the  causes  driving 
spiralling  health  care  costs.     It  treats  the  underlying  causes  of 
health  care  inflation,  not  the  symptoms. 

Our  major  comments  on  the  CBO  analysis  follow,  and  more 
detailed  comments  are  included  in  an  attachment. 

Major  Comments  on  the  CBO  Analysis  on  Cost  Containment 

CBO  has  not  analyzed  the  plan  as  a  whole.     Nearly  every  cost 
containment  and  access  feature  enhances  the  ability  of  other  cost 
containment  features  to  reduce  costs.     Malpractice  reforms, 
increased  use  of  coordinated  care,  prevention,  anti-trust 
improvements,  consumer  information,  automating  health  care 
information,   insurance  market  reforms,  and  the  incentives  for 
cost-effective  purchase  of  health  insurance  provided  by  tax 
credits  all  relate  to  each  other.     While  the  potential 
synergistic  interactions  are  almost  too  great  to  count,  some  of 
those  not  acknowledged  include: 

-      the  incentives  created  by  fixed  dollar  tax  credits  that 

will  create  a  large  new  market  of  individuals  seeking  cost 
effective  plans,  and  the  ripple  effects  throughout  our 
health  system  that  will  have. 

features  that  will  make  coordinated  care  more  effective  in 
improving  quality  and  reducing  costs  such  as: 

o    The  President's  plan  would  vitiate  anti-managed  care 
laws,  which  inhibit  the  ability  of  a  managed  care 
organization  to  eliminate  high  cost  and/or  low  quality 
providers  from  their  networks,  or  even  to  offer 
incentives  for  consumers  to  go  to  high  quality  and/or 
lower  cost  providers. 

o      The  President's  plan  would  clarify  the  ambiguous, 

chilling  anti-trust  standards  that  now  apply  to  PPOs, 
HMOs  and  providers 's  sharing  of  costly  medical 
equipment.     The  Administration  also  will  increase  its 
enforcement  efforts  against  those  in  the  health  care 
industry  who  boycott  such  organizations. 

o    The  President's  plan  to  automate  health  care  information 
and  allow  easy,  low  cost  exchange  of  information  will 
greatly  enhance  the  effectiveness  of  coordinated  care. 
Coordinated  care  relies  on  the  exchange  of  the  best 
information  possible  —  information  on  medical 
histories,  information  on  the  quality  of  providers, 
information  on  costs,  and  more. 

-    The  CBO  analysis  of  "cost  shifting"  fails  to  appreciate  the 
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effects  of  the  President's  plan.     The  market  power  of 
Health  Insurance  Networks  will  restrict  the  ability  of 
providers,  attempting  to  gain  market  position  by  offering 
discounts  to  purchasers  such  as  coordinated  care  plans,  to 
increase  charges  to  those  few  who  must,  effectively,  pay 
whatever  the  provider  charges  them.     At  the  same  time, 
expanded  insurance  coverage  will  diminish  the  incentives 
for  providers  to  engage  in  this  cross-subsidization. 

We  also  believe  CBO  is  far  too  pessimistic  on  the  ability  of 
various  forms  of  coordinated  care  -  even  without  other  changes  - 
to  reduce  costs  and  improve  the  quality  and  value  of  health  care: 

While  CBO  argues  that  HMOs  can  reduce  hospital  use  by  15-2  0 
percent,  and  overall  costs  by  10-15  percent,  a  recent  study 
show  hospital  costs  reduced  by  20  percent  and  overall  costs 
by  25  percent. 

While  CBO  argues  that  other  forms  of  coordinated  care  have 
anywhere  from  no  effect  to  a  5  percent  savings,  recent 
studies  show  greater  savings,  and  recent  developments  in 
the  PPO  industry  indicate  savings  will  be  much  greater  in 
the  future.     CBO  has  failed  to  recognize  that  PPOs,  point - 
of-service  plans,  and  IPAs  are  demonstrating  considerable 
innovation  in  quality  improvement  and  costs  savings,  and 
are  growing  quickly,  which  should  give  them  the  necessary 
market  power  to  achieve  their  savings  potential. 

-  While  CBO  argues  that  Medicaid  coordinated  care  is  unlikely 
to  save  money,  concrete  evidence  from  a  number  of  States 
including  Arizona,  Kentucky,  and  South  Carolina 
demonstrates  the  cost-savings  potential  of  Medicaid 
coordinated  care.     From  a  system-wide  perspective,  if 
coordinated  care  in  Medicaid  is  able  to  produce  better 
value  care  —  less  emergency  room  use  and  more  quality 
primary  care  —  then  even  if  the  Medicaid  program  does  not 
achieve  larger  budgetary  savings,  the  health  care  system 
will  experience  less  cost-shifting  and  fewer  wasted 
resources . 

-  While  CBO  indicates  there  is  no  reliable  evidence  that 
higher  levels  of  HMO  penetration  are  associated  with  lower 
overall  costs,  there  is  recent,  growing  evidence  to  the 
contrary.     One  study  showed  hospital  cost  growth  9.4 
percent  lower  in  markets  with  high  HMO  penetration.  This 
study  demonstrated  over  $1  billion  in  hospital  cost 
savings . 

CBO  notes  that  in  spite  of  the  growth  in  coordinated  care  over 
the  past  decade,  health  care  costs  are  not  lower  now  than  they 
would  have  been  otherwise.     There  is  no  basis  for  such  a 
statement,  since  we  have  no  idea  how  high  costs  would  have  been 
without  the  growth  in  coordinated  care. 

Many  of  CBO's  detailed  analyses  conclude  that  one  primary  reason 
that  savings  would  not  occur  is  that  providers  will  be  able  to 
avoid  reductions  in  their  income,  i.e.,  increase  the  volume  and 
intensity  of  services  and/or  cost  shift  to  other  sectors.  While 
we  acknowledge  that  occurs  in  the  current  system,  we  believe  the 
desire  and  ability  of  providers  to  offset  any  reduction  in  gross 
income  will  be  vastly  reduced  under  our  plan.     Many  of  the 
reforms  we  are  proposing  reduce  input  costs  to  first  line 
providers  (malpractice,  anti-trust,  administrative  costs) ; 
overall  reforms  will  clearly  limit  the  ability  of  providers  to 
cost-shift;  coordinated  care  proposals  will  limit  volume  and 
intensity  increases  in  ways  that  proposals  to  cut  prices  cannot. 

We  believe  that  addressing  the  root  causes  of  health  care  costs, 
rather  than  simply  cutting  provider  payments,  will  produce 
significant  and  growing  savings. 
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CBO's  analysis  of  market  reform  and  the  tax  credit  is  too 
pessimistic  regarding  the  ability  of  the  President's  plan  to 
generate  premium  savings  of  20  percent  in  the  small  group  market. 

o    CBO  presents  an  extensive  discussion  of  reasons  why 

premiums  might  fall  by  less  than  20  percent,  but  does  not 
acknowledge  the  possibility  that  they  might  fall  more. 
Furthermore,  the  discussion  overlooks  the  point  that  even 
if  the  fall  is  less  than  20  percent,  the  increase  in 
coverage  could  still  be  5  million,  or  even  more,   if  the 
elasticity  of  demand  is  in  fact  higher  than  the  "relatively 
conservative"  value  of  0.23  assumed.     For  instance,  if 
estimated  premium  savings  dropped  by  half  but  elasticity  of 
demand  were  0.46,  the  effect  would  be  the  same. 

o    CBO's  discussion  is  based  on  the  premise  that  expanding 
coverage  will  bring  higher  cost  individuals  into  the 
system.     However,  the  Rand  Health  Insurance  Experiment 
found  that  while  workers  without  employer  sponsored  health 
insurance  perceived  themselves  to  be  in  poorer  health  than 
workers  with  such  insurance,  they  did  not  show  much 
evidence  of  "catching  up"  when  provided  with  insurance. 
Total  annual  spending,  during  the  three  experimental  years, 
for  both  groups  (i.e.,  workers  with  and  without  employer 
sponsored  insurance)  was  about  the  same.     Thus,  the 
insurance  reforms  will  certainly  bring  people  with 
expensive  conditions  into  the  insured  group,  but  the  higher 
costs  associated  with  such  people  may  be  balanced  by  the 
lower-than-average  utilization  of  others. 

o    CBO  casts  doubt  on  the  estimate  of  the  potential  for 
reducing  "cost  shifting."    However,  this  may  be  an  even 
larger  source  of  savings  for  private  insurers  than  the 
President's  plan  assumes.    A  recent  upublished  ProPAC 
analysis  found  that  private  insurance  pays  the  average 
hospital  28  percent  more  than  the  costs  of  private 
patients.     The  amount  of  "cost  shifting"  will  drop 
precipitously  under  the  President's  plan. 

o    The  analysis  presents  too  narrow  a  picture  of  the  cost 

saving  nature  of  health  insurance  reforms.     The  President's 
plan  would  eliminate  mandates  and  anti-managed  care  laws 
for  all  insurance,  not  just  within  HINs. 

o    CBO's  discussion  does  not  note  the  overall  intent  of  the 
reforms:  to  shift  the  attention  of  insurers  from  risk 
selection  —  on  which  they  now  concentrate  to  a 
dysfunctional  extent  —  to  risk  management,  working  to 
reduce  inappropriate  care. 

-    The  discussion  overlooks  the  reduction  in  the 

uncertainty  inherent  in  trying  to  accurately  predict 
risk.     Now,  insurers  must  invest  significant  resources 
in  underwriting  and  may  still  guess  wrong  on  future 
expenses  of  any  particular  small  group.  This 
uncertainty  is  reflected  in  risk  premiums.     Under  the 
President's  reforms,  an  insurer  would  be  compensated 
through  the  risk  pool  if  it  acguires  a  more  risk-prone 
book  of  business.     The  need  for  sophisticated 
underwriting  and  high  rates  as  a  contingency  would  no 
longer  exist. 

Detailed  Comments 

Attached  are  detailed  comments  on  the  draft  CBO  review  of  the 
President's  plan.  While  lengthy  and  made  with  serious  thought, 
the  comments  must  be  considered  preliminary. 

The  attached  comments  include  factual  corrections  in  the 
description  of  the  plan,  clarifications  of  how  we  arrived  at  our 
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estimates  (when  CBO  discussed  such) ,  identification  of  areas 
(cost-savings  proposals  and  feature  interactions)  that  CBO  did 
not  address,  identification  of  points  that  CBO  did  not  raise,  and 
identification  of  studies  CBO  may  not  have  been  aware  of. 

The  attached  comments  are  organized  largely  along  the  lines  of 
CBO's  appendices,  without  priority  given  to  the  comments  within 
those  sections.     Cites  are  included  when  possible. 
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TAX  CREDITS  AND  DEDUCTIONS 

Appendix  A 

Regarding  Appendix  A's  discussion  of  the  President's  tax  credit 
and  deduction  reform  proposals: 

-  First,  the  discussion  on  the  tradeoff  rate  between  work  and 
leisure  at  the  margin  ignores  the  considerable  addition  to 
income  represented  by  the  health  credit.     Workers  taking 
advantage  of  the  credit  experience  an  increase  in  income 
through  an  increase  in  their  non-health  budgets  or  an 
acquisition  of  previously  unaffordable  health  insurance. 
This  represents  an  unambiguous  improvement. 

-  Second,  the  impact  of  the  credit  is  not  to  move  an  existing 
0  percent  to  a  79  percent  marginal  tax  rate.     The  basic  15 
percent  income  tax  rate,  the  13.93  percent  reduction  rate 
for  the  earned  income  tax  credit,  and  the  7.65  percent 
payroll  tax  are  all  independent  of  the  proposed  credit. 

-  Third,  the  extra  42.5  percent  implicit  tax  rate  calculated 
by  CBO  should  not  be  compared  with  0  percent.     It  should  be 
compared  with  one  of  a  series  of  alternatives  according  to 
the  Medicaid  status  and  State  of  the  individual/ family 
being  considered. 

+    For  individuals  previously  uninsured  and  unemployed,  the 
credit  does  reduce  the  work  incentive.     But  the  fact 
that  these  persons  are  currently  unemployed  demonstrates 
an  insensitivity  to  higher  incentives;     so  lowering  the 
incentive  seems  likely  to  be  less  important  than 
providing  previously  unavailable  health  insurance. 

+    Individuals  previously  uninsured  and  employed  typically 
have  such  low  incomes  that  the  absolute  need  for  income 
is  more  important  than  the  impact  of  changes  in  an 
implicit  marginal  tax  rate. 

+    Individuals  who  are  covered  by  Medicaid  in  States  that 
maintain  their  Medicaid  programs  will  see  no  change  as 
long  as  they  maintain  their  Medicaid  eligibility.  But 
this  eligibility  has  a  true  work  disincentive.  Medicaid 
recipients  who  earn  an  extra  $100  a  month  that  makes 
them  ineligible  for  Medicaid  can  lose  $400  per  month  in 
Medicaid  coverage. 

+    The  important  point  is  that  while  Medicaid-covered 

individuals  in  States  that  reorganize  their  Medicaid  and 
tax  credit  program  under  one  plan  do  face  high  marginal 
tax  rates,  they  still  have  positive  work  incentives 
while  the  existing  Medicaid  structure  has  true  work 
disincentives . 


-  Fourth,  employer  contributions  to  employee  health  insurance 
premiums  act  to  reduce  the  impact  of  the  42.5  percent 
implicit  marginal  tax  rate.     Employer  contributions  reduce 
the  income  range  against  which  the  high  marginal  rate 
applies.     For  example  if  an  employer  pays  $1875  (half  of 
the  $3750  family  tax  credit) ,  then  the  high  marginal  rate 
will  apply  to  only  the  first  half  of  the  income  range 
between  100  and  150  percent  of  poverty. 

-  Fifth,  while  economists  would  all  agree  on  the  advantages 
of  lower  marginal  tax  rates  considered  in  isolation,  these 
advantages  must  be  evaluated  relative  to  other  goals.  The 
budgetary  costs  of  such  lower  rates  are  prohibitive  in  the 
current  environment. 

-  Sixth,  by  reducing  the  cost  of  labor  for  employers,  small 
business  will  be  able  to  compete  for  labor  at  less  of  a 
disadvantage  vis-a-vis  large  firms. 
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-    Seventh,  while  increases  in  labor  effort  may  result  in  some 
increase  in  out-of-pocket  expenses  for  health  insurance,  to 
criticize  this  feature  is  (in  effect)  to  attack  the 
progressive  design  of  the  credit  aimed  at  making  health 
insurance  more  affordable  for  the  poor. 

o    Page  3  notes:  "The  insurance  provider  would  then  receive  the 
credit  through  its  tax  return.     This  feature  could  pose 
repayment  problems  for  low-income  families  whose  income 
increased  during  the  year." 

The  President's  plan  is  not  specific  about  how,  or  to  whom, 
individuals  or  families  with  unanticipated  rising  incomes 
will  be  required  to  pay  their  (unanticipated)   share  of  the 
premiums.       However,  the  fact  that  the  insurance  provider 
would  receive  the  initial  credit  through  its  (quarterly?) 
tax  report  poses  no  repayment  problems. 


MARKET  REFORM 

Appendix  B 

CBO's  paper  discusses  the  President's  proposal  and  includes 
extensive  discussion  of  reasons  (on  pages  8  and  9)  to  think 
premiums  might  fall  by  less  than  20  percent. 

In  general: 

o    The  analysis  did  not  acknowledge  that  premiums  might  fall  more 
by  more  than  20  percent. 

o    CBO  agreed  that  the  Administration's  elasticity  of  demand 

assumption  was  "relatively  conservative."    Therefore,  even  if 
the  premium  decline  is  less  than  20  percent,  the  increase  in 
coverage  could  still  be  5  million,  or  even  more,   if  the 
elasticity  of  demand  is  in  fact  higher  than  assumed.  For 
instance,  if  estimated  premium  savings  dropped  by  half  but 
elasticity  of  demand  were  0.46  instead  of  the  "relatively 
conservative"  0.23,  the  effect  would  be  the  same. 

With  regard  to  premium  reductions  and  risk  selection: 

o    In  general,  the  discussion  does  not  note  the  overall  intent  of 
the  reforms:  to  shift  the  attention  of  insurers  from  risk 
selection  —  on  which  they  now  concentrate  to  a  dysfunctional 
extent  —  to  health  cost  containment,  working  to  reduce 
inappropriate  care. 

o    Appendix  B  mischaracterizes  the  definition  of  "risk"  used  in 
finance  and  economics.     (".   .   .  because  insurers  would  be 
assuming  a  higher  level  of  risk  under  the  proposals,  there 
would  be  a  tendency  for  insurers'  costs  and  premiums  to 
increase.")     Risk  is  associated  with  variability  in  expected 
levels,  not  in  the  value  of  the  expected  level  itself.  The 
President's  market  reform  proposals  would  increase  the  pool 
size,  reducing  uncertainty  and  variability,  which,  therefore, 
should  reduce  the  premium  levels  associated  with  risk 
assumption  activities.     None  of  the  reasons  presented  for 
higher  premiums  suggests  an  increase  in  variability  or  risk. 

o    In  fact,  the  discussion  overlooks  potential  savings  from 
reduced  variability  of  benefits  under  the  President's  plan. 
Now,  an  insurer  must  invest  significant  resources  in 
underwriting  capability  and  may  still  guess  wrong  on  future 
expenses  of  any  particular  small  group.     Some  insurers  set 
rates  artificially  high  as  a  contingency;     others  gamble  with 
lower  rates  to  capture  greater  market  share.     Once  the 
President's  reforms  were  fully  phased  in,  an  insurer  would  be 
compensated  through  the  risk  pool  if  it  acquires  a  more  risk 
prone  than  average  book  of  business.     The  need  for 
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sophisticated  underwriting  and  high  rates  as  a  contingency 
would  no  longer  exist. 

o    The  Administration  intends  that  the  pre-existing  condition 
limit  would  not  apply  as  long  as  an  individual  remains 
continuously  insured,  with  only  a  minimal  gap  in  coverage,  for 
example,  when  changing  jobs. 

-  It  is  not  intended  to  permit  individuals  to  "game  the 
system"  and  wait  until  the  last  minute  when  they  know  they 
need  health  services  before  buying  insurance. 

-  The  National  Association  of  Insurance  Commissioners  (NAIC) 
adopted  a  proposal  conceptually  very  similar  to  the 
President's  in  this  regard,  which  was  drafted  and  supported 
by  insurers,  most  of  whom  found  its  provisions  adequately 
addressed  their  risk  exposure.     The  NAIC  plan  permits  one 
pre-existing  condition  exclusion  of  no  more  than  12  months 
for  a  condition  manifesting  no  more  than  6  months  previous, 
as  long  as  an  individual  remains  continuously  insured  (with 
a  gap  in  coverage  of  no  more  than  30  days) ,  and  a  provision 
for  an  18  month  exclusion  for  an  individual  who  enrolled  in 
the  insurance  plan  later  than  he  first  could  have  done  so. 

o    The  Rand  Health  Insurance  Experiment  provides  evidence  that 
those  workers  without  employer-sponsored  health  insurance 
perceived  themselves  to  be  in  poorer  health  than  workers  with 
such  insurance  and  yet  did  not  show  much  evidence  of  "catching 
up"  when  provided  with  insurance.     Total  annual  spending, 
during  the  three  experimental  years,  for  both  groups  (i.e., 
workers  with  and  without  employer-sponsored  insurance)  was 
about  the  same. 

Thus,  the  insurance  reforms  will  certainly  bring  people  with 
expensive  conditions  into  the  insured  group,  but  the  costs 
associated  with  such  people  may  be  more  than  offset  by  the 
lower-than-average  utilization  of  others. 

Source:  "Health  Status  and  Health  Care  Use  of  Uninsured 
Workers,"  by  M.  Susan  Marquis  and  Ellen  R.  Harrison.     The  Rand 
Corporation. 

OMB  staff  analysis  indicated  the  potential  effect  of  entry  of 
high  risks  and  exit  of  low  risks  from  the  small  group  pool 
would  be  insignificant  in  its  impact  on  coverage. 

Regarding  premium  savings  and  the  Administrative  costs  of  Health 
Insurance  Networks  (HINs) : 

o    The  appendix  indicates  that  the  President's  plan  assumes  that 
administrative  costs  for  HINs  would  average  about  nine 
percent,  comparable  to  that  for  firms  with  more  than  2,500 
employees. 

In  fact,  the  Administration's  analysis  assumed 
administrative  cost  of  about  15  percent  for  an  average  HIN, 
comparable  to  averages  associated  with  a  firm  size  of  about 
500  workers. 

-  The  HIN  participation  rate  is  likely  to  be  high  given  the 
very  substantial  savings  possible,  especially  for  firms 
with  fewer  than  10  workers. 

Regarding  premium  savings  and  assumptions  about  savings  from 
coordinated  care  and  cost-shifting: 

o    CBO  apparently  believes  that  the  Administration's  10  percent 
premium  savings  assumption  for  general  reforms  (e.g., 
excluding  small  market  reforms)  includes  a  15  percent  savings 
assumption  for  managed  care  and  a  7  percent  savings  for 
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reduced  "cost  shifting."    This  is  not  correct  —  savings  from 
coordinated  care,  malpractice  reform,  preemption  of  State 
mandated  benefit  laws,  State  anti-managed  care  laws, 
prevention,  improved  consumer  information,  outcomes  research, 
and  reduced  "cost  shifting"  were  assumed  to  total  10  percent. 

o    As  noted  in  other  sections,  we  also  believe  CBO  underestimates 
potential  savings  from  various  forms  of  coordinated  care. 

o    Savings  from  reduced  "cost  shifting"  may  be  an  even  larger 
source  of  savings  for  private  insurers  than  the  President's 
plan  assumes. 

-  A  recent  unpublished  ProPAC  analysis  found  that  private 
insurance  pays  the  average  hospital  28  percent  more  than 
the  costs  of  private  patients.     This  suggests  a  much  higher 
"cost  shift"  than  the  President's  plan  assumed. 

-  While  the  potential  for  "cost  shifting"  will  continue,  one 
can  make  a  strong  argument  that  it  will  be  significantly 
lower  than  it  is  today. 

Source:  ProPAC  1991  study  of  "cost  shifting."  Unpublished. 

Regarding  premium  reductions  and  savings  from  eliminating 
mandated  benefits  and  ant i -managed  care  laws: 

o    The  President's  plan  would  eliminate  mandates  and  anti-managed 
care  laws  for  all  insurance,  not  just  within  HINs. 

-  Even  for  those  small  firms  not  joining  a  HIN,  substantial 
cost  saving  would  be  available:     paperwork  burden 
reduction,  no  State  mandates,  no  State  anti-managed  care 
laws,  reduced  risk  costs  due  to  rating  restriction  and 
small  group  risk  pool  (not  quantified) ,  and  reductions  in 
other  administrative  and  marketing  costs  due  to  less 
churning  of  the  market. 

-  HINs  would  enjoy  all  of  the  savings  above,  plus:  lower 
administrative,  claims,  and  other  costs  due  to  group 
purchasing,  and  no  State  premium  taxes. 

Other  sources  of  premium  reductions  not  addressed: 

o    CBO's  analyses  does  not  mention  the  advantages  of  requiring 
each  HIN  to  offer  at  least  one  coordinated  care  option  and  to 
use  standard  claims  forms. 


Additional  Clarifications: 

o    Appendix  B  indicates  that  if  the  States  fail  to  adopt  reforms, 
the  federal  government  would  implement  preemptively.  This 
suggests  a  more  heavy-handed  approach  than  described. 

-  The  President's  plan  envisions  a  collaborative  role  with 
States  continuing  to  do  most  insurance  regulation  and  the 
Federal  government  supplementing  that  with  fall-back 
mechanisms.     Even  in  a  case  where  a  State  failed  to  adopt 
small  group  market  reforms  and  the  Federal  fall-back  is 
triggered,  it  would  only  apply  to  these  reforms. 

-  The  many  other  existing  State  insurance  roles,  such  as 
licensing  insurers  and  agents,  regulating  marketing  and 
other  insurance  operational  practices,  approving  claims 
forms,  regulating  solvency,  etc.  would  remain  in  place. 

o    Appendix  B  also  states  that  colleges  must  offer  continuation 
coverage  after  a  student's  graduation.     The  plan  actually 
provides  for  continuation  coverage  to  students  whether  they 


562 


graduate  or  leave  for  some  other  reason.     This  should  increase 
the  impact  and  availability  of  coverage  for  many  students  who 
must  interrupt  their  education  prior  to  graduation. 

o    Appendix  B  misstates  the  requirement  to  offer  the  basic  plan 
by  saying  that  "at  least  two  large  insurers  in  each  state 
would  be  required  to  offer  a  basic  plan  specified  by  the 
state  " 

-  The  President's  plan  suggests  that  States  may  specify  more 
than  one  basic  plan. 

The  requirement  would  be  imposed  upon  insurers  only  if  no 
insurers  voluntarily  offered  the  State-specified  basic  plan 
or  plans.     The  insurers  so  designated  need  not  themselves 
be  "large;"  they  must  have  a  significant  market  share. 

o    CBO  implies  that  risk  sharing  pools  would  require 

participation  from  all  insurers  providing  individual  coverage. 
In  fact,  only  those  insurers  providing  individual  coverage  to 
credit  recipients  would  be  required  to  participate. 

-  While  we  believe  most  insurers  would  find  the  new  credit 
recipient  market  attractive,  some  may  not.     The  credit  is 
an  incentive  for  insurer  participation  which  carries  with 
it  the  obliqation  to  meet  certain  requirements,  but  is  not 
an  absolute  mandate. 

o    The  President's  plan  states  that  the  amounts  received  by  an 
insurance  company  also  would  be  subject  to  health  status 
adjustments.     Because  the  health  status  adjustment  would  be 
implemented  immediately  for  the  individual  credit  market,  this 
could  mitigate  the  need  for  variation  in  rates  by  age  in  the 
individual  credit  market. 


COORDINATED  CARE 

Appendix  C 

Regarding  staff  model  HMO  savings: 

o    Available  evidence  indicates  that  staff-model  HMOs  and  fully 
integrated  group-model  HMOs  can  have  a  larger  impact  on  costs 
than  reduced  hospital  use  of  15-20  percent  and  reduced  total 
health  care  spending  of  10-15  percent: 

-  The  figures  cited  by  CBO  are  averages  that  obscure  large 
differences  found  in  analysis  of  individual  plans.     If  some 
HMOs  are  able  to  have  large  impacts  on  utilization,  other 
HMOs  using  the  right  incentives  and  techniques  could 
potentially  achieve  similar  results. 

-  A  controlled  trial  reported  by  Manning  et  al.  that  compared 
service  use  for  individuals  randomly  assigned  to  fee-for- 
service  compared  to  individuals  assigned  to  a  prepaid  group 
practice  (Group  Health  Cooperative  of  Puget  Sound)  found 
that: 

+    hospital  admissions  and  days  for  the  HMO  study  groups 
were  40  percent  lower  than  admissions  and  days  for  the 
fee-for-service  (FFS)  group; 

+    health  expenditures  per  person  were  approximately  25 
percent  lower  in  the  HMO  groups  than  the  FFS  group. 

Regarding  savings  from  "other  forms  of  managed  care": 

o    We  assume  that  CBO  references  to  "other  forms  of  managed  care" 
include  IPA-HMOs,  PPOs,  and  point-of -service  plans. 
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o    Recent  developments  indicate  that  other  forms  of  managed  care 
have  will  have  greater  cost  savings  than  the  estimate^  made  by 
CBO  —  a  range  of  no  impact  to  an  8  percent  reduction,  in 
hospital  use  and  overall  savings  ranging  from  nothing  to  5 
percent . 

-  Although  early  evidence  indicated  that  IPAs  were  of  limited 
effectiveness  in  controlling  utilization  of  services,  the 
structure  of  IPAs  has  evolved  significantly  in  recent 
years.     Initially,  IPAs  used  slightly  modified  fee-for- 
service  arrangements.     More  recently,  they  have  evolved 
into  more  tightly  controlled  organizations. 

-  A  recent  study  of  41  HMOs  (Nelson,  1990)  found  that  in 
contrast  to  the  utilization  control  incentives  employed  by 
early  IPAs,  the  IPAs  in  the  study  were  just  as  likely  to 
capitate  their  physicians  as  group  model  plans.  In 
addition,  based  on  aggregate  reported  plan  data,  the  IPAs 
had  lower  use  rates  than  staff  model  plans. 

-  Another  study  (Hillman,  1989)  of  283  plans  indicated 
physician  capitation  and  putting  physicians  at  risk  for 
deficits  in  physician  referral,  hospital  use  and  outpatient 
tests,  significantly  affected  the  ability  of  plans  to 
control  utilization. 

These  studies  indicate  that  the  findings  of  earlier  studies 
suggesting  that  IPAs  are  ineffective  at  controlling 
utilization  are  outdated  and  suggest  that  physician  incentive 
arrangements  are  more  important  than  model  type  in  reducing 
utilization. 

-  A  recent  Group  Health  Association  of  America  (GHAA)  survey 
found  that  surgery  rates  for  procedures  that  have  shown 
wide  variability  nationwide  (hysterectomy,  prostatectomy, 
coronary  artery  bypass,  cardiac  catheterization,  and 
cholecystectomy)  were  lower  among  HMO  patients  while  the 
rate  for  a  procedure  that  is  not  highly  variable  (inguinal 
hernia  repair)  differed  little  from  national  experience. 
The  GHAA  survey  data  suggests  that  expansion  of  HMO 
enrollment  would  have  a  significant  effect  on  overall  rates 
of  unnecessary  surgery. 

-  Experience  with  other  federal  programs  such  as  CHAMPUS 
indicate  the  ability  of  coordinated  care  systems,  other 
than  staff  or  group  model  HMOs,  to  reduce  health  care 
spending.  The  CHAMPUS  Reform  Initiative  (CRI)  was  designed 
to  reduce  health  care  costs  and  improve  beneficiary  access 
to  care  through  coordinated  care  and  other  features.  The 
study  revealed  the  following: 

+    Total  program  costs  for  CRI  States  increased  by  2 

percent  over  the  two  year  period.     In  contrast,  total 
CHAMPUS  costs  in  the  other  48  States  increased  by  16 
percent . 

+    Matching  CRI  and  non-CRI  sites,  health  care  costs  in  CRI 
sites  actually  decreased  by  20  percent  over  a  two  year 
period,  while  costs  in  non-CRI  sites  increased  by  13 
percent.     Inpatient  costs  and  utilization  dropped 
sharply  in  the  CRI  areas. 

—  Total  per  capita  costs  increased  by  4  percent  in  the 
CRI  sites,  below  the  11  percent  increase  in  the  non- 
CRI  areas. 

—  The  growth  rate  in  outpatient  CHAMPUS  costs  was  lower 
under  CRI. 

-  Data  from  the  American  Association  of  Preferred  Provider 
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Organizations  on  the  20  PPOs  that  have  been  fully 
accredited  under  the  American  Accreditation  Program 
indicate  that  these  organizations  have  achieved  hospital 
utilization  rates  comparable  to  those  achieved  by  HMOs  (305 
inpatient  days  per  1,000  for  fully  accredited  PPOs,  316  for 
HMOs,  499  for  fee-for-service) . 

-  An  analysis  of  claims  experience  of  point-of-service  plans 
with  primary  care  gatekeepers  performed  by  the  Wyatt 
Corporation  found  savings  associated  with  a  gatekeeper 
function  of  4.23  percent  to  13.5  percent  of  total  claims. 

Regarding  the  ability  of  coordinated  care  to  generate  on-going 
savings  and  spillover  savings: 

o    In  recent  years,  premium  increases  for  HMOs  have  consistently 
been  below  the  level  of  growth  in  premiums  for  indemnity 
insurance.       This  is  true  despite  the  fact  that  indemnity 
plans  in  the  last  few  years  have  been  increasing  enrollee 
copayments,  which  would  normally  reduce  the  size  of  the 
premium  increase,  while  copayments  faced  by  HMO  enrollees  have 
generally  been  holding  constant. 

o    In  regard  to  PPOs,  data  through  1988  do  indicate  that  premium 
increases  for  PPOs  were  the  same  as  increase  for  indemnity 
plans.     However,  in  the  most  recent  years  it  appears  that 
premium  increases  for  PPOs  are  beginning  to  move  below  the 
rate  of  growth  for  indemnity. 

o    Recent  evidence  suggests  that  higher  levels  of  HMO  market 

penetration  are  associated  with  lower  FFS  costs  in  the  market 
area. 

-  Robinson  (1991)  compared  the  impact  of  HMO  market 
penetration  on  hospital  cost  inflation.     The  study  revealed 
the  following: 

+    Hospitals  that  operated  in  high  penetration  markets 

experienced  a  rate  of  growth  in  costs  per  admission  9.4 
percent  lower  than  markets  with  low  HMO  penetration 
between  1982  and  1988. 

+    Hospitals  with  estimated  savings  greater  than  15  percent 
in  1988  were  in  markets  with  high  HMO  penetration. 

+    75  percent  of  the  hospitals  in  the  study  had  an 

estimated  HMO-induced  cost  savings  between  1  percent  and 
12  percent. 

+    HMO  coverage  grew  from  an  average  of  8.3  percent  of  all 
admissions  in  local  hospital  markets  in  1983  to  17 
percent  of  all  admissions  in  1988.     The  decrease  in 
hospital  admissions  and  utilization,  as  a  result  of  this 
increase  in  HMO  market  penetration,  has  resulted  in  an 
estimated  cost  savings  of  $1.04  billion  for  the 
hospitals  in  the  study  for  1988. 

-  Welch  (1990)   found  that  for  every  10  percent  of  HMO  market 
share,  HMOs  decrease  Medicare  expenditures  by  1.2  percent 
in  the  short  run  and  by  as  much  as  3.9  percent  in  the  long 
run.     Although  imperfect  methodologically,  the  study  showed 
a  significant  effect  of  HMO  market  penetration  on  overall 
expenditures. 

-  A  study  conducted  by  Thompson  (1991)  compared  the  impact  of 
markets  with  high  and  low  HMO  penetration  on  hospitals 
between  1986  and  1990.     The  findings  reveal: 


+    High  HMO  market  penetration  was  associated  with  slower 
rates  of  growth  in  the  median  adjusted  expenses  per 


565 


hospital  admission.     The  expense  per  adjusted  admission 
in  low  penetration  areas  (7.83  percent)   increased  at  a 
compounded  annual  rate  double  the  rate  in  high 
enrollment  areas  (4.46  percent). 

+    Hospital  revenues  in  areas  of  low  enrollment  grew  at  a 
rate  relatively  higher  than  in  high  enrollment  areas. 
Furthermore,  hospitals  in  low  HMO  penetration  areas  were 
more  profitable  than  high  penetration  areas. 

+    The  average  annual  rate  of  decline  in  LOS  was  higher  for 
hospitals  in  high  enrollment  areas  (3.83  percent)  than 
hospitals  in  low  enrollment  areas  (2.56  percent). 


In  response  to  the  overall  Appendix  C's  assertion  that  the  growth 
in  the  number  of  people  subject  to  managed  care  over  the  past 
decade  has  not  been  associated  with  a  significant  overall 
reduction  in  national  health  expenditures,  relative  to  what  they 
would  have  been  in  the  absence  of  this  expansion  of  managed  care: 

The  basis  of  this  statement  is  not  at  all  clear.  No 
methodology  exists  to  accurately  predict  what  national  health 
expenditures  would  have  been  without  the  growth  in  coordinated 
care.     In  addition,  even  if  such  a  methodology  existed,  the 
impact,  to  date,  of  coordinated  care  is  not  an  indicator  of 
its  true  potential  for  a  number  of  reasons: 

-  Numerous  States  have  enacted  laws  which  restrict  the 
development  and  use  of  coordinated  care. 

With  enrollment  growth,  the  market  clout  of  coordinated 
care  plans  has  been  increasing  and  will  continue  to 
increase . 

-  Methods  for  controlling  costs  have  been  evolving  and 
improving  over  time. 

-  Providers  and  physicians  are  still  able  to  shift  costs  to 
non-coordinated  care  payors,  but  will  be  less  able  to  do  so 
under  the  President's  plan. 

INFORMATION  FOR  PURCHASING 
HEALTH  SERVICES  AND  INSURANCE 

Appendix  D 

We  believe  the  potential  for  purchaser  information  to  reduce 
costs  is  considerable. 

Appendix  D's  claims  that  consumers  will  not  be  cost-conscious 
without  the  incentive  of  significant  cost-sharing  provisions  and 
states  that  it  remains  to  be  demonstrated  that  cost  and  quality 
data  can  be  generated  for  consumers: 

-  CBO's  paper  does  not  acknowledge  that  —  lacking  empirical 
evidence  —  savings  and  quality  improvements  may  be 
substantial,  rather  than  minimal.    As  costs  increase  and 
larger  proportions  of  consumers'  discretionary  income  are 
used  to  cover  cost-sharing,  the  incentive  for  consumers  to 
seek  out  cost-effective  providers  grows. 

-  Consumers  are  already  more  involved  in  their  health  care 
choices.     For  example,  Cleveland  Health  Quality  Choice 
(CHQC)  should  be  routinely  producing  reports  for  employers 
this  year.     While  these  reports  focus  on  employer 
purchasing  decisions,  CHQC  expects  that  employers  will 
share  this  information  with  employees  as  they  choose 
providers.     Similarly,  federal  employees  routinely  use  the 
Washington  Consumers'  Checkbook  to  choose  among  insurance 
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plans.  This  information  can  be  generated  for  consumer  use. 

CBO's  report  is  critical  of  a  focus  on  providing  information  only 
to  consumers,  rather  than  providing  two  levels  of  information 
(consumers  and  large  purchasers) .    We  agree,  but  the  President's 
plan  encourages  local  consortia  to  develop  information  for 
different  types  of  audiences: 

-  Comparative  cost  and  guality  information  on  insurers  and 
plans  to  consumers;  and 

-  Comparative  information  on  providers  (costs  and  outcomes) 
to  large  purchasers,  including  benefit  mangers  and  point - 
of -service  contractors. 

This  approach  would  better  target  timely  and  useful 
information  for  decision  making  and  increase  the  savings 
potential  of  "blue  books." 

Regarding  the  conclusion  on  page  18  states  that  "it  is  unlikely 
that  provision  of  additional  information  to  providers,  by  itself, 
would  significantly  reduce  national  health  expenditures": 

We  believe  added  factors  beyond  the  assumption  that 
providers  would  change  their  behavior  to  adjust  for 
decreased  revenues  from  guidelines  should  be  considered. 
Additional  information  to  providers  could  reduce 
expenditures  for  two  reasons:   (1)  Information  on  efficacy 
of  alternative  procedures  should  lead  to  a  reduction  in 
unnecessary  services;  and  (2)   "Defensive"  procedures  should 
decline  with  the  dissemination  of  guidelines. 

The  CBO  analysis  cites  a  1988-1989  survey  of  directory  use  by 
Medicare  beneficiaries,  arguing  that  consumers  are  unlikely  to 
use  this  information  when  choosing  a  provider.     However,  this 
study  may  not  be  applicable  to  the  entire  population  for  several 
reasons: 

Participating  physician  directories  were  relatively  new  at 
the  time  of  the  study; 

-  Medicare  beneficiaries  are  more  likely  to  have  established 
relationships  with  providers  and  would  therefore  be  less 
willing  to  change  to  a  lower  cost  providers;  and 

-  Medicare  beneficiaries  are  more  highly  insulated  from 
health  insurance  premiums  and  copayments  than  the  under-65 
population  because  of  Medicare  and  employer-provided 
Medigap  coverage. 

More  importantly,  despite  the  finding  that  most  Medicare 
beneficiaries  do  not  use  the  directories,  the  percentage  of 
Medicare  charges  from  participating  physicians  has  increased 
to  over  70  percent  of  physician  charges.     We  believe  that 
publication  of  the  directories  may  encourage  physicians  to 
participate  and  to  develop  referral  networks  with  other 
participating  physicians. 

Regarding  the  CBO  statement  that  "most  guidelines  developed  to 
date  have  focused  on  the  underuse  or  misuse  of  services": 

We  note  the  misuse  of  services  has  cost  implications  for 
unnecessary  care,  inappropriate  care  and  malpractice 
proceedings  —  all  cost-drivers  in  the  current  system. 


PREVENTIVE  HEALTH  CARE 

Appendix  E 
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o    Regarding  early  detection  and  treatment  of  disease  as  an 

alternative  to  delaying  treatment  until  later  in  the  disease 
process,  we  note  that  the  analysis  does  not  appear  to  consider 
that  prevention  also  reduces  the  economic  cost  of  loss  of  life 
and  loss  of  productivity. 

o    The  report  questions  the  effectiveness  of  counseling  to 

encourage  life-style  modification.     However,  the  1989  Report 
of  the  U.S.  Preventive  Services  Task  Force  reviews  sound 
clinical  reasons  for  counseling  and  cites  numerous  studies  of 
effective  counseling  efforts  to  prevent  tobacco  use  and  motor 
vehicle  injuries,  to  improve  nutrition  and  many  other 
preventive  health  efforts.     Personal  responsibility  in 
improving  health  must  be  emphasized  to  complete  an  effective 
health  care  system. 


MALPRACTICE  LAW 

Appendix  F 

In  general: 

o    although  the  direct  costs  of  malpractice  premiums  are  the 
simplest  to  quantify  and  represent  only  a  small  part  of 
overall  health  spending,  the  indirect  costs  to  the  system 
(e.g.,  "positive"  and  "negative"  defensive  medicine)  are 
potentially  large.     These  costs  are  ultimately  passed  on  to 
government,  to  private  industry,  and  to  consumers  through 
higher  intensity  and  costs  of  services,  and  decreased  access 
to  vital  health  services. 

o    While  the  real  risk  of  a  malpractice  claim  for  a  provider  has 
increased  in  recent  years,  the  1990  Harvard  Medical  Practice 
study  in  the  State  of  New  York  showed  that  physicians' 
perceived  risks  are  still  three  times  higher  than  their  actual 
risk.     This  inaccurate  perception  of  risk,  coupled  with  our 
current  system  of  inflated  malpractice  awards,  augments 
providers'  fears  of  malpractice  suits.     This  perception  also 
skews  providers'  judgements  about  which  patients  truly  are 
high  risks. 

Regarding  "positive"  costs  of  defensive  medicine: 

o    While  we  agree  that  the  "positive"  defensive  medicine 

practices  are  difficult  to  quantify,  any  increase  in  intensity 
of  services,  especially  services  in  which  the  costs  are  in 
excess  of  the  benefits,  increases  overall  health  care  costs. 

-  A  1987  study  (Reynolds,  Rizzo,  and  Gonzalez)  estimated  the 
costs  of  premiums,  practice  changes  in  response  to 
liability,  and  costs  of  incurring  claims.     The  authors' 
estimates  from  two  methods  were  $13.7  and  $12.1  billion  in 
1984,  when  $75.4  billion  was  spent  on  physicians'  services. 

o    We  believe  defensive  medicine  is  more  widespread  than  implied 
in  the  CBO  analysis. 

-  Weisman,  Morlock  and  others  ("Practice  Changes  in  Response 
to  the  Malpractice  Litigation  Climate,"  1989)  reported  that 
51  percent  of  physicians  in  three  specialties  made  changes 
in  their  practice  in  the  previous  two  years  as  a  result  of 
the  malpractice  litigation  climate.  These  physicians  also 
reported  raising  their  patient  fees. 

Regarding  "negative"  defensive  medicine: 

o    We  believe  the  consequences  of  negative  defensive  medicine  are 
more  important  than  implied  in  Appendix  F.  Studies  show  that 
significant  numbers  of  providers  are  changing  their  practices 
because  of  their  fear  of  being  sued. 
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In  a  1991  document  by  the  American  College  of  Obstetricians 
and  Gynecologists  (ACOG)    ("Improving  Access  to  Maternity 
Care:  Obstetric  Provider  Participation  in  Medicaid")  the 
providers  themselves  listed  professional  liability  as  one 
of  the  major  obstacles  to  their  participation  in  the 
Medicaid  program. 

-  An  ACOG  survey  in  1990  showed  that  12.2  percent  of 
obstetrician-gynecologists  quit  delivering  babies  because 
of  liability  pressures,  and  24.2  percent  limited  their  care 
of  high-risk  women. 

In  a  hearing  before  the  Senate  Finance  Committee  (October 
18,  1991)  ACOG  testified  that  almost  40  percent  of  Texas 
family  physicians  and  approximately  one-half  of  Nevada's 
rural  family  physicians  have  stopped  delivering  babies. 

o    In  a  1989  survey,  Lomas,  Anderson  and  others  assessed  the 
effects  of  practice  guidelines  on  the  use  of  cesarean 
sections.     The  authors  found  that  one  third  of  the  hospitals 
and  obstetricians  reported  changing  their  practice  as  a 
consequence  of  the  guidelines.     Inadequate  knowledge  about  the 
most  appropriate,  effective,  or  efficient  services  often  leads 
physicians  to  provide  more  rather  than  fewer  costly  medical 
practices.     The  further  development  and  use  of  practice 
guidelines  will  assist  physicians  to  change  and  improve  upon 
their  professional  judgement  according  to  nationally 
recognized  guides.     Increasing  the  use  of  guidelines  will  help 
to  keep  defensive  medical  practices  from  becoming  the  default 
standard  of  care. 

REDUCING  ADMINISTRATIVE  COSTS 

Appendix  G 

Clarifications: 

o      The  President's  plan  calls  for  the  standardization  of 

health  insurance  claim  forms  —  electronic  and  paper  —  not 
claims  procedures.     The  plan  does  not  propose  to 
standardize  the  manner  in  which  claims  are  treated  once 
they  are  received  by  individual  insurers. 

o      In  addition,  the  President's  plan  does  not  specifically 
propose  that  computerized  clinical  information  will  be  on 
patient  cards.     The  plan  does  suggest  that,  in  the  future, 
cards  could  possibly  hold  clinical  information. 

Regarding  CBO's  analysis  of  potential  savings: 

o    CBO  indicates  that  our  suggested  savings  from  electronic 
billing  of  $1  and  $2  per  claim  depend  heavily  on 
standardization  of  claims  procedures. 

In  fact,  we  assume  that  the  $1  to  $2  savings  from 
electronic  processing  can  be  achieved  without  any 
standardization.     Savings  from  standardization  would  accrue 
in  addition  to  these  figures. 

-  It  is  worth  noting  that  electronic  billing  saves  time  and 
effort  for  both  patients  and  providers.     Patients  are 
spared  the  paperwork  hassles  of  filing  claims.  Providers 
can  receive  more  prompt  payments  and  experience  fewer 
problems  with  collection. 

Regarding  patterns  of  care  analysis: 

o    It  is  incorrect  to  assume  that  consensus  about  appropriate 
patterns  of  care  is  necessary  for  provider  profiling. 

-  Physician  profiling  already  is  used  both  in  Medicare  and  in 
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the  private  sector.     (The  Physician  Payment  Review 
Commission  recently  had  a  conference  on  profiling  methods.) 

-  Within  the  year,  HCFA  plans  to  move  to  patterns  of  care 
analysis  through  the  Uniform  Clinical  Data  Set  for  PRO 
review. 

Practice  guidelines  are  not  necessary  for  patterns  of  care 
analysis. 

Regarding  automation  and  patient  confidentiality: 

o    We  agree  that  confidentiality  issues  may  be  a  barrier  to  the 
introduction  of  electronic  cards.      As  such,  we  are  taking 
steps  to  ensure  that  the  technology  ultimately  used  for 
patient  cards  ensures  that  patient  information,  both  clinical 
and  insurance  related,  remains  confidential. 

o    It  is  worth  noting  that  patient  cards  offer  some  advantages  in 
confident ial ity : 

-  Patients  hold  their  own  cards. 

-  These  cards  are  easily  configured  to  distinguish  several 
levels  of  security  so  that,  for  example,  doctors  and  payers 
would  only  have  access  to  information  appropriate  to  each. 


PROPOSALS  FOR  THE  MEDICAID  PROGRAM 

Appendix  H 

We  disagree  that  States  would  "assume  greater  financial 
responsibility  for  Medicaid"     (page  42) : 

o    In  fact,  the  Federal  spending  would  keep  pace  with  the  numbers 
of  people  eligible  for  Medicaid,  and,  under  option  2,  with  the 
total  number  of  people  below  poverty.     This  would  not  be  a 
"cap,"  rather  Federal  payments  to  States  would  be  capitated 
and  would  vary  based  on  the  number  of  individuals  served  by 
the  State.     Per  capita  Federal  spending  amounts  would  also  be 
allowed  to  grow  faster  than  the  general  rate  of  inflation. 

States  would  bear  an  increasing  share  of  total  spending  only 
if  total  spending  grew  faster  than  the  index  that  is 
established  in  the  President's  proposal.     That  index  includes 
a  factor  for  general  inflation,  plus  an  add-on  factor  to  that 
percentage,  and  allows  for  population  growth. 

In  addition,  the  President's  proposal  provides  the  States 
several  tools  to  better  control  their  health  care  spending. 

-  Barriers  to  increased  utilization  of  coordinated  care  would 
be  reduced.     Coordinated  care  is  an  effective  management 
tool  for  States  to  control  their  spending. 

-  The  tax  credit  program  for  the  poor  would  provide  a  large 
number  of  previously  uninsured  individuals  insurance.  One 
of  the  major  factors  in  recent  Medicaid  growth  was  payments 
to  disproportionate  share  hospitals  (DSH) .     Need  for  these 
special  payments  would  be  reduced  as  formerly  uncompensated 
care  is  paid  by  the  insurance  that  the  President's  plan 
makes  more  available  and  affordable.     Thus,  the  $75  billion 
of  Federal  and  State  DSH  payments  that  States  were 
expecting  to  spend  in  Medicaid  over  the  next  five  years 
could  be  redirected  to  other  areas  of  concern. 

-  Programs  funded  entirely  by  the  States  to  low-income 
individuals  that  are  not  currently  covered  by  Medicaid 
could  also  be  redirected  because  of  the  availability  of  the 
tax  credit  program. 
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-    Malpractice  reforms  and  insurance  market  reforms  that 
address  concerns  of  the  entire  health  market  would  also 
have  a  moderating  effect  on  Medicaid  spending. 

Thus,  it  is  quite  possible  that  the  Federal  government  will 
assume  a  greater  proportion  of  costs,  rather  than  the  States. 


We  believe  that  Medicaid  coordinated  care  programs  have  potential 
to  reduce  costs  as  well  as  improve  access  to  health  care: 

o    The  vast  majority  of  States'  experiences  with  coordinated  care 
have  been  successful  in  increasing  access  to  primary  care  and 
containing  costs.     This  success  has  occurred  despite  the 
barriers  to  implementing  coordinated  care  programs  in  the 
current  Medicaid  program.     The  President's  proposal  cites 
successful  examples  in  Arizona,  Detroit,  and  Kentucky  —  and  a 
number  of  other  States  are  in  the  process  of  implementing 
coordinated  care  programs  along  these  models. 

Arizona  operates  its  Medicaid  coordinated  care  program 
through  the  Arizona  Health  Care  Cost  Containment  System 
(AHCCCS) .     This  Medicaid  program  is  unique  in  that  there  is 
no  fee-f or-service  option.     HCFA  estimated  to  have  saved 
5 . 7  percent  in  the  fourth  year  of  the  program  compared  to 
fee-f or-service  alternatives. 

-  A  Detroit  HMO  called  Comprehensive  Health  Services  provides 
care  for  60,000  Medicaid  recipients  and  is  estimated  to 
have  saved  Medicaid  at  least  $6.9  million  in  1990.  These 
savings  are  partially  attributed  to  reductions  in 
unnecessary  hospitalizations  and  increased  attention  to 
preventive  care,  particularly  for  high  risk  pregnant  women 
and  infants. 

Some  States  have  discovered  that  coordinated  care  programs 
do  not  control  Medicaid  costs  unless  providers  are  placed 
at  risk.     Kentucky,  South  Carolina,  and  other  States  with 
primary  care  case  management  (PCCM)  programs  have  shown 
cost  savings  even  though  the  providers  are  not  at  risk  for 
the  costs  of  care. 

Under  Kentucky's  PCCM  program,  each  Medicaid  recipient  has 
a  primary  care  physician  responsible  for  providing  or 
authorizing  all  non-emergency  services.     This  type  of 
program  has  a  significant  impact  on  costly  client  behaviors 
such  as:  the  use  of  emergency  rooms  for  primary  care, 
doctor  shopping,  and  duplication  of  medication.     The  State 
believes  that  its  PCCM  program  has  contributed  to  a 
decrease  in  infant  mortality  rates  and  generated  $25 
million,  or  approximately  10  percent,  in  savings  for  the 
Medicaid  program. 

South  Carolina  recently  established  a  Medicaid  coordinated 
care  program  for  high-risk  pregnant  women  and  infants. 
Both  inpatient  hospitalization  rates  and  infant  mortality 
rates  among  the  population  enrolled  in  the  Channeling 
program  have  decreased.     The  State  estimates  that  the 
Channeling  program  has  saved  over  $3  million  in  the  first 
two  years,  mostly  due  to  savings  in  neonatal  intensive 
care. 

o    Page  40  notes  that  a  study  by  the  National  Academy  for  State 
Health  Policy  (NASHP)  concluded  that  enrolling  Medicaid 
beneficiaries  in  managed  care  programs  was  "an  effective 
strategy  in  some  States  for  improving  access  and  quality  of 
care  while  containing  costs,  but  experiences  in  other  States 
had  been  less  positive." 

-  While  the  NASHP  report  did  say  this,  the  study  was 
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referring  to  the  use  of  coordinated  care  in  the  current 
Medicaid  construction.     This  analysis  ignores  the 
interactions  between  the  various  components  of  the 
President's  proposal.     Difficulties  experienced  by  a  few 
coordinated  care  programs  in  the  past  can  partially  be 
attributed  to  barriers  to  the  development  and 
administration  of  these  programs  in  the  current  system. 

The  President's  plan  would  include  both  system-wide  and 
Medicaid  reforms  to  increase  the  opportunity  for  States  to 
adopt  successful  coordinated  care  programs  for  their 
Medicaid  and/or  poor  populations. 

Also,  the  President's  plan  would  eliminate  barriers  that 
States  face  in  developing  or  expanding  coordinated  care 
programs.     This  plan  would  make  coordinated  care  the  norm 
and  require  waivers  for  continuation  of  fee-f or-service 
programs.     Consequently,  the  President's  plan  would  make 
coordinated  care  more  feasible  and  appealing  for  States  and 
providers  alike. 

o    Regarding  comments  that  States  have  had  difficulty  in  getting 
commercial  HMOs  to  participate  in  Medicaid  and  States  would 
need  to  increase  rates  over  fee-for-service  levels  to  get 
participation  because:  Medicaid  capitation  rates  may  be  too 
low  to  attract  commercial  HMOs  into  the  program;  concerns 
about  adverse  selection;  and  the  volatility  of  Medicaid 
eligibility. 


-  States  set  fee-for-service  rates  and  therefore  set  the 
basis  for  Medicaid  capitation  rates.     If  their  Medicaid 
rates  are  not  sufficient  to  obtain  adequate  access,  States 
are  free  to  change  their  rates.     While  some  States  may  want 
to  set  higher  Medicaid  capitation  rates,  other  do  not  feel 
it  is  necessary  to  obtain  adequate  provider  participation. 

-  As  CBO  notes,  decreased  use  of  emergency  room  services  for 
primary  care  provides  potential  for  sufficient  cost  savings 
for  coordinated  care  providers.     Currently,  over  13  0  HMOs 
accept  Medicaid  capitation  payments  despite  the  numerous 
other  hassles  that  they  must  accept  as  a  Medicaid  HMO. 

-  Under  option  2,  rate-setting  limits  would  not  be  a  problem 
since  Medicaid  would  no  longer  exist  and  States  would  have 
the  flexibility  to  set  their  own  capitation  rates. 
Furthermore,  while  rate-setting  may  be  important,  the 
Administration  has  heard  from  industry  representatives  that 
paperwork  and  administrative  hassles  are  major 
disincentives  to  Medicaid  participation.     The  President's 
proposal  addresses  both  concerns  with  increased  electronic 
billing  and  increased  flexibility  for  States. 

-  As  CBO  notes,  with  large  scale  participation  in  Medicaid 
coordinated  care,  providers  should  be  less  concerned  about 
adverse  selection. 

The  volatility  of  the  Medicaid  population  would  also  cease 
to  be  a  major  stumbling  block  under  the  President's  plan. 
Under  option  1,  persons  who  become  ineligible  for  Medicaid 
would  probably  be  eligible  for  the  health  insurance  tax 
credit  and  therefore,  coverage  could  be  maintained.  Under 
option  2,  Medicaid  eligibility  criteria  would  no  longer 
apply.     States  would  establish  universal  health  programs 
for  persons  under  poverty  and  persons  above  that  level 
would  be  eligible  for  the  health  care  tax  credits  or 
deductions.     Thus,  the  fluctuations  in  coverage  that 
inhibit  participation  would  be  reduced  considerably. 

Regarding  comments  that  basing  per  capita  payment  amounts  on  1992 
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spending  in  a  State  would  lock  in  wide  existing  differences  among 
States: 

o    In  general,  given  the  numerous  factors  that  affect  a  State's 
per  capita  Medicaid  spending  and  given  the  limitless  ways 
those  factors  can  be  combined,  it  is  not  possible  to  develop 
methods  for  adjusting  each  State's  base  per  capita  payments 
that  take  into  account  all  the  factors  affecting  per  capita 
costs  in  1992  or  anticipate  what  those  costs  would  have  been 
in  the  absence  of  health  care  reform.     Such  adjustments  would 
require  broad-based  political  agreement  about  the  relative 
importance  of  each  factor.     In  addition,  such  adjustments 
would  involve  highly  complex  and  contentious  decisions  about 
data  and  measurements. 

o    More  specifically,  some  mitigating  factors  were  not  taken  into 
account  in  the  CBO  analysis. 

-  In  the  case  of  option  2,  States  with  low  per  capita 
Medicaid  spending  would  receive  a  comparatively  larger 
benefit  from  the  100  percent  federally  financed  tax  credit. 
States  with  historically  low  per  capita  spending  may 
benefit  to  a  greater  degree  than  those  States  with 
historically  higher  spending. 


Clarifications : 

o    Pages  11  and  39  note  that  the  coordinated  care  requirements 
under  Option  2  are  much  less  specific.     Clarification  is 
necessary  to  determine  the  full  implications  of  Option  2. 

Option  2  is  designed  to  provide  State  flexibility.  This 
option  would  allow  States  to  develop  a  universal  health  care 
program  for  all  persons  under  the  poverty  level  by  combining 
Federal  funding  for  the  tax  credit  and  deduction  programs  with 
Medicaid  funding.     Due  to  the  Federal  financing  of  the  program 
and  the  inherent  incentives  for  access  and  cost  control, 
States  and  individuals  will  be  encouraged  to  use  coordinated 
care  programs  under  Option  2. 

o    Pages  39-40  suggest  that  the  President's  plan  could  lead  to 
less  Federal  support  to  States  under  option  2  than  option  1. 
For  example,  this  report  notes  that  depending  on  the  amount  of 
a  State's  capitation  payment  relative  to  the  tax  credit,  the 
total  adjusted  federal  payment  to  the  States  under  Option  2 
could  be  more  or  less  than  the  sum  of  Medicaid  payments  and 
individual  tax  credits  under  Option  1.     The  report  also  states 
that  potentially  many  more  low-income  people  would  be  eligible 
for  Medicaid  rather  than  the  tax  credit  under  Option  2  than 
Option  1. 

Federal  support  is  intended  to  be  equivalent  under  both 
options.     Therefore  State  choices  should  be  influenced  by  non- 
financial  factors  such  as  enhanced  flexibility.  The 
reconciliation  process  would  assure  that  Federal  funding  to 
States  would  reflect  actual  program  participation  under  both 
components . 

Options  1  and  2  should  not  differ  in  terms  of  the  total  number 
of  people  eligible  for  under  both  programs.  Differences 
between  eligibility  for  Medicaid  and  eligibility  for  the  tax 
credit  essentially  disappear  under  option  2.  Nevertheless, 
the  Federal  lump-sum  payment  to  a  State  would  still  reflect  an 
estimate  of  the  number  of  people  who  would  be  eligible  for 
Medicaid  had  the  State  chosen  option  1,  and  the  estimated 
number  of  individuals  who  qualify  for  the  tax  credit.  These 
estimates  would  be  adjusted  to  reflect  actual  participation. 

o    Page  37  -  Lack  of  clarity  on  disabled  persons.     Those  who  are 
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eligible  for  both  Medicare  and  Medicaid  would  not  be  included 
in  the  President's  plan.     Like  the  elderly,  their  use  of 
health  care,  and  consequently  their  costs,  are  very  different 
from  the  majority  of  Medicaid  eligibles,  who  are  essentially 
healthy  and  who  mostly  use  episodic  care. 

o    Page  38  -  Lack  of  clarity  of  State  assurances  of  plans  for  tax 
credit  recipients:     The  President's  plan  is  clear  about  the 
State's  role:     to  make  sure  that  all  tax  credit  recipients 
have  real  plans  to  choose  from.     If  a  recipient  wanted  to 
purchase  some  other  plan,  they  would  be  free  to  do  so. 
Recipient  choice  would  be  carefully  preserved  under  both 
options. 

o    Page  38  -  Lack  of  clarity  of  statewideness  of  insurance  plans 
for  tax  credit  recipients:     The  guiding  principle  is,  again, 
that  every  recipient  in  every  part  of  the  State  should  have  a 
choice.     Choice  means  that  every  individual  in  a  State  would 
have  at  least  two  plans  to  choose  from.     Plans  could  be  varied 
in  reasonable  ways  (e.g.,  targeted  to  geographic  areas,  or 
offering  service  mixes  that  appeal  to  different  groups)  so 
long  as  choice  is  maintained. 

o    Page  39  -  Lack  of  clarity  on  eligibility  under  option  2: 
Eligibility  under  option  2  is  not  restricted  to  certain 
categories,  and  it  does  not  include  limits  on  assets.  This 
reflects  the  fact  that  such  limits  are  not  imposed  for  the  tax 
credit,  which,  under  option  2,  is  melded  with  Medicaid. 

■  o    Page  39  -  Non-specific  requirements  on  "coordinated  care" 
under  option  2:     The  President's  plan  would  not  require  all 
persons  under  the  unified  plan  to  enroll  in  coordinated  care, 
although  it  would  likely  be  in  the  State's  interest  to 
encourage  the  use  of  such  plans  in  its  program. 

OTHER  ISSUES 

CBO  did  not  discuss  the  President's  initiatives  in  the  area  of 
anti-trust  legislation.      Important  on  their  own,  these  also  have 
interactive  effects  with  other  initiatives  in  the  President's 
plan: 

o    The  CBO  analysis  questions  the  effectiveness  of  expansions  in 
coordinated  care  to  curb  the  increase  in  health  care  costs, 
but  fails  to  address  the  role  that  clarifications  in  antitrust 
policy  may  play  in  fostering  increased  use  of  pooling 
arrangements  such  as  PPOs  and  HMOs. 

o    The  President's  plan  will  clarify  antitrust  standards  so  as 
not  to  discourage  physicians  from  banding  together  in  these 
type  of  arrangements  for  fear  of  breaching  antitrust  laws.  The 
increased  guidance  that  will  be  forthcoming  will  assist 
providers  in  fashioning  arrangements  that  are  consistent  with 
the  antitrust  laws.     At  the  same  time,  the  President's  plan 
calls  for  increased  antitrust  enforcement  against  those  in  the 
health  care  industry  who  boycott  such  provider  organizations. 

o    The  President's  plan  describes  proposed  legislation  that  will 
facilitate  health  care  providers  in  the  joint  purchase  of 
medical  technology.     This  will  reduce  the  amount  of  duplicate 
purchases  of  expensive  equipment  which  increases  health  care 
costs.     The  joint  venture  legislation  proposed  by  the 
Administration  will  clarify  the  applicability  of  the  rule  of 
reason  to  such  ventures  and  reduce  antitrust  damages  when 
antitrust  breaches  inadvertently  occur. 

o    The  third  area  of  antitrust  activity  addressed  in  the 
President's  plan  is  physician  licensure  and  hospital 
privileges.     Physician  privileges  are  rightfully  restricted 
when  quality  performance  is  not  maintained.     However,  such 
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restrictions  are  often  challenged  by  the  affected  physician  as 
a  limit  to  competition.     The  President's  plan  calls  for 
expanded  guidelines  to  State  peer  review  organizations  and 
hospitals  with  respect  to  actions  to  deny,  revoke,  or  suspend 
the  license  or  privileges  of  any  physician. 


INTERACTION  OP  COST  CONTAINMENT  PROVISIONS 

The  CBO  analysis  tends  to  examine  each  cost  containment 
provision  in  the  proposal  in  isolation.     To  the  extent  that 
the  root  causes  of  rising  costs  in  health  care  are  related  and 
act  inter-dependent ly,  examining  cost  control  mechanisms 
separately  inevitably  misjudges  their  potential  effects. 

Wide  consensus  exists  concerning  the  perverse  incentives 
which  currently  persist  in  our  health  care  system.  Several 
aspects  of  our  system  —  third  party  reimbursement,  fee- 
for-service  reimbursement,  the  threat  of  malpractice, 
demand  for  technology  by  consumers,  and  the  absence  of 
information  for  both  consumers  and  providers  —  each  give 
providers  the  incentives  to  "do  more"  and  consumers  the 
incentive  to  ask  for  more  or  accept  more.  Existing 
together  in  the  same  health  system,  however,  their  effects 
on  incentives  combine  in  a  synergistic  way. 

-  For  example,  the  threat  of  malpractice  more  easily 
translates  into  defensive  medicine  when  providers  are  being 
reimbursed  for  every  service.     In  addition,   in  the  absence 
of  reliable  information  on  clinical  practice,  a  provider  is 
even  more  likely  to  err  on  the  side  of  doing  too  much. 

In  itself,  consumers'  thirst  for  advanced  technology 
provides  some  incentives  for  provision  of  expensive 
treatments.     Combined  with  third-party  reimbursement, 
however,  the  incentive  is  even  greater.  Without 
coordination  of  care  or  basic  utilization  management,  the 
incentive  to  use  unproven  technology  becomes  stronger 
still. 

Interactive  effects  are  clear  with  regard  to  the  President's 
Program's  information  initiatives: 

-  The  section  evaluates  the  merits  of  providing  consumers 
more  information  in  a  static  world  —  one  without 
increasing  provider  competition  and  without  expansion  of 
competitive  delivery  systems  such  as  HMOs.     Because  the 
President's  proposal  contains  elements  which  would 
encourage  competition  based  on  cost-efficiency,  this 
section's  approach  is  inaccurate.     In  a  system  of  greater 
provider  competition,  the  value  of  comparative  information 
will  be  much  greater. 

Page  16  states  that  "Little  evidence  appears  to  be 
available  on  these  issues"  and  points  to  a  study  in  which 
cost  information  was  not  used  by  Medicare  beneficiaries. 
The  motivation  and  need  for  cost  information  in  the  past 
was  lower  than  it  is  now,  and  significantly  lower  than  it 
will  be  in  the  future.     This  is  reflected  in  the  trend 
toward  more  advertising  by  providers  and  by  the  fact  that 
most  Americans  find  it  appropriate  for  providers  to 
advertise.     With  competition  among  providers  increasing  in 
the  future,  the  role  for  reliable  information  other  than 
advertising  will  be  crucial. 

-  Page  17  paragraph  1  questions  the  effects  of  information  on 
clinical  practice  on  provider  behavior  and  costs.  In 
settings  such  as  coordinated  systems  of  health  care 
delivery,  information  about  the  effectiveness  of  treatments 
will  have  much  greater  use.     This  is  reflected  in  the 
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finding  that  HMOs  have  been  more  successful  at  reducing 
rates  of  unnecessary  surgery. 

The  comments  on  Coordinated  Care  estimate  the  potential 
savings  from  coordinated  care  delivery  systems  in  the  absence 
of  critical,  related  reforms  contained  in  the  President's 
program,  for  example  the  pre-emption  of  State  anti-coordinated 
care  laws.     The  removal  of  these  laws  would  enable  greater 
efficiencies  from  the  expansion  of  coordinated  care  systems. 

Page  31  paragraph  3,  in  the  section  on  malpractice,  concludes 
that  malpractice  reforms  are  unlikely  to  affect  practice 
styles  because  changing  practice  styles  reflect  factors  other 
than  defensive  medicine.     The  President's  program  would  reform 
several  of  those  factors.     Coordinated  care  systems  would 
reduce  the  amount  of  fee-for-service  reimbursement,  and 
physician  self -referral  abuses  would  be  discouraged  through 
payment  changes.     Coordinated  care  arrangements  would  also 
provide  a  more  structured  setting  for  encouraging  practice 
styles  that  are  not  defensive. 
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Chairman  Rostenkowski.  Thank  you,  Gail. 

I  guess  that  we  could  agree  that  the  first  really  major  problem  in 
health  is  the  never-ending  double-digit  inflation.  The  President's 
plan  proposes  to  rely  on  coordinated  care  and  competition  to  solve 
the  cost  problem. 

Earlier  this  week,  Dick  Gephardt  testified  here  and  suggested 
that  the  competition  approach  to  cost  containment  which  he  sup- 
ported in  1979  has  not  worked.  National  health  care  costs  have 
more  than  tripled  since  1979. 

And  yesterday  Bob  Reischauer  told  the  committee  that  the  Presi- 
dent's cost  control  proposals  are  really  unlikely  to  slow  the  rate  of 
growth  in  health  care  spending. 

Does  the  administration  have  any  evidence  that  coordinated  care 
can  significantly  limit  the  increase  in  health  care  costs? 

Ms.  Wilensky.  Let  me  indicate  some  of  the  information  that  we 
do  have  available. 

I  first  met  Congressman  Gephardt  when  he  was  still  a  Gephardt- 
Stockman  proponent  and  have  frankly  been  very  disappointed  that 
although  these  ideas  have  never  really  been  tried — they  were  not 
tried  in  the  1980's — we  still  very  much  need  to  see  them  go  ahead. 
I  am  sorry  that  he  has  taken  such  a  regulatory  approach  as  of  late. 

The  RAND  health  insurance  experiment,  which  allocated  indi- 
viduals to  different  types  of  health  care  plans  to  eliminate  favor- 
able selection  or  adverse  selection  in  an  HMO,  found  that  expendi- 
tures on  health  care  were  reduced  by  25  percent,  with  hospital  uti- 
lization reduced  as  much  as  40  percent.  Now  that  was  in  a  well- 
run,  established  health  maintenance  organization.  So  I  do  not  want 
to  say  any  and  every  coordinated  care  plan  could  reduce  costs,  but 
we  know  good,  well-run  ones  can,  in  fact,  have  a  substantial  effect. 

There  has  been  some  concern  that  only  the  most  traditional  co- 
ordinated care  plans,  the  group  and  staff  model  HMO's,  really 
show  effects.  But  that  does  not  look  at  the  more  recent  evidence. 

Early  on,  some  of  the  looser  organizations,  the  individual  prac- 
tice associations  and  the  preferred  provider  organizations  did  not 
show  much  effect  on  health  care  cost  restraint.  The  reason  is,  all 
they  tended  to  do  was  to  look  at  pricing  and  not  look  at  volume. 

But  in  the  later  years,  the  last  part  of  the  1980's  when  the  IPA's 
were  much  more  serious  about  looking  at  volume,  there  have  been 
substantial  increased  savings  also  in  the  IPA's.  It  is  still  quite  early 
in  PPO  worlds — those  are  only  a  few  years  old — but  again,  the  last 
couple  of  years  seem  to  show  real  significance  for  changes. 

What  we  are  doing  in  a  coordinated  care  strategy  is  two  things. 
The  most  important  is  placing  some  financial  risk  on  the  plan  that 
is  providing  health  care,  not  having  all  incentives  be  to  use  more 
and  consume  more  and  to  provide  more.  We  want  to  put  the  people 
who  are  closest  to  the  patient  in  the  position  of  both  deciding  what 
should  be  provided  and  understanding  that  they  are  not  going  to  be 
financially  better  off  just  because  they  do  more  rather  than  less. 
And  that  is  a  very  fundamental  difference  in  how  we  go  about  pro- 
viding health  care. 

Chairman  Rostenkowski.  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 
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Dr.  Wilensky,  the  Congressional  Budget  Office  does  not  believe 
that  the  coordinated  care  strategy  in  the  President's  health  plan 
will  significantly  reduce  the  growth  in  health  care  costs. 

Do  you  want  to  add  anything  to  what  you  just  answered  the 
chairman? 

Ms.  Wilensky.  Yes.  I  have  respect  for  the  work  that  CBO  has 
done  in  the  past  and  for  Mr.  Reischauer  in  particular.  I  just  dis- 
agree with  them  on  this  issue.  Again,  it  is  more  in  amount  and 
degree  as  opposed  to  whether  or  not  there  are  savings. 

What  CBO  has  said  is  that  there  are  savings,  but  they  are  not  as 
large  as  we  presume,  and  they  may  be  one-time  savings  and  not 
savings  over  a  sustained  period. 

As  I  have  indicated,  there  is  evidence  indicating  that  some  co- 
ordinated care  systems  provide  real  savings.  Furthermore,  there  is 
evidence  that  when  there  is  a  lot  of  HMO  or  coordinated  care  pene- 
tration— that  is,  when  it  is  not  just  a  few  plans  or  a  few  people  en- 
rolled in  a  particular  geographic  area  not  only  do  the  plans  them- 
selves impact  health  care  costs,  but  they  have  some  spillover  ef- 
fects on  health  care  cost  increases  in  the  rest  of  the  community. 

So  there  is,  in  fact,  evidence  around  to  suggest  that  the  potential 
for  cost  savings  is  far  greater  than  CBO  suggests.  Not  that  it  neces- 
sarily occurs  just  because  you  call  yourself  a  coordinated  care  plan; 
putting  the  name  on  you  does  not  mean  that  you  know  how  to 
manage  risk,  rather  than  avoid  it,  and  properly  coordinate  care. 
But  there  is  great  potential  out  there,  and  when  you  look  at  the 
alternatives,  coordinated  care  sure  looks  a  whole  lot  better. 

Mr.  Archer.  Many  Members  on  the  other  side  of  the  aisle,  as 
well  as  CBO,  have  displayed  significant  skepticism  during  the  hear- 
ings about  whether  we  could  really  realize  any  savings  from  tort 
reform. 

Could  you  give  us  your  opinion  on  that? 

Ms.  Wilensky.  I  think  there  are  two  areas  of  savings  that  you 
look  for  in  tort  reform.  The  first  has  to  do  with  premium  costs. 
Frankly,  I  think  any  reduction  there  would  be  helpful.  That  is  not 
where  most  of  us  look  for  significant  reductions. 

Where  we  look  for  significant  reductions  is  in  the  reduction  of 
defensive  medicine.  Do  we  know  how  big  it  is?  No. 

What  we  know  is,  right  now  we  have  three  powerful  forces,  all  of 
which  lead  to  more  use  of  health  care  services:  well-insured  con- 
sumers; physicians  who  are  paid  on  a  fee-for-service  basis  encourag- 
ing them  to  do  more  rather  than  less;  and  concerns  about  malprac- 
tice, where  if  you  do  more  rather  than  less,  you  protect  yourself 
and  you  get  paid  more. 

This  is  a  very  bad  combination.  It  leads  us  in  the  wrong  direc- 
tion. I  believe  that  there  would  be  a  powerful  reduction — especially 
if  tort  reform  is  coupled  with  coordinated  care.  In  this  case,  both 
the  financial  incentive  is  changed  and  the  risk  of  being  sued  for 
frivolous  matters,  in  terms  of  returns  that  are  way  beyond  any  eco- 
nomic costs  associated  with  whatever  may  have  occurred  will  be  re- 
duced. 

Physicians  say  they  are  doing  more,  not  because  they  believe 
there  is  that  much  increased  benefit,  but  because  they  need  to  pro- 
tect themselves.  We  don't  know  how  much  is  defensive  medicine 
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and  how  much  is  due  to  a  financial  system  that  encourages  utiliza- 
tion. 

But  it  is  very  difficult  to  argue  with  a  physician  who  says:  Look, 
if  I  do  more,  I  protect  myself,  and  if  I  do  less,  who  thanks  me?  Not 
the  patient  who  is  well-insured  and  not  the  institution  who  feels 
that  I  may  be  putting  them  at  some  greater  jeopardy. 

It  is  part  of  this  terrible  dynamic  that  we  now  have  in  place  of 
"Why  not  do  more?"  Nothing  in  the  system  is  pressing  to  have  less 
done. 

Mr.  Archer.  Can  you  quantify  those  savings  for  the  committee? 

Ms.  Wilensky.  I  can  give  you  estimates  that  have  been  made.  I 
frankly  do  not  know  how  accurate  they  are.  I  will  be  glad  to  give 
you  the  estimates  that  have  been  made  on  malpractice  reform. 

[The  information  referred  to  follows:] 

In  1991,  a  study  in  the  "Medical  Practice  and  Management"  journal  found  that 
defensive  medicine  in  1989  cost  an  estimated  $20.7  billion  or  17.6  percent  of  total 
physician  expenditures.  In  addition,  the  American  Medical  Association  found  that, 
of  all  medical  practice  growth  components,  professional  liability  premiums  exhibited 
the  fastest  annual  percentage  growth  between  1982  and  1989. 

Malpractice  reform  is  only  one  feature  of  the  President's  health  care  reform  pro- 
posal. In  terms  of  cost  containment,  malpractice  reform  is  essential  to  reduce  the 
cost  of  defensive  medicine — this  perverse  incentive  in  our  health  care  system  is  driv- 
ing costs  up.  We  have  not  made  an  individual  savings  estimate  for  malpractice 
reform,  or  any  other  discrete  part  of  the  reform,  because  we  believe  that  it  has 
interactive  effects  with  other  features  in  the  President's  plan. 

Mr.  Archer.  Mr.  Chairman,  I  have  many,  many  questions.  I 
would  like  to  ask  just  one  more  very  quickly. 

We  have  been  told  that  70  percent  of  the  average  hospital's  costs 
are  in  personnel.  I  think  the  American  people  should  understand 
that  the  big  component  of  cost  to  hospitals  that  they  have  to  pass 
on  to  the  patients  is  represented  by  personnel  costs,  70  percent  of 
the  total  hospital  cost. 

How  can  those  be  controlled  without  wage  controls,  if  the  Feder- 
al Government  takes  over  the  entire  medical  care  system? 

Ms.  Wilensky.  One  of  the  things  we  have  learned  in  Medicare  is 
that  price  controls  are  not  enough,  because  in  this  country  most  of 
our  problem  has  been  with  volume,  at  least  as  much  as  with  price. 

The  only  way  you,  in  my  mind,  can  control  expenditures  without 
wage  controls  and  global  budgets  is  to  change  the  incentives  that 
are  pushing  the  system.  We  need  to  look  at  whether  the  prolifera- 
tion of  technologies  is  always  in  the  best  interest  of  the  patient  and 
the  medical  system,  whether  or  not  we  have  the  right  incentives 
for  facilities  to  share  technology,  whether  or  not  we  have  the  right 
individuals  who  are  providing  services,  and  whether  we  have  un- 
reasonable administrative  processes  that  we  have  put  on  the 
system  that  increase  the  need  for  clerks  who  are  filling  out  forms. 
You  know  that  we  want  to  increase  electronic  processing  of  claims. 
There  are  lots  of  parts  of  our  system  now  that,  in  fact,  increase 
costs  without  providing  a  real  value  in  return. 

But  we  do  need  to  remember  something  about  the  point  you 
raised  with  regard  to  personnel  in  the  health  care  system.  All  of 
our  costs,  all  of  these  expenditures  which  we  are  desperately  trying 
to  restrain  growth  in,  is  somebody  else's  income.  It  is  an  unfortu- 
nate fact  of  life.  And  we  need  to  recognize  that  to  the  extent  that 
we,  indeed,  reduce  rates  of  growth — and  I  hope  we  will — we  will,  of 
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course,  have  some  other  problems  to  deal  with.  Some  of  the  people 
who  are  employed  in  the  health  care  system  may  lose  their  jobs. 
Some  of  the  purchasing  power  that  is  associated  with  these  people 
will  therefore  be  at  risk. 

I  am  not  saying  that  to  indicate  we  should  not  look  to  reduce 
costs.  I  just  need  to  remind  the  committee,  although  I  suspect  you 
are  aware  of  it,  that  our  expenditures  on  health  care  are  somebody 
else's  income. 

Chairman  Rostenkowski.  Mr.  Downey. 

Mr.  Downey.  Thank  you.  Thank  you,  Mr.  Chairman,  and  con- 
gratulations, Dr.  Wilensky. 
Ms.  Wilensky.  Thank  you. 

Mr.  Downey.  The  White  House's  gain  is  our  loss. 

I  want  to  ask  you  about  the  President's  proposal.  When  do  you 
expect  to  send  it  up  here  in  bill  form? 

Ms.  Wilensky.  I  do  not  have  a  precise  date,  but  I  can  provide  you 
with  our  best  guess,  if  you  would  like,  in  writing. 

[The  following  was  subsequently  received:] 

We  are  working  on  legislative  language  at  this  time. 

Mr.  Downey.  Surely. 

And  does  the  President  have  any  deadline  for  the  enactment  of 
this  legislation? 

Ms.  Wilensky.  The  answer  is,  I  do  not  know  if  there  is  a  date. 

Let  me  share  with  you,  at  least,  my  personal  view  about  this 
issue.  As  part  of  the  group  involved  in  putting  this  effort  togeth- 
er— and  it  was,  of  course,  a  group  effort — we  worked  long  and  hard 
over  a  period  of  many  months  trying  to  develop  what  we  thought 
was  a  plan  that  best  responds  to  the  problems  in  the  health  care 
system  and  to  the  needs  of  the  American  public. 

What  we  are  doing  right  now,  in  my  view,  in  trying  to  make  sure 
individuals  understand  what  is  being  proposed  is  a  very  critical 
part.  Since  last  summer,  I  have  spent  a  substantial  amount  of  time 
out  on  the  road,  frequently  with  Members  of  Congress  as  they  con- 
duct town  meetings  and  health  care  conferences,  and  sometimes 
just  on  my  own. 

To  say  that  the  American  public  is  concerned  is,  I  think,  a  clear 
understatement.  But  to  also  say  that  they  understand  the  options 
that  are  being  put  before  them,  that  they  are  knowledgeable  about 
the  alternatives,  is  to  overstate  the  case  by  a  fair  amount. 

What  needs  to  be  done  now  is  to  make  sure  that  Americans  un- 
derstand the  implications  of  some  very  different  proposals.  None- 
theless, you  are  asking  a  legitimate  question,  and  I  will  give  you 
the  answer  from  the  administration. 

[The  following  was  subsequently  received:] 

The  President  has  not  indicated  a  deadline  for  enactment  of  legislation. 

Mr.  Downey.  If  we  enacted  the  President's  plan  in  totality,  how 
much  money  do  you  think  it  would  save?  How  much  would  our 
health  care  cost  increase  be  limited  to,  in  your  view?  What  is  your 
best  guess? 

Ms.  Wilensky.  The  very  conservative  reductions  that  I  have  seen 
are  in  the  neighborhood  of  10  percent.  That  may  not  sound  so  big, 
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except  when  you  remember  what  the  denominator  is.  That  is  a 
very  large  amount. 

Frankly,  I  think  that  really  is  very  conservative.  I  think  there  is 
a  lot  more  out  there,  because  we  have  these  incredible  unhelpful 
incentives  in  place. 

Mr.  Downey.  Yes.  I  think  you  outlined  them  very  effectively,  10 
percent  then  means  we  would  have  10  percent  less  growth  than  we 
currently  have?  Instead  of  having  10  percent,  we  would  have  9  per- 
cent; is  that  what  the  estimate  is? 

Ms.  Wilensky.  Well,  the  10  percent,  I  think,  is  a  reduction  in 
terms  of  dollar  amount  in  the  neighborhood  of  $80  billion. 

Mr.  Downey.  I  see. 

Ms.  Wilensky.  With  a  potential  of  about  $400  billion  over  a  5- 
year  period. 

Mr.  Downey.  So  it  is  a  reduction — forgive  me  for  being  obtuse 
here — but  it  is  a  reduction  in  the  total  dollar  amount  that  is  spent 
on  health  care  per  annum? 

Ms.  Wilensky.  It  is  savings  over  what  would  otherwise  occur 
over  the  next  5  years,  $400  billion  over  what  would  otherwise 
occur.  It  is  not  a  reduction  in  absolute  spending. 

Rarely  are  we  in  a  position  to  say  we  are  looking  for  reductions. 
Almost  all  of  us  would  be  ecstatic  if  we  could  have  significant  re- 
ductions in  the  rate  of  growth. 

Mr.  Downey.  One  of  the  things  that  concerns  me  about  the 
President's  plan  is  its  impact  on  folks  making  between  $20,000  and 
$40,000.  I  give  you  credit  for  the  voucher  plan.  I  think  that  is  a 
good  thing  for  poor  people. 

Recently  in  my  community  of  Long  Island,  we  have  had  thou- 
sands of  workers  laid  off  who  work  for  Pan  American  Airlines,  for 
instance.  Many  of  them  were  given  20  minutes  notice  to  clean  out 
their  lockers.  They  now  have  no  health  insurance,  except  some  of 
them  are  able  to  buy,  individually,  a  health  insurance  plan  in  New 
York  State. 

But  they  asked  me,  and  I  have  to  ask  you,  as  I  read  the  Presi- 
dent's plan,  for  those  folks  broadly  between  $20,000  and  $40,000,  of 
which  lamentably  these  Pan  Am  folks  fit  now,  they  would  get  a 
$560  deduction  to  purchase  a  health  care  plan.  Am  I  misreading 
the  President's  plan? 

Ms.  Wilensky.  No,  you  are  not.  Let  me  explain  what  it  is  we  are 
looking  to  for  the  typical  $20,000  to  $40,000  worker,  and  then  I  will 
go  back  specifically  to  the  instance  that  you  are  citing. 

Our  view  is  that  the  Government  needs  to  provide  the  greatest 
amount  of  assistance  to  those  who  are  below  the  poverty  line,  to 
the  poor.  We  need  to  make  sure  that  they  have  transferrable  cred- 
its in  some  way  to  be  able  to  purchase  health  insurance. 

What  we  are  trying  to  do  for  low-income  and  middle-class  Ameri- 
cans is  basically  make  sure  that  the  system  the  rest  of  us  are  using 
works  better  for  them  than  it  is  now  working.  What  we  are  trying 
to  do  is  to  make  more  affordable  insurance  available  for  their  em- 
ployers to  provide  and  a  little  additional  financial  assistance  for 
them  to  obtain  health  insurance. 

We  all  know  that  most  of  the  uninsured  are  not  poor.  Most  of  the 
uninsured  are  working.  They  are,  in  fact,  working  full  time,  a  full 
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year  as  wage  earners,  but  they  are  working  for  small  firms  that  do 
not  offer  health  insurance  coverage. 

What  we  are  trying  to  do,  without  specifying  exactly  what  must 
be  provided  and  exactly  what  share  the  employer  has  to  bear,  is  to 
make  small  employers,  like  the  rest  of  the  employers  in  this  coun- 
try, able  to  offer  access  to  affordable  health  insurance. 

So  our  primary  strategy  for  the  $20,000  to  $40,000  is  to  make  it 
possible  for  their  employers  to  offer  affordable  health  insurance 
that  can  be  renewed  over  time,  and  that  does  not  exclude  pre-exist- 
ing conditions.  These  are  the  things  that  we  have  heard  as  to  why 
the  small  firms  can  not  offer  health  insurance  coverage. 

It  is  not  that  we  think  that  the  financial  assistance  being  provid- 
ed individuals  who  are  not  poor  is  directly  enough  to  buy  them  in- 
surance. The  question  is,  can  we  get  their  employers  to  offer  health 
insurance  the  way  the  rest  of  the  employing  population  does? 
Eighty-five  percent  are  already  insured  without  any  Government 
requirement. 

Now  the  case  of  people  who  are  unemployed  is  a  more  complicat- 
ed case,  particularly  if  their  income  is  in  transition.  For  those  who 
are  poor,  there  is  no  problem.  For  those  who,  because  they  lost 
their  job,  they  become  poor,  they  have  access  to  the  credit  like  ev- 
eryone else.  We  are  not  asking  what  their  assets  are,  and  we  are 
not  asking  how  long  they  have  been  poor  or  how  long  they  antici- 
pate they  will  be  poor  in  the  future. 

The  problem  can  come  for  people  who  have  a  very  short-term 
period  of  being  poor,  for  those  who  may  lose  their  jobs  and  have 
reduced  income  over  a  short  period,  but  not  for  a  year  or  two, 
which  we  hope  is  true  for  your  constituents. 

In  their  case,  what  we  are  trying  to  give  them  is  some  additional 
assistance  to  purchase,  through  COBRA,  what  used  to  be  available 
as  group  insurance,  or  to  purchase  insurance  that  the  State  is  ar- 
ranging for  transferrable-credit  individuals,  or  to  purchase  insur- 
ance at  reduced  rates  due  to  the  State's  grouping  potential.  Afford- 
able insurance  combined  with  the  financial  assistance,  even  if  they 
are  not,  quote,  "poor"  in  the  short  term,  would  be  beneficial  to 
these  individuals. 

If  their  condition  persists,  then,  of  course,  they  will  be  eligible  for 
the  full  credit. 

Mr.  Downey.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Rangel. 

Mr.  Rangel.  Dr.  Wilensky,  let  me  join  with  those  in  thanking 
you  for  the  support  that  you  have  given  to  this  committee  over  the 
years. 

Ms.  Wilensky.  You  are  welcome. 

Mr.  Rangel.  You  have  taken  some  of  the  most  unpleasant  poli- 
cies and  presented  them  in  a  very  professional  way  to  this  commit- 
tee. 

Exactly  what  will  your  new  responsibilities  be? 

Ms.  Wilensky.  The  title  of  my  new  position  is  Deputy  Assistant 
to  the  President  for  Policy  Development.  The  major  areas  of  my  re- 
sponsibility will  be  coordinating  health  and  welfare  policies  for  the 
White  House. 

Mr.  Rangel.  Not  too  long  ago,  Dick  Darman  and  Secretary 
Brady  and  the  President's  Economic  Advisers  shared  with  this 
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committee  that  their  estimate  for  the  cost  of  drug  addiction,  taking 
into  consideration  lost  revenue  and  lost  productivity,  was  $300  bil- 
lion a  year. 

Have  you  any  estimates,  studies,  or  reports  that  you  could  share 
with  me  as  to  what  part  of  that  would  be  health  care? 

Ms.  Wilensky.  I  do  not  have  them  by  memory.  I  will  be  glad  to 
see  whether  they  are  available  and  to  submit  them  for  the  record. 

[The  following  was  subsequently  received:] 

A  study  done  for  the  Department's  Alcohol,  Drug  Abuse,  and  Mental  Health  Ad- 
ministration estimated  that  the  indirect  and  direct  costs  of  drug  abuse  on  society 
were  approximately  $58  billion  for  1988.  In  1989,  the  Institute  of  Medicine  estimated 
that  $1.73  billion  was  spent  on  drug  abuse  treatment. 

Mr.  Rangel.  Have  you  had  the  opportunity  to  review  how  many 
of  our  homeless,  alcoholics,  and  drug  addicts  have  been  using  the 
hospital  system  at  a  cost  of  $600  a  day  or  the  intensive  care  system 
at  $1,500  a  day  or  the  number  of  unscrupulous  doctors  and  phar- 
macists that  have  set  up  Medicaid  storefronts  for  the  sole  purpose 
of  prescribing  mind-altering  drugs  to  addicts  with  and  without 
physical  examinations? 

Ms.  Wilensky.  I  have  done  much  of  my  information-gathering 
through  the  New  York  Times.  I  am  appalled,  not  only  as  head  of 
Medicaid  by  the  amount  of  money  that  is  going  for  that  purpose, 
but  frankly  as  an  American  taxpayer  as  well. 

Mr.  Rangel.  Do  you  have  any  idea  of  how  many  doctors,  some 
retired,  some  who  have  their  license  lost,  are  being  recruited  just 
for  the  purpose  of  distributing  methadone  for  Medicaid  reimburse- 
ment? 

Ms.  Wilensky.  I  do  not  know  the  number. 

Mr.  Rangel.  Do  you  know  of  anyone  in  Secretary  Sullivan's  shop 
that  has  attempted  to  find — or  have  you  seen  any  memos  at  all 
that  could  help  this  member  and  the  Congress  just  get  some  idea  as 
to  whether  there  is  anybody  that  has  the  responsibility  for  this? 

Ms.  Wilensky.  I  would  certainly  be  glad  to  have  the  people  in 
our  department  whose  primary  responsibilities  are  drug  abuse  and 
the  coordination  of  drug  policies  provide  you  with  that  information. 

But  please  let  me  indicate  what  we  are  doing  with  New  York  to 
directly  address  that  issue. 

[The  following  was  subsequently  received:] 

We  are  aware  of  reports  of  New  York's  problem  with  illegal  distribution  of  metha- 
done for  Medicaid  reimbursement.  Efforts  to  control  the  drug  diversion  problem  are 
underway.  We  do  not  know  the  extent  of  the  problem  nationally  or  the  number  of 
"physicians"  who  may  be  involved  in  diversion  of  controlled  drugs. 

We  share  your  concern  that  Medicaid  be  able  to  identify  abusers  of  the  system. 
We  are  working  with  the  States  to  improve  Medicaid  information  systems  to  in- 
crease the  quality  and  accountability  of  the  Medicaid  program.  In  fact,  we  hope  that 
recent  efforts  of  the  Department's  Office  of  Inspector  General  will  help  trace  the 
diversion  of  scheduled  prescription  drugs  in  the  Medicaid  system. 

The  OIG  has  developed  a  Medicaid  Abusable  Drug  Audit  System  (MADAS)  to 
identify  physicians,  pharmacies,  and  recipients  that  deal  in  abnormal  quantities  of 
schedule  II-V  prescription  drugs  with  a  high  street  value.  Currently,  9  States  are 
installing  and  testing  the  system,  2  States  have  requested  that  the  OIG  generate 
initial  runs  for  them,  and  22  States  are  reviewing  the  technical  data  to  determine 
compatibility  with  their  current  system. 

Mr.  Rangel.  Oh,  no.  My  time  will  be  limited. 
Ms.  Wilensky.  All  right. 
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Mr.  Rangel.  If  I  was  to  tell  you  that  I  have  been  asking  the  Sec- 
retary for  this  information  since  he  has  been  Secretary,  and  he  was 
saying  that  he  did  not  have  the  legislative  authority  to  find  out 
what  was  going  on,  would  that  be  believable? 

Ms.  Wilensky.  I  am  certainly  not  going  to  question  my  Secre- 
tary, Mr.  Rangel. 

Mr.  Rangel.  Under  your  responsibility,  under  HCFA,  is  there 
not  some  of  this  information  that  should  be  in  your  shop  as  op- 
posed to  Dr.  Sullivan's  shop?  Do  you  not  reimburse  these  hospitals 
and  reimburse  these  doctors? 

Ms.  Wilensky.  Yes.  Well,  the  State  does,  and  we  reimburse  the 
State. 

Mr.  Rangel.  Well,  it  sounds  pretty  much  like  what  Dr.  Sullivan 
was  saying,  that  with  the  $10  billion  that  goes  out  there,  it  goes  to 
the  States,  so  therefore  we  do  not  know — we  cannot  trace  that  Fed- 
eral dollar. 

Now  can  you  not  really  insist  that  as  you  send  that  dollar  out, 
before  you  leave,  that  we  will  have  some  figures  as  to  what  is  going 
to  be  charged  to  the  drug  addict? 

Ms.  Wilensky.  I  will  provide  you  this  for  the  record. 

Let  me  tell  you  that  I  believe,  while  we  obviously  have  the  au- 
thority to  make  sure  that  payments  are  not  being  made  for  fraudu- 
lent purposes,  because  Medicaid  is  a  Federal/ State  program  with 
the  States  setting  up  how  the  program  runs,  we  do  not  have  very 
much  authority  in  terms  of  what  is  provided  to  us  in  detailed  infor- 
mation of  the  nature  you  are  suggesting. 

[The  following  was  subsequently  received:] 

We  do  not  know  the  extent  of  the  drug  diversion  problem  in  Medicaid,  and  we  can 
only  estimate  the  value  of  drugs  on  the  streets.  For  example,  Medicaid  spent  $3.9 
billion  nationally  in  1989  on  prescribed  drugs.  Approximately  $525  million  was  ex- 
pended on  abusable  drugs  that  have  appropriate  medical  uses.  This  represents  over 
36.5  million  prescriptions  for  drugs  such  as  diazepam,  alprazolam,  and  triazolam, 
which  have  an  estimated  street  value  of  $8.7  billion. 

Consequently,  the  financial  incentives  for  diverting  drugs  are  great  considering 
the  extraordinary  drug  demand  that  exists  on  our  streets.  We  are  making  every 
effort  to  work  with  the  State  Medicaid  programs  to  improve  their  ability  to  detect 
illegal  activities. 

Mr.  Rangel.  Doctor,  do  you  think  you  could  stand  with  me  and 
share  with  my  constituents  the  fact  that  50  percent  of  the  Medicaid 
reimbursements  are  Federal  dollars,  but  that  I,  as  a  Member  of  the 
Federal  Legislature,  would  have  no  way  of  holding  the  State  or  city 
accountable  for  that  50  percent? 

Because  if  you  are  saying  that,  you  would  be  saying  exactly  what 
your  Secretary  has  said,  and  I  just  do  not  want  to  believe  that. 

Ms.  Wilensky.  I  think  that  the  Congress  has  given  the  States 
more  authority  than  perhaps  you  are  recognizing.  I  am  pleased 
that  the  State  has  come  to  us  with  an  interest  in  turning  their 
Medicaid  Program  into  a  coordinated  care  plan,  so  that  the  outra- 
geous activities  that  have  been  going  on  in  New  York  will  stop.  I 
mean,  I  find  that  incredible  

Mr.  Rangel.  I  think  that  is  unfair  for  you  to  say  about  New 
York.  I  am  telling  you  that  these  mills — as  chairman  of  the  Select 
Narcotics  Committee,  I  have  been  around  the  country,  and  these 
abuses  are  happening  around  the  entire  Nation.  Yes,  indeed,  New 
York  has  more  than  its  share  of  abuses,  and  I  am  turning  them 
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into  the  district  attorney  and  the  State  attorney  general,  and  I 
have  yet  to  see  anything  happen  from  the  U.S.  Attorney  General. 

Chairman  Rostenkowski.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman.  Welcome,  Gail. 

I  wanted  to  raise  with  you  an  issue  that  has  been  raised  a 
number  of  times  in  our  hearings.  Concerns  have  been  raised  very 
clearly  about  the  level  set  for  the  tax  credit  in  the  President's  plan, 
that  they  will,  in  fact,  be  insufficient  to  finance  the  purchase  of 
health  coverage. 

I  would  like  you  to  talk  a  little  bit  about  why  you  set  them  at  the 
levels  you  did,  whether  or  not  you  investigated  the  possibility  of  ge- 
ographic variation,  and  how  the  tax  credit  interplays  with  the  de- 
duction, also  the  transition — the  degree  to  which  the  plan  will 
expand  options  for  the  middle  class.  That,  too,  has  been  an  issue, 
and  it  is  my  understanding  that  the  low-cost  plans  made  available 
through  your  program  are  also  available  to  employers  who  current- 
ly have  other  plans,  if  they  would  prefer  those. 

So  both  the  middle-class  issue  and  the  adequacy  of  the  tax  cred- 
its or  deductions  are  concerns. 

Ms.  Wilensky.  Let  me  answer  the  first  question,  which  is  the 
adequacy  of  the  amounts  that  we  have  used,  which  is  $1,250  for  an 
individual,  $3,750  for  a  family,  in  between  for  a  two-person  family. 

We  arrived  at  those  numbers  with  the  work  of  our  HCFA  actu- 
ary and  informal  consultation  with  a  number  of  insurance  individ- 
uals and  actuaries  around  the  country. 

We  know  that  the  amounts  that  the  credit  will  purchase  will  ob- 
viously vary  according  to  the  part  of  the  country,  but,  of  course,  it 
will  frequently  vary  in  a  very  significant  way  within  a  particular 
State  as  well. 

The  use  of  the  tax  credit  mechanism,  in  fact,  requires  it  to  be  a 
single  amount.  It  would  be  unconstitutional  to  vary  the  tax  credit 
amount  by  place  in  the  country.  But  frankly,  aside  from  that  as  a 
statement  of  fact,  we  believe  that  the  proposed  amount  will  buy 
health  care  even  in  some  places  where  it  might  not  be  obvious  that 
the  amount  would  be  sufficient. 

I  have  recently  received  some  information  from  Blue  Cross  of 
California  indicating  the  cost  of  a  small  group  access  program.  The 
amounts  that  we  are  talking  about  would  be  sufficient  to  provide 
coverages  either  in  terms  of  PPO's  or  HMO's  in  places  like  Los  An- 
geles, San  Diego,  and  San  Francisco. 

In  Minnesota,  which  is  an  area  that  has  long  been  a  leader  in 
coordinated  care,  the  Minnesota  Group  Health  Association  indi- 
cates that  family  coverage  is,  in  fact,  under  our  $3,500.  The  single 
coverage  is  a  little  under  our  $1,250. 

However,  in  Chicago,  the  Michael  Reese  HMO  plan  is  a  little 
more  expensive  than  the  proposed  tax  credit. 

So  we  believe — and  that  is  today  with  "business  as  usual" — that 
there  are  enough  places  around  the  country  where  HMO  and  PPO 
plans,  with  some  but  not  large  deductibles,  even  in  some  high-cost 
areas,  are  available.  We  feel  comfortable  that  the  proposed  credit 
amount  will  buy  good  insurance. 

I  have  forgotten  now  your  second  question. 

Mrs.  Johnson.  The  impact  on  the  middle  class. 
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Ms.  Wilensky.  With  regard  to  the  middle  class,  we  would  like  for 
their  small  employers  to  be  able  to  access  affordable  insurance  as 
large  employers  can.  That  is  why  the  health  insurance  networks, 
the  so-called  HIN's,  are  such  an  important  concept. 

Frequently,  small  firms  can  not  buy  insurance  that  was  worth  of- 
fering to  their  employees.  It  was  expensive.  There  were  not  a  lot  of 
choices.  They  could  not  be  sure  what  they  would  have  next  year.  If 
somebody  in  an  employee's  family  was  sick,  they  were  out.  These 
are  real,  legitimate  problems  with  the  current  system. 

What  we  are  doing  with  these  health  insurance  networks,  by  pro- 
viding them  the  clout  of  big  purchasers — giving  them  the  kind  of 
ERISA  protection  that  big  self-insured  firms  have — is  to  get  around 
some  of  the  onerous  requirements  that  have  existed  in  the  States 
that  make  it  difficult  to  offer  insurance  worth  having.  The  insur- 
ance market  reform  proposals  will  make  sure  that  insurance  com- 
panies are  pushed  to  try  to  manage  risk  and  not  avoid  risk. 

I  think  we  all  understand  there  have  been  some  real  problems  in 
that  area  in  the  past. 

Mrs.  Johnson.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Pease. 

Mr.  Pease.  Thank  you,  Mr.  Chairman,  and  thank  you,  Dr.  Wi- 
lensky. I  would  just  associate  myself  with  the  remarks  of  my  col- 
leagues about  your  good  service  to  the  agency. 

Ms.  Wilensky.  Thank  you. 

Mr.  Pease.  And  our  hopes  for  your  success  in  your  new  position. 

First  of  all,  I  would  like  to  commend  you  for  your  voucher  ap- 
proach. I  introduced  ten  years  ago  and  have  each  year  since  a 
voucher  plan,  which  is  similar  in  some  respects  to  the  one  the 
President  is  recommending. 

My  own  view  is  that  whatever  merit  or  lack  of  merit  of  a  nation- 
al health  system  might  be,  for  reasons  that  you  alluded  to  earlier 
in  your  testimony,  we  are  a  long  way  away  from  a  consensus  in 
this  country  that  that  is  the  way  we  ought  to  proceed.  We're  a  long 
way  away  from  an  understanding  on  the  part  of  citizens  about 
what  each  approach  entails. 

I  see  the  virtue  of  a  voucher  plan  as  being  something  that  is  im- 
plementable  rather  quickly  to  deal  with  the  most  serious  problem 
that  I  see,  and  that  is  people  who  do  not  have  any  health  insurance 
at  all.  So  I  would  hope  that  at  least  the  Congress  can  proceed  on 
that  part  of  your  program. 

As  you  know,  one  of  the  reasons  that  many  people  push  a  nation- 
al health  system  is  not  just  for  health  care  delivery  for  people  that 
do  not  have  it.  One  of  the  biggest  reasons  for  supporting  such  a 
system  among  economists  is  to  control  cost,  the  idea  that  if  you 
have  a  single  payer,  the  single  payer  is  the  800-pound  gorilla  and 
can  tell  people  what  to  charge  and  what  not  to  charge. 

And  you  have  pinned  your  hope  on  the  concept  of  coordinated 
care.  You  have  been  reminded  of  Mr.  Reischauer's  testimony  yes- 
terday, that  coordinated  care  could  result  in  a  modest  one-time  re- 
duction in  national  health  care  spending. 

It  occurs  to  me  that  what  you  are  talking  about,  if  coordinated 
care  works  the  way  you  suggest  it  will  or  that  you  hope  that  it  will, 
is  that  there  would  be  a  one-time  drop  in  the  baseline  for  health 


586 


care  costs,  but  then  we  would  start  going  back  up  again,  and  if  we 
went  back  up  again  at  the  same  12-percent  annual  rate  or  what- 
ever, we  would  soon  be  back  where  we  were  and  way  beyond  that. 

It  seems  to  me  that  health  care  costs  are  driven  by  the  ever  in- 
creasing march  of  technology  and  by  competition.  In  my  area,  com- 
petition increases  costs;  it  does  not  decrease  costs,  as  hospitals  com- 
pete with  one  another  to  get  CAT  scanners  and  MRI's  and  the  next 
generation  in  order  to  hang  on  to  their  medical  staffs. 

And  also  health  care  costs  are  driven  by  the  very  large  amount 
of  money  we  spend  in  the  last  6  months  or  the  last  2  weeks  of  a 
person's  life,  and  that  is  an  ethical  question. 

So  I  guess  I  would  ask  you  to  share  your  thoughts  with  the  com- 
mittee about  what,  if  anything,  you  see  being  done  to  control  the 
increased  cost  due  to  technology,  the  increased  cost  due  to  competi- 
tion among  hospitals  to  put  in  ever  more  expensive  equipment,  and 
the  large  expense  at  the  end  of  a  person's  life. 

Ms.  Wilensky.  Thank  you,  Mr.  Pease,  and  thank  you  for  your 
nice  comments. 

I  knew  that  you  were  a  voucher  fan,  and  I  am  pleased  to  hear 
you  say  it  again. 

It  is  true  that  some  individuals  are  looking  to  Government-ad- 
ministered pricing,  Medicare  pricing,  and  global  budgets  as  a  way 
to  control  health  care  costs.  If  you  have  the  political  will  to  set  an 
absolute  limit  and  not  deviate,  you  will  indeed  control  what  you 
spend.  There  is  nothing  in  that  process  to  assure  you  that  you 
spend  it  well,  but  if  you  have  the  political  will  to  control,  it  will,  in 
fact,  limit  your  spending. 

We  have  certainly  learned  through  Medicare  that  setting  prices 
is  not  enough  to  control  spending.  As  I  indicated  earlier,  volume  is 
frequently  more  our  problem  in  this  country  than  prices,  although 
prices  in  some  places  may  be  a  problem. 

It  is  why  I  think  coordinated  care  makes  so  much  sense;  you 
change  the  incentive  to  always  do  more  rather  than  less.  Coordi- 
nated care,  be  it  a  much  more  structured  group  or  a  less  structured 
group — we  need  both  because  people  feel  differently  about  how 
much  they  want  to  move  in  and  out  of  a  plan  at  will — changes  the 
fundamental  dynamics  of  the  medical  system,  where  because  you 
do  more,  you  do  not  get  more. 

What  concerns  me  so  much  about  people  who  want  to  have  Medi- 
care prices  everywhere  and  global  budgets  is  that  all  the  incentive 
is  still  to  do  more.  It  is  fee-for-service  medicine  with  well-insured 
consumers  and  lots  of  incentives  to  buy  new  technology,  bumping 
up  against  an  artificially  set  budget  ceiling. 

Mr.  Pease.  Excuse  me.  Could  I  interrupt  here,  please? 

I  do  not  disagree  with  what  you  are  saying.  You  are  restating 
well  some  things  you  said  before. 

But  I  would  like  your  comments  specifically  on  technology  com- 
petition and  the  expense  at  the  end  of  a  person's  life  that  I  men- 
tioned. 

Ms.  Wilensky.  Let  me  start  with  the  last,  which  is  the  expense 
at  the  end  of  a  person's  life. 

Contrary  to  what  people  seem  to  believe,  technology  has  not  in- 
creased the  concentration  of  spending  at  the  end  of  a  person's  life. 
In  1988,  28  percent  of  Medicare  expenditures  went  for  someone 


587 


during  their  last  year  of  life.  Ten  years  earlier,  the  number  was  ex- 
actly the  same.  Actually  it  was  a  half  of  a  percent  bigger. 

It  is  a  lot  of  money.  It  tends  to  be  the  nature  of  medical  care; 
that  is,  a  lot  is  spent  on  a  small  number  of  individuals;  10  percent 
of  the  people  account  for  70  percent  of  the  dollars.  This  has  not, 
changed  over  time.  It  has  been  roughly  the  same  for  the  last  30  or 
40  years. 

It  does  raise  some  ethical  issues.  I  think  our  movement  toward 
advance  directives  is  an  attempt  to  allow  people  to  be  more  in- 
volved in  their  own  decisionmaking.  Personally,  I  do  not  believe 
that  in  this  country  we  are  in  a  position  to  make  a  national  deci- 
sion for  individuals.  We  are,  in  fact,  trying  to  allow  them  to  be  part 
of  the  process.  That  is  good,  and  it  is  appropriate. 

With  regard  to  the  issue  of  competition  and  whether  it  increases 
or  decreases  expenditures,  what  we  have  seen — and  without  know- 
ing the  specifics  of  your  area,  but  knowing  many  of  the  other  spe- 
cifics that  I  am  sure  are  happening  there — is  that  these  groups  are 
not  competing  on  price.  They  are  competing  on  amenities.  They  are 
competing  on  available  technology  in  order  to  control  their  market 
share.  One  reason  for  this  is  the  lack  of  information  about  price  or 
what  it  buys.  It  is  one  of  the  reasons  we  have  pressed  the  impor- 
tance of  information  for  consumers  and  for  purchasers. 

In  Cleveland,  the  Health  Quality  Choice  Program  is  forcing  the 
hospitals  to  provide  information  on  what  you  get  for  your  money. 
Providing  information  on  outcomes  by  medical  groupings  is  critical 
if  we  are  going  to  allow  employers,  purchasers,  and  public  purchas- 
ers like  Medicare,  to  know  what  they  are  buying  and  not  look  only 
at  low  price. 

In  the  1980's,  any  attempt  at  competition  has  been  anything  but 
competition  on  price.  There  has  been  no  incentive.  When  you  do 
not  compete  on  price,  it  does  not  do  anything  good  for  expendi- 
tures. When  you  do  compete  on  price,  it  has  a  lot  more  potential. 

With  regard  to  the  one-time  savings  versus  lower  increases  over 
time,  I  think  there  just  is  too  much  information  that  coordinated 
care  is  not  just  a  one-shot  deal.  We  used  to  think  in  the  early 
1980's  that  the  savings  could  be  as  high  as  40  percent,  a  25  to  40 
percent  one-time  shot,  which  is  a  very  big  amount.  I  do  not  want  to 
claim  amounts  that  big,  but  I  think  there  is  an  initial  lowering  of 
the  baseline.  However,  we  have  recent  evidence  that  HMO  premi- 
ums have  increased  at  a  slower  rate  and,  particularly  when  the 
penetration  of  HMO's  in  an  area  is  substantial.  It  not  only  lowers 
its  own  rate  of  increase,  but  has  a  spillover  on  the  other  parts  of 
health  care. 

I  think  in  this  country  you  will  not  see  just  one  type  of  organized 
delivery  system.  For  some,  staff  and  group  model  HMO's  are  fine. 
You  get  the  best  bang  for  your  buck,  the  most  benefits  for  the  dol- 
lars spent. 

For  many  others,  the  point-of-service  models,  where  you  can  opt 
out  to  see  a  particular  physician  or  go  for  a  particular  procedure 
and  pay  20  percent  of  the  bill,  provides  a  very  important  amount  of 
flexibility,  even  if  you  never  invoke  it.  It  is  what  a  number  of  em- 
ployers have  been  finding;  Allied  Signals  and  others  who  have  gone 
in  this  direction.  I  think  it  is  what  most  of  us  will  choose  if  offered 
the  opportunity  in  the  United  States. 


588 


Mr.  Pease.  Thank  you. 

Mr.  Rangel  [presiding].  Mr.  McGrath. 

Mr.  McGrath.  Thank  you,  Mr.  Chairman. 

Dr.  Wilensky,  thank  you  for  your  testimony,  and  let  me  join  with 
my  colleagues  in  wishing  you  well  in  your  new  endeavor.  We  are 
sorry  to  see  you  go  from  the  position  you  presently  hold. 

Ms.  Wilensky.  Thank  you. 

Mr.  McGrath.  Let  me  ask  you  this.  Between  now  and  the  time 
you  introduce  the  President's  bill,  is  there  any  opportunity  for 
changes  to  be  made?  I  would  like  frankly  

Ms.  Wilensky.  The  answer  is  "Yes." 

Mr.  McGrath.  The  adequacy  question  that  Mrs.  Johnson 
brought  up  is  one  that  I  am  interested  in,  and  I  would  like  to  be 
working  with  you  on  that. 

One  of  the  claims  of  those  who  suggest  that  a  single-payer 
system  would  be  more  beneficial  and  cost-beneficial  to  our  country 
is  the  question  of  administrative  costs.  We  have  seen  studies  from 
Harvard  which  suggest  that  of  the  $700  or  $800  billion  that  we 
spend  on  health  care,  that  $100  billion  is  consumed  by  administra- 
tive costs.  On  the  other  hand,  we  take  a  look  at  our  own  GAO 
study  which  suggests  somewhere  in  the  $60  billion.  CBO  says  some- 
thing about  $26  billion,  but  half  of  which  is  utilization  review  that 
we  impose  on  ourselves. 

Where  actually  is  this  number,  and  how  much  can  we — obviously 
we  want  to  get  as  much  administrative  cost  out  of  the  system  as 
possible,  but  where  can  we  suggest  that  the  real  number  lies,  and 
how  can  we  

Ms.  Wilensky.  Our  estimate  of  administrative  cost,  the  cost  of 
processing  claims,  and  the  other  insurance-related  costs  are  about 
$80  billion.  We  think  as  much  as  25  percent  of  these  costs  could  be 
reduced  through  appropriate  mechanisms. 

Let  me  go  back  and  tell  you  a  little  bit  about  how  I  think  the 
savings  can  be  achieved.  First,  let  me  make  a  general  comment, 
and  that  is,  there  is  no  question  that  we  can  and  should  have  a 
more  efficiently  run  administrative  system. 

I  think  for  people  who  want  to  go  to  a  single-payer  system,  it 
ought  to  be  because  of  what  it  means  for  cost  control  or  for  philo- 
sophical reasons,  what  they  believe  is  the  appropriate  role  of  gov- 
ernment. 

The  notion  that  you  should  go  to  a  single-payer,  all-government 
system  because  you  want  administrative  savings  is  nothing  short  of 
bizarre  to  me.  There  are  many  ways  to  get  administrative  savings. 

Administrative  costs  are  not  always  bad.  Quality  assurance  is  an 
administrative  cost.  We  certainly  would  want  to  have  quality  as- 
surance continue  even  with  a  single-payer  system. 

There  are  ways  to  reduce  useless  or  little-value  administrative 
costs  in  a  multipayer  system.  Promoting  electronic  billing,  using 
automated  patient  records,  having  common  data  elements  for  medi- 
cal review  are  just  starters.  We  can  and  should  do  these  things. 
But  please,  make  the  decision  about  single-payer  versus  multipayer 
and  market-oriented  versus  Government-regulated  systems  on  the 
basis  of  what  those  options  provide  and  not  on  the  basis  of  adminis- 
trative cost  savings. 
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Mr.  McGrath.  Another  way  of  accounting  for  savings  in  admin- 
istrative costs  might  be  the  preemption  of  State  regulations.  Where 
do  you  sit  on  this  one? 

Ms.  Wilensky.  I  am  very  concerned  about  the  number  of  costly 
State  mandates  that  exist.  When  they  are  very  basic  benefits,  we 
do  not  think  that  has  much  effect  on  cost.  However,  when  States 
mandate  benefits  that  include  hair  transplants,  pastoral  counseling 
in  Rhode  Island,  and  35  to  40  mandated  benefits  in  other  States — 
we  are  now  up  to  960  in  the  country — those  are  adding  an  enor- 
mous amount  of  burden  and  rigidity. 

We  also  have  anti-managed-care  laws  that  make  it  impossible  or 
unlikely  for  coordinated  groups  to  form.  There  is  a  lot  we  can  do  to 
encourage  States  to  drop  these  laws.  Philosophically,  the  adminis- 
tration has  some  concern  about  outright  preemption. 

However,  in  the  case  of  anti-managed-care  laws,  we  feel  strongly 
enough  that  possible  preemption  of  State  law  is  proposed  as  part  of 
the  President's  plan. 

For  small  firms,  we  are  proposing  health  insurance  networks  to 
allow  them  some  of  the  protections  that  ERISA  provides  the  large 
self-insured  firms,  so  that  they  will  not  be  burdened  by  unreason- 
able mandated  benefits  or  insurance  taxes. 

Mr.  McGrath.  I  understand  as  one  of  the  proposals  that  the  gov- 
ernment/industry group  was  able  to  agree  on  was  the  establish- 
ment of  several  hundred  new  community  health  centers. 

Ms.  Wilensky.  Yes,  that  is  correct. 

Mr.  McGrath.  How  are  they  to  be  financed  further  through  the 
Public  Health  Service? 

I  understand  that  my  particular  county  is  26th  on  the  list  of  un- 
derserved  people.  I  am  just  wondering  how  you  go  about  getting 
one  of  them? 

Ms.  Wilensky.  My  understanding  is  that  they  are  part  of  the 
President's  budget  this  year  and  are  within  the  spending  limits 
that  are  already  proposed.  So  they  were  being  financed  by  those  of 
us  in  the  Department  who  may  have  fared  less  well  than  the 
Public  Health  Service.  They  are  part  of  the  overall  budget  cap, 
though,  as  it  now  exists. 

With  regard  to  individual  decisions  as  to  which  communities  re- 
ceive community  health  centers,  National  Health  Service  Corps,  or 
rural  or  migrant  centers,  I  suggest  that  you  speak  with  Dr.  Mason. 
That  is  his  bailiwick,  and  I  am  sure  he  would  be  glad  to  provide 
you  information. 

Mr.  McGrath.  All  right.  He  can  expect  a  call. 

Ms.  Wilensky.  I  will  tell  him. 

Mr.  McGrath.  Thank  you. 

Mr.  Rangel.  Mr.  Archer. 

Mr.  Archer.  Dr.  Wilensky,  there  are  a  couple  of  things  that  I  am 
not  sure  are  included  in  the  President's  recommendations.  If  they 
are,  I  would  like  for  you  to  comment  on  them.  If  they  are  not,  I 
would  like  for  you  to  comment  on  them. 

One  is  that  the  Federal  Government  provides  the  funding  to 
permit,  as  I  understand  it,  every  medical  school  to  be  able  to  oper- 
ate, that  without  Federal  funding,  I  do  not  think  there  is  a  medical 
school  that  would  be  financially  able  to  operate. 

Is  that  a  fair  statement? 
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Ms.  Wilensky.  We  certainly  contribute  a  lot  to  the  medical 
schools. 

Mr.  Archer.  Has  there  been  any  consideration  given  to  structur- 
ing our  aid  to  medical  schools  on  the  basis  that  the  residencies  be 
distributed  in  certain  categories? 

I  understand  the  shortages  in  this  country  are  primary  care 
practitioners,  and  I  also  understand  that  the  Federal  Government 
does  not  delineate  in  its  funding  as  to  how  residencies  have  to  be 
distributed. 

Would  it  make  any  sense  to  say  you  have  to  have  x  percent  of 
your  residencies  in  primary  care? 

Ms.  Wilensky.  The  last  2  years  of  the  President's  budget  includ- 
ed, although  it  is  not  included  in  this  year's  budget  to  the  best  of 
my  knowledge,  higher  payment  for  residents  in  primary  care 
versus  other  residencies  and  higher  payments  to  first  residencies 
rather  than  second  or  third  residencies.  So  you  would  pay  more  for 
the  internal  medicine  residency  than  you  would  for  the  gastroen- 
terology or  other  subspecialty  residency. 

This  was  included,  I  know  for  sure,  in  last  year's  budget.  I  am 
quite  sure  the  proposal  was  included  in  the  previous  year's  budget 
also. 

This  seems  to  me  to  be  a  better  way  to  encourage  the  production 
of  more  primary  care  physicians  as  opposed  to  directly  allocating  x 
number  of  residencies  to  primary  care,  although  if  it  did  not  work, 
you  could  obviously  look  in  that  direction.  Also,  we  hope  to  encour- 
age physicians  to  go  into  primary  care  and  rural  care  by  changing 
reimbursement  rates,  as  we  have  done  through  the  relative  value 
scale  and  by  increasing  the  payments. 

Mr.  Archer.  In  any  event,  though,  as  you  understand  it,  that  is 
not  in  the  current  proposal. 

Ms.  Wilensky.  No. 

Mr.  Archer.  I  think  that  is  something  worth  looking  at. 

The  second  question  is,  I  hear  from  physicians  that  they  would 
like  to  do  a  better  job  of  policing,  as  it  were,  the  practice  of  medi- 
cine from  a  peer  standpoint  and  that  they  are  prohibited  from 
doing  so  by  the  FTC,  because  they  are  accused  of  being  in  restraint 
of  trade. 

Are  there  any  recommendations  in  the  President's  proposal  that 
would  free  the  physicians  to  do  their  own  job  of  professional  qual- 
ity and  professional  practice  from  a  peer  standpoint? 

Ms.  Wilensky.  There  is  reference  to  the  need  for  better  coordina- 
tion, not  only  with  the  FTC,  but  also  with  the  Justice  Department. 
There  is  a  reference  in  the  President's  plan  about  difficulties  that 
exist  with  regard  to  peer  review  groups  that  we  would  like  to  pro- 
mote, alternative  dispute  resolution  systems  that  we  would  like  to 
see  in  practice,  and  I  think  if  not  directly,  by  implication,  the  issue 
that  you  have  just  raised. 

We  recognize  that  we  have  got  to  be  sure  all  parts  of  our  house 
are  working  together. 

Mr.  Archer.  But  do  we  not  need  to  do  something  legislatively  to 
overcome  the  position  of  the  FTC  in  that  regard? 

Ms.  Wilensky.  I  do  not  know  whether  that  requires  legislation. 

Mr.  Archer.  I  hope  when  you  get  to  the  White  House  you  will 
look  into  that. 
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Thank  you  very  much. 

Ms.  Wilensky.  I  will  pass  your  request  along. 
Chairman  Rostenkowski.  Mr.  Andrews. 

Mr.  Andrews.  I  do  not  have  any  questions,  but,  Mr.  Chairman,  I 
do  want  to  wish  you  the  very  best,  Gail,  in  your  new  assignment. 
Ms.  Wilensky.  Thank  you. 

Mr.  Andrews.  I  have  enjoyed  working  with  you,  and  I  look  for- 
ward to  visiting  with  you  again.  Thank  you  for  your  testimony. 

Ms.  Wilensky.  Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  Pickle. 

Mr.  Pickle.  Of  course,  we  all  wish  you  well  down  there. 

I  was  not  able  to  be  here  to  hear  your  testimony,  because  we 
were  in  a  Social  Security  Subcommittee  hearing.  And  incidentally, 
I  hope  you  can  carry  the  word  down  to  the  White  House,  we  have 
800,000  backlogged  disability  cases  at  Social  Security,  and  the  ad- 
ministration has  budgeted  for  a  backlog  of  1,400,000  by  the  end  of 
the  next  fiscal  year. 

Dr.  Wilensky,  you  tell  the  folks  down  there,  that  cannot  be  toler- 
ated, and  we  have  got  to  do  something  about  it. 

But  my  occasion  now  is  just  to  wish  you  well  and  also  to  tell  you 
that  I  am  disappointed  that  you  are  going  down  so  soon,  because 
you  and  I  had  had  an  appointment  to  talk  about  the  cancer  hospi- 
tals and  how  we  might  relieve  them  from  some  of  the  regulations 
that  are  being  imposed  on  hospitals. 

Do  you  know  yet  whom  I  should  see,  or  can  I  still  see  you? 

Ms.  Wilensky.  Well,  you  can  certainly  still  come  and  see  me.  I 
will  make  sure  that  the  person  who  will  be  acting  administrator 
calls  your  office,  because  I  know  it  is  an  issue  that  you  have  been 
concerned  about,  and  I  have  not  forgotten. 

Mr.  Pickle.  We  will  be  in  touch  with  you  soon.  Thank  you  again. 

Ms.  Wilensky.  Sure.  You  are  very  welcome. 

Mr.  Rangel.  On  behalf  of  the  chairman  and  the  full  committee, 
once  again  we  thank  you.  I  most  respectfully  request  in  your  new 
assignment  that  if  you  could  share  with  us  any  information  as  to 
the  impact  on  our  economy  that  the  drug  problem  is  having,  espe- 
cially as  it  relates  to  the  health  system.  Now  that  you  will  be  in- 
volved with  human  resources  and  other  issues,  it  seems  to  me  that 
we  cannot  talk  about  economic  growth  or  health  cost  containment 
without  identifying  what  is  responsible  for  so  much  of  that  cost. 
Nor  can  we  get  involved  in  determining  what  treatment  to  give  pri- 
ority if  nobody  knows  really  what  treatment  is  being  given. 

You  could  be  very  helpful,  and  I  really  hope  that  if,  indeed,  you 
cannot  do  it,  that  you  could  assign  someone  that  could  look  at  this, 
so  that  we  can  wrestle  with  answers  rather  than  cursing  the  dark- 
ness talking  about  the  problem. 

Ms.  Wilensky.  I  will  try  to  do  that,  Mr.  Rangel. 

Mr.  Rangel.  Thank  you,  Doctor,  and  good  luck  to  you. 

Ms.  Wilensky.  Thank  you. 

[A  response  to  a  question  submitted  by  Mrs.  Kennelly,  follows:] 

Health  Care  Reform 

Question.  Dr.  Wilensky,  I  have  introduced  a  comprehensive  health  care  bill.  One 
of  the  more  innovative  elements  of  my  proposal  addresses  the  need  to  ensure  better 
coverage  of  children.  It  creates  a  new  Medicaid  option  to  make  all  of  the  students  in 
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a  school  automatically  eligible  for  Medicaid  if  70  percent  or  more  of  the  students 
qualify  for  AFDC,  SSI,  School  lunch,  Chapter  1  or  Medicaid.  What  are  your 
thoughts  on  this  proposal? 

Answer.  Generally,  we  advocate  flexibility  for  State  Medicaid  programs;  the  Ad- 
ministration supports  S.  2077,  a  bill  which  would  lift  many  of  the  waiver  restrictions 
currently  inhibiting  the  expansion  of  Medicaid  coordinated  care. 

However,  we  would  need  to  study  an  expansion  of  Medicaid  eligibility  on  a  school- 
wide  basis.  This  proposal  would  give  some  students  medical  assistance  based  on 
their  peers'  categorical  and  income  eligibility.  Given  the  escalation  of  health  care 
costs  in  general  and  Medicaid  in  particular,  we  would  be  concerned  that  scarce 
health  care  dollars  would  be  used  to  pay  for  care  for  children  whose  families  can 
bear  the  cost  themselves. 

In  addition,  the  President's  Comprehensive  Health  Reform  Program  would  pre- 
empt this  bill.  H.R.  3410  would  primarily  benefit  children  who  are  neither  insured 
nor  categorically  eligible  for  Medicaid.  The  President's  plan  will  greatly  reduce  this 
group  of  children  by  providing  transferable  tax  credits  to  low-income  families  for 
the  purchase  of  health  insurance  and  tax  deductions  for  more  well-off  families.  The 
number  of  privately  insured  children  will  increase  under  the  President's  plan,  so 
school-based  Medicaid  eligibility  will  not  assist  these  students. 

Mr.  Rangel.  The  next  panel:  Blue  Cross  &  Blue  Shield  Associa- 
tion, Bernard  Tresnowski,  president  and  CEO,  and  Carl  Schramm, 
president  of  the  Health  Insurance  Association  of  America. 

Gentlemen,  without  objection,  your  written  statements  will  be 
entered  into  the  record,  and  you  can  proceed  to  share  your 
thoughts  with  this  committee  in  any  fashion  that  you  would  like. 

We  will  start  with  President  Tresnowski  of  Blue  Cross  &  Blue 
Shield. 

STATEMENT  OF  BERNARD  R.  TRESNOWSKI,  PRESIDENT  AND 
CHIEF  EXECUTIVE  OFFICER,  BLUE  CROSS  &  BLUE  SHIELD  AS- 
SOCIATION 

Mr.  Tresnowski.  Thank  you  very  much,  Mr.  Rangel. 

In  the  5  months  since  I  last  appeared  before  this  committee,  the 
issue  of  health  care  reform  has  obviously  received  an  increasing 
amount  of  attention.  The  issue  is  of  concern  to  everyone  involved 
in  the  health  care  equation,  whether  they  are  providing,  paying 
for,  or  regulating  health  services. 

The  focus  of  our  testimony  today  is  the  administration's  recently 
announced  health  reform  proposal.  My  comments  are  based  on 
what  our  organization  has  learned  in  the  six  decades  since  we 
brought  the  concept  of  community-based  prepayment  for  health 
care  to  the  American  people. 

What  we  have  learned  in  serving  100  million  Americans  also  has 
been  the  basis  for  the  proposal  that  I  presented  last  fall  to  this 
committee.  If  you  recall,  under  that  proposal,  I  said  that  we 
wanted  to  assure  that  coverage  is  affordable  by  replacing  the 
present  incentives  that  promote  excessive  use  of  care  with  new  in- 
centives that  encourage  buyers  to  become  prudent  purchasers. 

We  believe  it  is  time  to  stop  rewarding  insurance  companies  that 
are  principally  underwriters  and  claims  processors  and  reward 
qualified  carriers  who  demonstrate  their  ability  to  contract  for 
high  quality  and  efficiently  provided  services  through  managed 
care  and  selective  contracting  techniques. 

Purchasers  of  care  would  be  offered  incentives  to  choose  such 
qualified  carriers.  Active  competition  among  carriers,  based  on  risk 
management,  not  risk  selection,  would  help  control  the  current 
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rate  of  cost  increase,  reduce  administrative  cost,  and  make  health 
care  coverage  more  affordable. 

The  concept  underlying  the  qualified  carrier  proposal,  manage- 
ment of  care,  is  nothing  new.  But  many  who  purport  to  use  it  have 
not  made  full  use  of  its  potential.  The  development  of  cost-effective- 
ness and  outcome  measures  still  is  in  its  earliest  stages. 

We  also  proposed  a  strategy  to  assure  universal  availability  of 
coverage  through  a  public/private  partnership  through  an  effective 
competitive  insurance  market.  Specifically,  we  supported  measures 
that  assured  that  small  employers  have  access  to  private  insurance 
regardless  of  health  status.  States  have  a  range  of  options  from 
which  to  choose:  Coverage  is  provided  at  fairly  established  rates;  no 
small  employer  is  dropped  from  coverage  because  of  poor  claim  ex- 
perience; and  everyone  doing  business  in  the  market  is  subject  to 
effective  enforcement  of  all  requirements. 

Specifically,  as  to  the  President's  proposal,  the  most  important 
aspect  of  the  President's  new  plan  is  the  fact  that  the  administra- 
tion now  has  joined  in  the  debate  over  universal  access  and  afford- 
able coverage.  We  are  pleased  that  the  administration  has  given 
priority  to  both  managed  care  and  public/private  partnership  in  its 
plan  to  reform  America's  health  care  system. 

We  are  also  pleased  that  the  President's  proposal  includes  incen- 
tives for  increased  reliance  on  coordinated  care,  which  is  what  they 
call  managed  care  strategies,  in  both  private  and  public  sector  pro- 
grams. 

In  many  ways,  this  portion  of  the  President's  proposal  parallels 
our  plan  to  restructure  the  insurance  market  by  rewarding  quali- 
fied carriers  who  effectively  use  managed  care  and  selective  con- 
tracting techniques. 

We  also  support  the  refundable  tax  credit  or  tax  deductions  for 
the  purchase  of  health  insurance  by  lower  and  middle-income  fami- 
lies not  eligible  for  Federal  health  programs.  We  have  done  some 
calculations  of  that  Federal  tax  credit  and  find  that  the  amounts 
would  fully  fund  coverage  from  a  number  of  Blue  Cross  and  Blue 
Shield  plans. 

Many  of  the  group  insurance  reforms  recommended  by  the  Presi- 
dent are  consistent  with  our  proposal;  however,  we  have  some  con- 
cerns about  the  administration's  plan,  which  I  have  outlined  in  my 
fuller  statement,  on  such  matters  as  group  size,  rating,  and  preex- 
isting conditions. 

We  have  serious  reservations  about  the  President's  proposal, 
which  encourages  the  formation  of  small  employer  purchasing 
groups  called  health  insurance  networks  [HIN's].  There  is  a  series 
of  incentives  which  offer  preemption  from  State  benefit  mandates, 
antimanaged-care  laws,  and  State  premium  taxes. 

Our  principal  concern  is  that  the  proliferation  of  these  HIN's 
would  lead  to  further  fragmentation  of  the  risk  among  small  em- 
ployers, thus  increasing  the  number  and  deteriorating  that  pool. 

The  approach  to  establishing  State  risk  pools  to  adjust  the  risk  of 
carriers  who  provide  coverage  to  tax  credit  recipients  also  has  seri- 
ous flaws.  We  have  outlined  our  concern  about  that  in  our  fuller 
statement. 

Mr.  Chairman,  in  conclusion,  much  has  been  written  and  said 
about  health  care  reform,  why  it  is  needed,  and  what  it  will  take  to 
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assure  that  all  Americans  receive  the  health  care  that  they  need 
and  that  the  care  will  be  affordable.  Many  proposals  have  been  of- 
fered, and  there  are  more  to  come. 

We  are  pleased  to  see  the  administration  come  forth  with  its  pro- 
posal. We  look  forward  to  working  with  the  administration,  with 
this  committee,  with  the  Congress  and  others  to  develop  a  means  of 
achieving  these  reforms. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  BERNARD  R.  TRESNOWSKI,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  BLUE  CROSS  AND  BLUE  SHIELD  ASSOCIATION 

Mister  Chairman  and  Members  of  the  Committee,  in  the  five  months  since 
I  last  appeared  before  you,  the  issue  of  health  care  reform  has 
received  an  increasing  amount  of  attention.    The  issue  is  of  concern 
to  all  those  involved  in  the  health  care  equation,  whether  they  are 
providing,  paying  for,  regulating  or  using  health  services. 

The  focus  of  my  testimony  today  is  the  Administration's  recently 
announced  health  reform  proposal.    My  comments  are  based  on  what  our 
organization  has  learned  in  the  six  decades  since  we  brought  the 
concept  of  community-based  prepayment  for  health  care  to  the  American 
people. 

What  we  have  learned  in  serving  100  million  Americans  also  has  been 
the  basis  of  our  proposal  for  health  care  reform,  which  I  presented  to 
your  Committee  in  October. 

I.    BLUE  CROSS  AND  BLUE  SHIELD  ASSOCIATION  REFORM  PROPOSAL 

Our  strategy  is  guided  by  three  major  goals:    making  coverage  more 
affordable,  making  coverage  available  to  all  Americans  and  assuring 
the  portability  of  coverage. 

Under  our  proposal,  large  employers  would  offer  health  insurance  and 
make  a  financial  contribution  to  the  costs  of  their  employee  coverage, 
as  most  do  today. 

To  assure  that  coverage  is  affordable,  we  would  replace  the  present 
incentives  that  promote  excessive  use  of  care  with  new  incentives  that 
encourage  buyers  to  become  prudent  purchasers. 

We  believe  it  is  time  to  stop  rewarding  insurance  companies  that  are 
principally  underwriters  and  claims  processor  and  reward  "qualified 
carriers"  who  demonstrate  their  ability  to  contract  for  high  quality 
and  efficiently  provided  services  through  managed  care  and  selective 
contracting  techniques. 

Purchasers  of  care  would  be  offered  incentives  to  choose  such 
qualified  carriers.    Active  competition  among  carriers  —  based  on 
risk  management,  not  risk  selection  —  would  help  control  the  current 
rate  of  cost  increase,  reduce  administrative  costs  and  make  health 
care  coverage  more  affordable. 

The  concept  underlying  the  qualified  carrier  proposal  —  management  of 
care  —  is  nothing  new,  but  many  who  purport  to  use  it  have  not  made 
full  use  of  its  potential.    The  development  of  cost-effectiveness  and 
outcome  measures  still  is  in  its  early  stages. 

Insurers  are  beginning  to  use  sophisticated  data  analysis  to  help  them 
evaluate  the  effectiveness  of  both  individual  procedures  and  the 
practice  patterns  of  individual  providers.    Carriers  who  use  this 
information  can  make  dramatic  changes  in  the  way  we  spend  health  care 
dollars.    They  will  increase  the  value  of  care  purchased  and  improve 
the  quality  of  care  provided  to  patients. 

As  an  example,  Blue  Cross  and  Blue  Shield  of  Minnesota  is  using  a 
sophisticated,  highly  complex  capability  to  monitor  and  evaluate 
physician  practice  patterns.    Physicians  are  developing  confidence  in 
this  data,  and  in  the  ability  of  their  program  to  compare  and  make 
judgments  about  appropriate  patterns  of  practice.    Some  physicians  are 
now  accepting  enough  of  the  program  that  they  have  requested  that  Blue 
Cross  and  Blue  Shield  Plans  evaluate  the  practice  patterns  of  their 
group.    These  reviews  highlight  instances  of  both  over-  and 
under-utilization  —  because  Blue  Cross  and  Blue  Shield  Plans  evaluate 
both  the  cost  and  quality  of  care. 
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For  example,  Blue  Cross  and  Blue  Shield  of  Minnesota  reviewed 
mammograms  1n  clinics  in  the  Plan's  network  and  found  wide  disparities 
In  the  percentage  of  women  screened,  ranging  from  75  percent  at  one 
clinic  to  as  few  as  18  percent  at  another.    To  address  this  disparity, 
they  worked  with  the  clinics  providing  too  few  mammograms  to  increase 
the  use  of  this  Important  procedure. 

In  addition,  if  we  are  to  truly  change  Incentives  in  the  way  we 
deliver  medical  care,  we  must  work  for  reform  of  the  medical  liability 
system. 

A  strategy  to  assure  universal  availability  of  coverage  through  a 
public/private  partnership  also  must  include  an  effective  and 
competitive  Insurance  market. 

To  help  achieve  this,  there  should  be  equal  treatment  of  both  insured 
and  self-funded  plans.    The  latter  now  are  protected  from  state 
regulations  covering  mandates,  risk  pools  and  premium  taxes  -  all  of 
which  apply  to  the  insured  plans. 

We  also  support  the  reform  of  practices  of  all  entities  providing 
health  benefits  to  small  employers.    Specifically,  we  support  measures 
to  assure  that: 

o      Small  employers  have  access  to  private  insurance,  regardless 
of  health  status; 

o      States  have  a  range  of  options  to  choose  from  in  making 
private  insurance  available  to  small  employers; 

o      Coverage  is  provided  at  fairly  established  rates; 

o      No  small  employer  is  dropped  from  coverage  because  of  poor 
claims  experience; 

o      Everyone  doing  business  in  the  small  group  market  (Including 
MEWAs)  is  subject  to  effective  enforcement  of  all 
requirements;  and 

o      Low-cost  products  are  available. 

We  believe  states  must  have  the  flexibility  to  choose  an  approach  that 
best  meet  the  needs  of  their  unique  environments. 

For  example,  we  believe  that  states  should  be  able  to  meet  the  goal  of 
assuring  access  to  all  small  groups  through  approaches  including  — 
but  not  limited  to  —  a  guaranteed  issue  basis  coupled  to  a  private 
reinsurance  mechanism. 

Other  methods  for  assuring  access  to  private  insurance  include  an 
allocation  approach  to  distribute  high  risk  employers  equitably  among 
all  carriers  and  a  voluntary  guaranteed  issue  approach,  whereby 
carriers  would  voluntarily  provide  coverage  to  all  small  employers  on 
a  guaranteed  issue  basis. 

To  assure  availability  of  coverage  to  all  Americans,  large  employers 
would  offer  health  insurance  and  make  a  financial  contribution  to  the 
costs  of  their  employee  coverage,  as  most  do  today. 

Our  approach  to  small  employers  would  reflect  their  unique  needs.  We 
would  ask  small  employers  to  offer  coverage,  but  we  would  not  require 
them  to  contribute  to  employee  and  dependent  premiums.    Those  small 
employers  that  did  not  fund  their  employees'  coverage  would  be  subject 
to  an  assessment,  which  would  be  significantly  less  than  the  cost  of 
contributing  to  coverage.    These  funds  would  be  used  to  assist  their 
employees'  purchase  of  the  private  group  coverage  selected  by  the 
employer. 
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We  recommend  that  subsidies  and  tax  incentives  be  used  to  encourage 
small  employers  to  contribute  to  the  cost  of  their  employees' 
coverage.    In  addition,  our  proposal  would  create  incentives  for 
Individuals  not  connected  to  the  work  force  to  purchase  private 
insurance,  and  some  level  of  subsidies  for  those  who  could  not  afford 
the  full  cost  of  private  coverage. 

Those  who  cannot  afford  private  insurance,  even  with  this  assistance, 
would  be  covered  under  an  expanded  Medicaid  program.  All  individuals 
and  families  at  or  below  the  federal  poverty  level  would  be  eligible, 
regardless  of  age  or  family  structure. 

To  assure  portability  of  health  benefits,  we  believe  reforms  are 
needed  to  assure  that  coverage  1s  continued  as  individuals  move  from 
job  to  job  or  between  public  and  private  programs.    "Job  lock"  has 
become  a  serious  problem  in  America.    More  and  more  Americans  are 
afraid  to  change  jobs  because  they  will  lose  coverage  of  preexisting 
conditions  for  a  period  that  can  range  from  a  few  months  to  a  year. 

As  employers  and  employees  take  responsibility  for  offering  and 
accepting  health  care  coverage,  there  will  be  no  need  for  such 
practices  as  preexisting  condition  exclusions  and  waiting  periods. 
Insurers  need  these  provisions  only  to  prevent  people  from  avoiding 
the  purchase  of  insurance  until  they  require  medical  services. 

The  Blue  Cross  and  Blue  Shield  System  also  is  exploring  private  market 
alternatives  to  reduce  the  administrative  burden  on  employers 
resulting  from  the  current  COBRA  continuation  of  coverage  requirements 


II.    THE  ADMINISTRATION'S  HEALTH  REFORM  PROPOSAL 

Today  we  are  focusing  our  comments  on  a  new  proposal  for  health  care 
reform  being  offered  by  President  Bush.    The  most  important  aspect  of 
this  new  plan  is  the  fact  that  the  Administration  now  has  joined  in 
the  debate  over  universal  access  and  affordable  coverage. 

We  are  pleased  that  the  Administration  has  given  high  priority  to  both 
managed  care  and  public/private  partnership  in  its  plan  to  reform 
America's  health  care  system. 

In  my  testimony,  I  will  comment  on  various  provisions  of  this  proposal 
including  coordinated  care,  tax  credits  and  deductions,  reform  of  the 
group  insurance  market,  health  insurance  networks  and  state  risk  pools 

COORDINATED  CARE 

To  begin,  we  are  pleased  that  the  President's  proposal  includes 
incentives  for  increased  reliance  on  coordinated  care  (managed  care) 
strategies  in  both  private  and  public  sector  programs. 

In  many  ways,  this  portion  of  the  proposal  parallels  our  plan  to 
restructure  the  insurance  marketplace  by  rewarding  qualified  carriers 
who  effectively  use  managed  care  and  selective  contracting  techniques. 

In  the  private  sector,  we  support  the  Administration's  plan  to 
eliminate  state  anti-managed  care  laws,  and  want  to  assure  that  it 
would  apply  to  all  coverage,  and  not  just  that  offered  through  the  new 
Health  Insurance  Networks. 

In  the  public  sector,  we  support  the  President's  plan  for  increased 
reliance  on  coordinated  care  strategies  in  the  Medicaid  and  Medicare 
programs. 
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However,  we  oppose  the  proposed  limits  on  federal  Medicaid  matching 
payments  which  would  exacerbate  state  budgetary  problems,  resulting  1n 
reductions  1n  eligibility  and  benefits  and  Increased  cost-shifting  to 
the  private  sector. 

We  also  believe  there  is  a  need  to  continue  Section  1833  cost 
contracts,  to  strengthen  the  proposal  for  point  of  care  programs  and 
to  not  only  retain  —  but  Improve  and  expand  to  all  50  states  —  the 
Medicare  select  program,  now  being  implemented  in  15  states. 

TAX  CREDITS  AND  DEDUCTION 

The  Administration's  proposal  would  make  available  refundable  tax 
credits  or  tax  deductions  for  the  purchase  of  health  insurance  by 
lower-  and  middle-income  families  not  eligible  for  other  federal 
health  programs. 

We  support  these  tax  provisions  because  the  funds  made  available 
through  these  tax  vehicles  should  help  individuals  and  families  secure 
health  benefits  protection  —  full  protection  1n  many  areas  of  the 
country.    The  full  tax  credit  amounts  would  fully  fund  coverage  from  a 
number  of  Blue  Cross  and  Blue  Shield  Plans. 

Adjustments  in  the  dollar  amount  of  the  tax  credit  would  be  needed  to 
reflect  more  fully  the  cost  of  coverage  for  people  in  high  health  cost 
areas.    And,  to  assure  that  the  value  of  these  tax  benefits  1s 
retained  over  time,  they  should  be  indexed  to  medical  cost  Inflation 
rather  than  to  general  inflation. 

GROUP  INSURANCE  MARKET  REFORMS 

Many  of  the  group  insurance  reforms  recommended  1n  the  President's 
plan  are  consistent  with  our  proposal.    In  particular,  we  applaud  the 
fact  that  his  plan  recognizes  that  states  need  flexibility  1n 
determining  how  best  to  assure  the  availability  of  Insurance  coverage 
for  small  employers. 

However,  we  have  concerns  about  how  the  Administration's  plan 
addresses  group  size,  rating  and  pre-existing  conditions. 

Group  Size.    We  believe  that  market  reforms  should  be  targeted  to 
groups  with  3  or  25  employees.    Groups  of  1  or  2  persons  actually  are 
a  part  of  the  individual  Insurance  market  where  coverage 
choices  are  made  based  on  perceived  needs  for  care.    As  a  result, 
Including  these  "smallest  groups"  in  the  reform  requirements  would 
raise  costs  for  all  small  employers:    in  effect,  forcing  them  to 
subsidize  the  individual  market. 

On  the  other  end  of  the  spectrum,  we  believe  the  reform  provisions 
should  not  extend  to  groups  above  25  persons  because  the  inability  to 
purchase  coverage  due  to  risk  is  primarily  a  problem  for  smaller 
employers.    Also,  to  avoid  the  costs  of  the  proposed  reforms,  these 
larger  groups  may  self-fund,  even  though  they  are  not  large  enough  to 
bear  Its  risks.    This  could  result  1n  further  disintegration  of 
existing  insurance  pools. 

Rating.    We  believe  the  requirement  that  insurers  community  rate 
their  coverage  of  groups  with  less  than  100  employees  after  five  years 
could  cause  serious  problems. 

In  a  voluntary  environment,  with  no  employer  mandate,  restrictive 
rating  requirements  —  such  as  the  community  rating  provisions 
supported  by  many  Members  —  would  result  in  significant  rate 
increases  for  many  small  employees.    As  a  result,  many  of  them  would 
drop  health  coverage  rather  than  pay  higher  costs. 
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For  example,  an  analysis  of  data  from  six  Blue  Cross  and  Blue  Shield 
Plans  shows  that  half  of  the  small  employers  they  cover  would  receive 
rate  increases  under  community  rating  proposals  which  do  not  permit 
adjustments  for  demographic  variables  such  as  age  and  sex.  The 
analysis  showed  that  half  the  groups  would  receive  very  significant 
rate  increases  -  some  more  than  100  percent  -  to  subsidize  the 
higher-risk  employees. 

And  this  would  not  be  the  only  factor  fueling  health  care  costs  for 
small  groups.    In  addition  to  the  overall  rate  of  health  care  cost 
inflation,  small  group  rates  would  be  driven  up  -  under  reform 
proposals  -  by  the  added  costs  of  elements  such  as  the  guaranteed 
availability  requirement.    State-level  studies  have  shown  the  cost  of 
guaranteed  issue  requirements  at  about  10  percent  of  premium.  This 
added  cost  is  a  result  of  making  coverage  available  to  high-risk  small 
employers.    He  would  note  that  for  any  insurer  in  the  small  group 
market,  about  4  percent  of  the  covered  population  incurs  50  percent  of 
the  expenses.    Under  reform  proposals,  insurers  would  be  opening  their 
doors  to  the  "4  percent."   As  a  result  of  these  additional  factors, 
small  employers  that  would  receive  a  50  percent  rate  increase  as  a 
direct  result  of  community  rating  could  in  fact  receive  a  total  rate 
increase  of  nearly  100  percent. 

For  these  reasons,  we  support  the  NAIC's  rating  requirements  which 
permit  limited  use  of  health  status  and  claims  experience  and  do  not 
limit  demographic  variation  in  rates.    While  not  going  as  far  as  some 
Members  would  like,  we  believe  these  provisions  would  benefit  small 
employers  significantly.    Premium  rates  would  be  much  more  stable  and 
predictable  and  the  use  of  a  small  employer's  own  claims  experience  or 
health  status  in  setting  its  rate  would  be  limited. 

However,  I  would  note  that  some  Blue  Cross  and  Blue  Shield  Plans  still 
community  rate  their  small  group  coverage.    Generally,  they  are  able 
to  do  this  because  of  their  larger  overall  market  share,  their 
provider  discount  arrangements  and  their  provider  contracting 
arrangements.    Their  large  market  shares  help  these  Blue  Cross  and 
Blue  Shield  Plans  stabilize  the  risk  of  adverse  selection.    And  their 
provider-negotiated  discounts  and  contracts  help  offset  the  costs  of 
covering  high-risk  enrollees  by  lowering  overall  benefit  costs. 

Preexisting  Conditions.    The  proposal's  limits  on  allowable  use  of 
preexisting  condition  provisions  are  unclear.    However,  we  believe  the 
intent  is  to  prohibit  new  waiting  periods  for  preexisting  conditions 
for  persons  changing  employers  or  employers  changing  insurers.  We 
would  support  such  a  position. 

HEALTH  INSURANCE  NETWORKS 

The  President's  proposal  encourages  the  formation  of  small  employer 
purchasing  groups  called  Health  Insurance  Networks  (HINs).    They  would 
buy  or  self-fund  benefits  for  member  employers  who  -  especially  if 
they  had  fewer  than  100  employees  -  would  have  strong  incentives  to 
take  part. 

These  incentives  would  include  pre-emption  from  state  benefit 
mandates,  anti -managed  care  laws  and  state  premium  taxes.    There  would 
be  no  limit  on  the  number  of  HINs  in  an  area  and  intrastate  and 
regional  pooling  would  be  allowed. 

Self-funded  HINs  would  be  subject  to  "enhanced  state  solvency  and 
increased  Department  of  Labor  (DOL)  standards."    Insured  and 
self-funded  HINs  that  objected  to  their  treatment  by  a  state  could 
apply  to  the  DOL  for  federal  certification,  removing  them  from  all 
state  insurance  laws. 
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Our  principal  concern  is  that  the  proliferation  of  the  HINs  would  lead 
to  further  fragmentation  of  risk  among  small  employers,  as  small 
employer  groups  obtained  coverage  from  an  increasing  number  of 
sources.    Rather  than  encouraging  small  employers  to  collect  into  a 
few  large  pools  of  employees  that  could  spread  the  cost  of  health  care 
services  over  many  employees,  these  purchasing  groups  could  result  in 
small  pools  of  employees  that  spread  risk  over  a  limited  number  of 
employees.    Further,  with  each  HIN  having  its  own  marketing  and  claims 
processing  demands,  the  administrative  cost  burden  would  increase. 

This  proposal  also  would  create  a  regulatory  nightmare.    While  the 
HINs  could  be  exempt  from  all  state  insurance  laws,  the 
Administration's  plan  does  not  include  a  strong  regulatory  network  for 
these  new  entities.    Not  only  would  the  DOL  lack  the  funds,  staff  and 
expertise  for  such  a  massive  undertaking,  it  is  doubtful  that  even 
state  governments  would  have  the  resources  needed  to  assure  the 
appropriate  functioning  of  thousands  of  these  new  arrangements. 

We  believe  that  demonstrations  to  test  the  value  of  these  purchasing 
arrangements  would  be  helpful. 

STATE  "RISK  POOLS" 

It  is  important  to  note  that  the  Administration's  proposals  for  both 
tax  credits  and  market  reforms  are  based  on  the  ability  of  state  "risk 
pools"  to  reflect  the  risk  of  Individuals  and  small  employers. 

While  the  proposal  refers  to  "state  risk  pools,"  these  pools  would  be 
purely  financial  mechanisms  for  adjusting  carriers'  premiums  to 
reflect  the  risk  associated  with  covering  individual  tax  credit 
recipients  and  small  groups.    They  are  in  no  way  related  to  the 
high-risk  pools  established  in  26  states  for  covering  uninsurable 
individuals. 

Insurers  would  continue  to  bear  the  full  risk  of  covering  individual 
tax  credit  recipients.    The  state  pools  would  adjust  insurers' 
payments  —  the  tax  credit  amount  —  for  coverage  to  reflect  health 
risk.    Insurers  covering  higher-risk  tax  credit  recipients  would 
receive  the  amount  of  the  tax  credit  plus  an  amount  from  the  state 
pool,  while  insurers  with  lower-risk  tax  credit  recipients  would  make 
payments  to  the  pool . 

This  approach  has  serious  flaws.    While  we  believe  that  adjusting  for 
risk  is  important,  these  state  pools  would  be  premature,  because  there 
is  no  generally  accepted  methodology  that  explains  a  significant 
amount  of  the  variation  in  risk.    And  it  appears  unlikely  that  the 
methodology  could  be  developed  and  tested  adequately  in  the  near 
future. 

There  is  an  additional  problem  with  the  state  pools  established  for 
individual  tax  credit  recipient.    Because  only  those  insurers 
providing  coverage  to  tax  credit  recipients  would  be  required  to 
participate  in  the  pools,  they  would  provide  no  mechanism  for  having 
other  carriers  in  the  state  share  the  cost  of  covering  higher-risk 
individuals. 

III.    PRESIDENT  BUSH'S  FY  1993  BUDGET  PROPOSALS 

Before  closing,  I'd  like  to  make  a  few  comments  on  the  President's  FY 
1993  budget  proposals  for  administering  the  Medicare  program.    We  are 
encouraged  that  the  President  has  proposed  a  7.7  percent  increase  over 
the  FY  1992  funding  level  for  Medicare  contractors.    In  particular,  we 
support  the  President's  request  for  increasing  funding  for  payment 
safeguard  activities  performed  by  Medicare  contractors  which  prevent 
fraud,  abuse  and  overpayments.    These  are  one  of  the  federal 
government's  best  investments  in  good  management,  returning  more  than 
10  times  their  administrative  costs  by  protecting  taxpayers  dollars. 
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Over  the  longer  term  we  need  to  reform  the  federal  budget  process  for 
programs  such  as  these.    We  believe  that  Congress  should  have  an 
incentive  for  funding  proven,  cost-effective  programs  by  a  budget 
process  which  counts  the  hard  savings  returned  by  better  enforcement 
efforts.    We  have  a  proposal  which  would  do  exactly  that  and  we  look 
forward  to  working  closely  with  you  to  make  these  needed  changes. 

IV.  CONCLUSION 

Much  has  been  written  and  said  about  health  care  reform,  why  it  is 
needed  and  what  it  will  take  to  assure  that  all  Americans  receive  the 
health  care  they  need  and  that  the  care  will  be  affordable. 

Many  proposals  have  been  offered  to  reform  the  way  we  deliver  and 
finance  health  care  and,  undoubtedly,  there  are  many  more  to  come. 

But  through  the  debate,  the  rhetoric,  some  things  are  becoming  clear. 
All  the  parties  involved  must  work  together  to  find  a  workable 
solution.    All  the  parties  must  start  with  a  critical  examination  of 
their  own  practices,  goals  and  beliefs.    We  all  must  be  prepared  to 
change  some  of  our  ways  so  that  the  common  good  is  achieved. 

These  beliefs  helped  lead  our  organization  to  initiate  its  call  for 
reform  of  the  health  insurance  industry,  to  develop  its  proposal  for 
overall  health  care  reform. 

We  are  pleased  to  see  the  Administration  come  forth  with  its 
proposal.    We  are  looking  forward  to  working  with  the  Administration, 
the  Congress  and  others  to  develop  the  means  of  achieving  needed 
reform. 
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Mr.  Rangel.  Thank  you. 
Mr.  Schramm. 

STATEMENT  OF  CARL  SCHRAMM,  PRESIDENT,  HEALTH 
INSURANCE  ASSOCIATION  OF  AMERICA 

Mr.  Schramm.  Thank  you,  Mr.  Rangel. 

It  is  a  pleasure  to  be  here  again  to  comment  on  the  administra- 
tion's proposal  on  health  care  reform. 

As  a  prelude  to  my  remarks,  I  would  point  out  that  in  the  cur- 
rent issue  of  Newsweek,  March  2,  the  cover  story  is  on  the  question 
of  how  our  American  dream  unraveled,  by  Bob  Samuelson.  In  one 
area,  it  talks  about  some  things  that  do  go  better  in  America  than 
in  previous  years.  I  point  to  page  36,  which  points  out  that  before 
World  War  II  in  this  table,  9  percent  of  the  American  population 
had  health  insurance.  Currently  87  percent  of  the  American  popu- 
lation has  health  insurance,  and  Newsweek  points  out  that  that  is 
one  of  the  positive  gains  of  how  we  have  engineered  our  society 
and  our  economy  in  the  post-war  era. 

But  this  is  not  enough,  and  I  think  the  most  commendable  part 
of  the  administration's  proposal  is  that  it  does  enunciate  a  plan  for 
universal  coverage  of  all  American  citizens.  We  join  Blue  Cross  and 
all  other  voices  that  commend  the  administration  for  setting  that 
as  a  goal,  as  well  as  many  members  of  this  committee  who  have 
introduced  legislation  in  that  direction. 

I  would  say  that  we  support  for  certain  all  parts  of  the  plan  that 
are  pragmatic  steps  to  get  to  that  goal,  including  the  goal  of  uni- 
versal coverage. 

We  particularly  support  the  notion  of  tax  credits  and  the  exten- 
sion of  vouchers  to  lower-income  individuals  that  supports  and  em- 
phasizes a  private  market  that  is  composed  of  both  Blue  Cross  and 
commercial  insurance  plans  which  now  cover  almost  190  million 
Americans. 

We  are  certainly  supportive  of  the  notion  of  the  restoration  of 
the  100  percent  tax  deduction  for  self-employed  individuals. 

We  also  support  the  President's  proposals  that  are  reflective  of 
small  group  insurance  reform.  It  is  our  view  and  has  been  for  a 
long  time,  as  we  have  attempted  to  pass  laws  in  a  number  of  States 
in  this  direction  and  have  successfully  adopted  laws  in  seven  States 
that  would  greatly  reform  the  insurance  market  for  the  small 
group,  under-25-lives  market,  that  insurance  companies  must  be 
made  to  be  in  the  business  of  health  insurance  and  the  manage- 
ment of  risk  as  opposed  to  culling  out  bad  risks  and  only  covering 
healthy  people. 

HIAA  supports  the  expansion  of  managed  care,  referred  to  in  the 
administration's  proposal  as  "coordinated  care,"  as  a  means  of  de- 
livering quality  and  cost-effective  care.  It  is  our  view  that  this  is 
where  the  future  of  private  coverage  is  headed  and  must  be 
headed,  and  the  stimulus  offered  by  the  administration's  plan, 
which  is  also  reflected  in  many  of  the  proposals  put  forward  by 
members  of  this  committee,  is  certainly  operating  in  the  proper  di- 
rection. 

HIAA  also  supports  the  notion  of  public  sector  coordinated  care 
as  well  and  joins  the  administration  and  Dr.  Wilensky  in  their 
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commitment  to  service  and  supports  the  moves  in  Medicare  and 
Medicaid  in  the  direction  of  managed  care. 

There  are  some  concerns  that  we  do  not  know  enough  about,  but 
I  would  just  very  briefly  point  out  that  we  are  concerned  about  the 
notion  that  within  5  years  the  market  for  insurance  in  the  small 
group  under  50  lives,  as  conceived  by  the  administration,  would  be 
moved  to  a  community  rated  basis.  I  think  the  notion  of  communi- 
ty rating  is  very  poorly  understood  in  the  administration  and  by 
many  other  commentators.  To  move  in  this  direction  would  be  to 
raise  prices  across  the  average  market  case  and  undo  the  operation 
of  many  pools  that  currently  work  successfully. 

I  join  Mr.  Tresnowski  this  morning  in  raising  concerns  about  the 
health  insurance  networks.  It  seems  here,  too,  that  the  notion  of 
how  insurance  is  structured  and  delivered  is  not  very  well  under- 
stood and  that  the  notion  of  relying  on  new  groups  to  purchase, 
through  cooperative  arrangements,  insurance  may  lead  to  more  un- 
raveling and  perverse  effects  in  these  pools  than  positive  effects. 

I  think  finally  we  have  some  concerns  about  the  notion  of  how 
all  of  this  will  be  funded  and  what  effective  savings  we  can  expect. 
I  think  it  is  important  that  there  has  been  a  vocalization  of  con- 
cern about  cost  containment,  but  we  would  be  more  sanguine  if 
there  was  a  clearer  roadmap  as  to  how  we,  as  a  society,  working 
through  both  private  means  and  government  means,  would  effec- 
tively accomplish  the  goal  of  containing  provider  cost  inflation, 
which  is,  after  all,  the  underlying  engine  that  has  brought  all  these 
problems  to  the  fore. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  CARL  SCHRAMM,  PRESIDENT,  HEALTH  INSURANCE 
ASSOCIATION  OF  AMERICA 

I  am  Carl  Schramm,  President  of  the  Health  Insurance  Association 
of  America   (HIAA) .     HIAA  is  a  trade  association  of  over  275 
private  health  insurance  companies  that  provide  health  insurance 
to  over  95  million  Americans.     Over  the  past  few  years,  HIAA  has 
dedicated  significant  time  and  effort  to  analyzing  health  access 
and  cost  problems  in  order  to  develop  practical  solutions.  We 
have  shared  our  views  at  numerous  Congressional  forums,  including 
my  testimony  before  this  Committee  last  year.     I  am  pleased  to 
appear  before  you  again  today  as  the  Committee  begins 
consideration  of  President  Bush's  Plan  for  Health  Care  Reform. 

General  Comments  on  the  Administration's  Health  Care  Reform  Plan 

HIAA  concurs  with  the  President  that  only  a  strengthened 
private/public  health  insurance  partnership  can  deliver  the 
health  care  Americans  need,  at  a  price  they  can  afford,  while 
maintaining  the  quality  they  have  come  to  expect.     Unlike  some 
reform  proposals,  the  President's  blueprint  offers  a  number  of 
practical,  affordable  steps  to  extend  health  care  coverage.  It 
also  greatly  aids  the  private  sector  in  its  cost  containment 
efforts  by  promoting  managed  health  care  programs — programs  that 
reduce  cost  escalation,  maintain  quality,  and  encourage  provider 
accountability. 

The  plan's  provisions  to  extend  vouchers  to  lower-income 
Americans  and  tax  credits  for  those  with  middle-incomes  are 
relatively  easy  to  implement  and  would  extend  health  care 
coverage  without  jeopardizing  American  jobs  and  adding 
substantially  to  the  national  debt.     The  insurance  industry 
believes  the  provision  extending  a  100  percent  health  insurance 
tax  deduction  to  the  self-employed  is  long  overdue. 

The  President's  long-term  plan  has  far-reaching  implications  for 
insurance  market  reform.     Many  of  the  President's  proposals — 
guaranteed  insurance  availability,  guaranteed  renewability ,  and 
portability  of  coverage — reflect  the  intent  of  HIAA  proposals  for 
small-group  reform.     Particularly  noteworthy  are  the  proposals  to 
encourage  managed  care — or  as  the  plan  describes  it,  coordinated 
care.     HIAA  is  firmly  committed  to  the  expansion  of  managed-care 
programs  and  techniques.     We  believe  that  state  laws  that  seek  to 
restrict  managed  care ' s  operations  or  innovations  would  erode  its 
continued  growth.     The  Administration's  plan  for  federal 
preemption  of  state  laws  that  infringe  on  managed  care  or  mandate 
benefits  is  a  positive  step  toward  cost  containment.  Other 
proposals — such  as  the  plan's  provisions  for  pooling  of  small 
groups — will  require  careful  analysis  in  order  to  evaluate  their 
impact  on  access  and  cost. 

We  support  the  message  inherent  in  the  President's  proposal:  that 
we  must  enhance  our  joint  public  and  private  system  of  health 
care  financing  in  this  country — a  system  that  already  provides 
coverage  for  87  percent  of  Americans.     We  must  focus  our 
attention  on  ways  to  strengthen  that  system  and  extend  its 
benefits  to  those  who  are  not  currently  covered. 

Technical  Comments  on  the  Differences  and  Similarities  Between 
the  HIAA  Proposal  for  Insuring  All  Americans  and  the 
Administration's  Health  Care  Reform  Plan 

A.      Health  Insurance  Reforms  and  the  New  Small  Employer 
Purchasing  Arrangements 

HIAA's  proposal  would  require  guaranteed  issue  only  with 
respect  to  small  employer  groups  using  carriers  currently 
serving  the  small  employer  group  market.  It  appears  that  the 
President's  proposal  may  go  beyond  this  by  requiring  all 
insurers  in  the  market  to  guarantee  issue  to  any  employer 
applicant,  regardless  of  size. 

HIAA  opposes  the  reapplication  of  preexisting  conditions 
once  an  individual  has  obtained  and  maintained  health 
coverage.    However,  it  is  unclear  in  the  President's 
proposal  whether  preexisting  condition  limits  could  be 
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imposed  when  someone  first  enrolls.    Allowing  insurers  to 
use  preexisting  condition  limitations  when  persons  first 
enter  the  system  helps  control  adverse  selection  —  and  the 
corresponding  increase  in  premiums  stimulated  by  adverse 
selection. 

The  short-term  guaranteed  availability  strategies  that  are 
part  of  the  Administration's  plan  appear  to  be  consistent 
with  the  NAIC's  two  options  for  state  reform — guaranteed 
issue  with  prospective  reinsurance  or  risk  allocation.  HIAA 
endorses  the  development  of  an  allocation  approach  that 
provides  choice  for  employers,  yet  achieves  a  fair  balance 
of  risk  among  insurers. 

HIAA  would  like  the  opportunity  to  explore  further  the 
President's  plan  for  rating  provisions.     We  have 
reservations  about  some  of  the  specific  components  of  the 
plan.     HIAA  is  opposed  to  community  rating  because  it  would 
have  a  negative  impact  on  the  small-group  market.  The 
effect  of  community  rating  could  be  a  rise  in  rates  for  many 
small  employers,  placing  coverage  even  further  out  of  reach 
for  those  who  already  cannot  afford  it. 

Certain  elements  of  the  rating  language,  such  as  how 
industry/occupation  and  duration  are  treated  under  the  rate 
bands  are  unclear;  and  our  industry  would  like  the 
opportunity  to  analyze  these  provisions  after  they  are  more 
fully  developed. 

The  Administration's  proposal  gives  health  insurance 
networks  (HINs)  preferential  treatment  through  exemption  of 
premium  taxes.     State-mandated  benefits  and  certain  anti- 
managed  care  laws  are  also  preempted  for  HINs  as  well  as 
other  health  benefit  plans.     HIAA  supports  the  position  that 
all  benefit  plans  should  be  allowed  the  efficiencies  of 
these  preemptions  and  that  HINs  should  not  receive 
preferential  treatment. 

B.  Small  Employer  and  Low-Income  Risk  Redistribution 

Insurers  find  fiault  with  several  of  the  Administration's 
proposed  health  risk  distribution  vehicles.     For  example,  if 
the  measure  of  expected  health-care  costs  is  unreliable, 
individual  carriers  could  be  placed  at  great  risk.     If  some 
carriers  apply  or  report  health-risk  measures  differently, 
it  could  unfairly  advantage  or  disadvantage  them. 
Precluding  carriers  from  determining  the  revenues  required 
from  higher-  versus  lower-risk  groups  could  imperil  the 
market's  viability  and/ or  the  solvency  of  individual 
carriers.     Also,  measuring  expected  health-care  costs  based 
on  the  health  care  characteristics  of  the  population  is  an 
inexact  science.  HCFA's  experiment  with  health  risk 
adjustments  of  HMO  capitation  payments  to  health  plans  with 
Medicare  risk  contracts  is  an  example  of  methodology  that 
did  not  adequately  predict  costs. 

C.  Tax  Subsidies 

HIAA  strongly  supports  the  President's  proposal  regarding 
tax  subsidies.     HIAA  supports  both  public  subsidies  to  low- 
wage  small  employers  and  tax  credits  to  individuals,  in 
combination  with  full  Medicaid  coverage  for  all  of  those 
below  the  poverty  level.     President  Bush  has  not  proposed 
direct  subsidies  to  employers,  nor  to  extend  Medicaid  to  the 
poor.     These  tax  credits  and  subsidies  are,   in  fact,  a 
reflection  of  the  Administration's  commitment  to  a  policy 
that  addresses  the  root  cause  of  the  access  problem  —  cost. 
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D.  Coordinated  Care  —  Private  sector 

HIAA  firmly  supports  the  President's  proposal  for 
coordinated  care.     The  purpose  is  to  promote  managed  care  in 
the  private  sector  by  making  it  more  available.  Preemption 
of  state  laws  will  make  it  easier  for  managed-care  plans  to 
operate  and  innovate  and  thus  make  a  wider  variety  of 
managed-care  plans  available.     The  HIAA  supports  the 
expansion  of  managed  care  as  a  means  of  delivering  guality, 
cost-effective  health  care. 

E.  Coordinated  Care  —  Public  Sector 

HIAA  believes  that  coordinated  care,  with  its  tenets  of 
providing  preventive  services  and  coordinating  the  delivery 
of  medical  care,  would  go  a  long  way  toward  correcting 
fragmented  and  inefficient  Medicaid  programs. 

F.  Encouraging  Personal  Responsibility  and  Prevention 

HIAA  agrees  with  the  Administration's  message  that  personal 
responsibility  and  prevention  are  important  in  reforming  our 
health-care  system.     Insurers  believe  that  employers  should 
be  given  financial  incentives  to  encourage  healthier 
lifestyles  and  safer  work  environments,  and  that  premium 
rates  based  in  part  on  these  factors  is  one  method  of 
providing  an  incentive. 

HIAA  believes  that  the  insurance  industry  should  assume 
leadership  with  respect  to  health  prevention  and  should 
promote,  through  community,  corporate,  and  client  education, 
the  delivery  of  preventive  services. 

G.  Administrative  Costs 

HIAA  supports  the  ANSI  process  to  develop  uniform  standards 
for  electronic  data  interchange.     We  are  enthusiastic 
supporters  of  Secretary  Sullivan's  initiatives  in  this  area, 
and  chair  one  of  the  workgroups  that  evolved  from  the 
Secretary's  insurance  summit.      (HIAA  is  participating  in  the 
other  two  workgroups . ) 

H.  Cost  Containment 

The  President's  proposal  is  similar  to  HIAA's  cost- 
containment  strategy  in  overall  emphasis  and  rationale. 
Some  provisions  differ,  particularly  the  tax  credit 
features.     It  is  difficult  to  determine  whether  the 
estimated  saving  of  $394  billion  by  1997  is  realistic.  The 
industry  would  want  to  be  sure  that  insurers  are  not  the 
sole  source  of  information  on  cost  and  prices  and  that 
providers  will  supply  data  as  well. 

I.  Comparative  Value  Information  for  Purchasing 

HIAA  supports  collection  of  uniform  utilization  and 
expenditure  data  from  providers  that  can  be  used  by  health 
care  purchasers.     Because  carriers  do  not  have  access  to 
data  for  patients  without  third-party  coverage  or  those 
covered  under  ERISA-exempt  plans,  HIAA  opposes  data 
collection  solely  by  carriers. 

HIAA  has  developed  a  set  of  uniform  data  elements  which  it 
believes  are  appropriate  to  collect  utilization  and 
expenditure  analysis.     HIAA  strongly  supports  the 
development  of  outcomes  and  guality  measurement  technigues. 
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Mr.  Rangel.  Thank  you  both. 

Have  any  of  you  conducted  any  studies  or  prepared  any  reports 
that  compare  the  administrative  cost  of  insurance  companies  to 
health  care  compared  to  Medicare? 

Mr.  Tresnowski.  Yes,  Mr.  Chairman.  We  have  done  that  in  Blue 
Cross/Blue  Shield.  Our  costs,  based  on  a  percent  of  revenue,  run  9 
percent.  Medicare's  runs  about  3  percent.  However,  if  you  take  out 
the  fact  that  we  pay  taxes,  it  drops  our  9  down  to  8  percent,  and  if 
you  take  Medicare  and  the  costs  that  are  allocated  to  the  3  percent 
on  a  comparable  basis,  such  as  costs  associated  with  raising  taxes, 
Justice  Department  costs  and  General  Services  Administration 
costs,  the  3  percent  continues  to  go  up.  In  other  words,  we  continue 
to  go  down,  and  they  come  up. 

We  do  not  exactly  come  together,  but  it  comes  much  closer  in 
terms  of  percent  of  revenue. 

Mr.  Rangel.  Have  those  reports  been  made  public? 

Mr.  Tresnowski.  Yes.  As  a  matter  of  fact,  a  member  of  my  staff 
testified — I  do  not  recall  which  committee  it  was,  but  we  can  make 
that  information  available  to  the  Ways  and  Means  committee. 

Mr.  Rangel.  Do  you  believe  that  the  tax  structure,  as  it  relates 
to  private  insurance  companies,  should  be  related  at  all  to  their 
policies  as  to  who  would  be  covered  by  the  company? 

Mr.  Tresnowski.  Well,  yes,  Mr.  Rangel.  As  a  matter  of  fact,  as 
you  know,  we  worked  with  you  and  your  staff  in  promoting  a  set  of 
standards  for  insurance  companies,  business  practice  standards, 
under  which  circumstances  they  would  qualify  for  a  full  tax  ex- 
emption. 

We  still  believe  that  to  be  the  case.  We  think  that  a  few  Blue 
Cross/Blue  Shield  plans  would  qualify  under  that  arrangement. 
Also  it  would  serve  as  an  incentive  for  others  to  change  their  busi- 
ness practices. 

I  would  quickly  say,  though,  that  the  problem  that  we  face  in 
this  country  is  more  pervasive  than  a  bill  of  that  kind  would  solve. 
I  think  what  we  really  need  to  do  is  to  change  the  fundamental 
structure  of  the  insurance  industry  across  the  board,  and  this  will 
not  occur  with  a  simple  set  of  incentives  such  as  provided  there.  I 
think  it  will  have  to  be  accomplished  with  Federal  legislation  that 
fundamentally  changes  the  insurance  mechanism,  as  we  recom- 
mended here  to  this  committee  last  fall. 

Mr.  Rangel.  Do  you  have  any  different  views,  Mr.  Schramm? 

Mr.  Schramm.  Mr.  Chairman,  I  would  concur  and  certainly  sup- 
port— certainly  not  disagree  with  anything  Mr.  Tresnowski  has 
said  as  regards  the  administrative  cost  question. 

Our  costs  are  a  touch  higher,  because  we  are  taxed  differently, 
and  I  would  say,  as  opposed  to  8  percent,  we  probably  run  true  net 
administrative  costs  of  about  10  percent. 

I  would  only  emphasize  a  point  that  Mr.  Tresnowski  has  not 
made  and  Dr.  Wilensky  did,  and  that  is  that  all  administrative 
costs  are  not  bad.  A  very  large  chunk  of  those  administrative  costs 
these  days  are  spent  in  the  administration  of  claims,  which  means 
essentially  the  adjudication  of  claims,  which  involves  a  great  deal 
of  management  of  the  carrier  of  the  claim.  In  many  respects,  I 
would  submit  that  because  of  the  expenditures  and  costs  in  that 


608 


part  of  administration,  net  insurance  and  net  delivery  costs  are 
lower  as  a  result  of  spending  moneys  in  that  way. 

As  regards  tax  incentives,  I  think  that  that  question  has  been  de- 
bated a  long  time.  Historically  when  there  were  plans  that  operat- 
ed with  an  absolutely  clear  public  interest,  if  ever  there  was  a 
period  like  that,  they  were  recognized  in  State  statutes  as  regards 
the  premium  taxes  differentials  to  plans  that  took  all  comers,  et 
cetera. 

I  believe,  sir,  that  the  operation  of  the  reforms  that  have  been 
proposed  by  the  NAIC,  HIAA,  Blue  Cross  and  Blue  Shield  essen- 
tially impose  the  same  burden  of  behavior  on  virtually  any  carrier. 
This  industry  is  committed  to  guarantee  our  policies,  such  that  if 
you  have  an  insurance  license  in  any  State,  you  have  to  take 
anyone  who  rings  the  doorbell,  and  I  think  that  basically  accom- 
plishes the  same  objective  without  the  operation  of  the  Tax  Code 
by  way  of  incentive. 

Mr.  Rangel.  Thank  you. 

Mr.  Downey. 

Mr.  Downey.  Thank  you,  Mr.  Chairman. 

As  both  of  you  know,  the  Senate  committee  is  working  on  a  pack- 
age to  add  small  group  reform  to  its  tax  package,  and  there  is  some 
concern  that  small  group  reform  would  increase  premiums  for 
some  employers,  and  I  am  concerned  about  that. 

If  the  Senate  plan  were  enacted — and  I  would  like  both  Mr. 
Schramm  and  Mr.  Tresnowski  to  comment  on  this — what  do  you 
think  the  likelihood  is  that  some  of  the  small  groups  would  see  pre- 
mium increases? 

Mr.  Tresnowski.  I  will  speak  first,  Mr.  Downey. 

We  have  obviously  tracked  the  development  of  that  bill,  and 
there  is  a  careful  consideration  in  the  rating  provisions  to  prevent 
the  kind  of  thing  that  you  are  talking  about.  There  are  rating 
bands  allowed  for  purposes  of  demographic  rating,  and  I  think  they 
are  adequate  to  protect  against  what  people  have  come  to  call  pre- 
mium shock  associated  with  what  you  would  get  with  a  community 
rate,  for  example. 

So  I  think  the  bill  that  was  reported  out  by  the  Senate  Finance 
Committee  meets  the  standard  of  not  putting  an  undue  burden  on 
any  employer. 

Mr.  Downey.  Can  I  follow  that  up?  Is  it  your  impression,  then, 
that  very  few — could  you  give  me  a  percentage  of  firms  you  think 
would  see  increased  premiums? 

Mr.  Tresnowski.  I  do  not  think  you  would  see  many,  as  a  matter 
of  fact,  under  the  bill  that  was  reported  out  by  the  Senate  Finance 
Committee.  Our  studies  have  been  focused  on  community  rating  re- 
quirement, and  those  detailed  studies — show  that  if  you  went  to  a 
community  rate,  some  groups'  rate  increases  would  go  up  by  over 
200  percent. 

The  bill  that  was  reported  out  by  the  Senate  Finance  Committee 
allows  rating  bands  that  do  not  cause  that  kind  of  a  result  to  occur. 

Mr.  Schramm.  Mr.  Downey,  I  concur  with  everything  Mr.  Tres- 
nowski says.  I  think,  at  the  margin,  any  given  case  would  experi- 
ence marginal  increases  because  of  the  effect  of  the  rate  bands. 

The  one  point  I  would  make,  however,  is  that  I  think  it  is  fair  to 
expect  that  the  base  across  the  entire  universe  of  cases  may  be  ex- 
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pected  to  go  up  slightly  because  of  the  acceptance  of  a  good  deal 
more  bad  risk. 

Mr.  Downey.  Can  I  ask  you  what  you  think  generally  about  the 
idea  of  the  small  group  reforms  that  the  Senate  has,  actually  pro- 
viding an  incentive  for  small  firms  that  are  currently  now  not  of- 
fering health  insurance  to  offer  health  insurance? 

Have  you  done  any  studies  on  this,  Mr.  Tresnowski  or  Mr. 
Schramm? 

Mr.  Tresnowski.  I  think  the  real  good  news  about  the  Senate  Fi- 
nance Committee's  proposal  is  that  it  guarantees  availability,  and 
that  does  not  exist  today.  Whether  a  person  takes  advantage  of 
that,  of  course,  depends  upon  their  own  judgment.  But  at  least  it 
exists  where  it  has  not  been  in  the  past. 

The  other  thing  that  it  does  with  the  rating  reforms  is  that  it 
eliminates  some  of  the  more  egregious  practices  that  have  gone  on 
in  the  industry,  such  as  churning  of  business,  durational  rating, 
and  that  sort  of  thing.  So  in  that  sense,  it  has,  if  you  will,  cleaned 
up  the  marketplace  and  made  it  more  acceptable  for  the  buyer  to 
purchase. 

Now  you  do  not  have  an  employee  mandate,  so  you  cannot  force 
anyone  to  buy  insurance.  But  the  opportunity  exists  where  it  has 
not  in  the  past. 

Mr.  Downey.  Do  you  agree  with  that,  Mr.  Schramm? 

Mr.  Schramm.  I  cannot  add  anything  to  that  answer. 

Mr.  Downey.  A  quick  question.  I  suspect  I  already  know  the 
answer  to  it,  but  I  would  like  to  hear  it  from  you. 

As  we  discuss  these  questions  of  access  and  cost  containment, 
how  important  is  it  to  us  to  make  sure  that  any  plan  that  we 
produce,  that  cost  containment  is  a  critical  component  to  what  we 
do?  Mr.  Tresnowski. 

Mr.  Tresnowski.  I  missed  the  first  part. 

Mr.  Downey.  Cost  containment,  how  important  is  it? 

Mr.  Tresnowski.  Oh.  Cost  containment  is  the  issue.  It  is  the  only 
issue.  And  if  you  do  not  have  a  program  that  effectively  deals  with 
cost  containment,  any  financing  system  is  throwing  good  money 
after  bad,  or  bad  money  after  good. 

Mr.  Downey.  Thank  you. 

Mr.  Rangel.  Mr.  Pease. 

Mr.  Pease.  Thank  you,  Mr.  Chairman. 

If  I  might  follow  up  quickly  on  your  answer  to  Mr.  Downey's  last 
question,  you  said  any  system  that  does  not  have  cost  containment 
is  not  worth  a  candle. 

Do  you  think  the  President's  proposal  meets  the  test  of  cost  con- 
tainment? 

Mr.  Tresnowski.  Oh,  I  think  it  establishes  a  concept.  I  frankly 
do  not  think  it  goes  far  enough  to  deal  with  the  problem  that  we 
are  faced  with  here. 

The  President  deals  with  coordinated  care,  managed  care,  in 
both  the  public  programs  and  the  private  programs.  In  the  private 
programs,  it  simply  says,  we  are  going  to  ask  the  States  to  repeal 
legislation  that  prevents  managed  care.  I  think  that  is  necessary, 
but  not  sufficient,  meaning  much  more  needs  to  be  done. 

According  to  the  proposal  I  presented  here  last  fall,  we  really 
need  to  change  the  insurance  carrier  market.  We  call  it  qualified 
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carrier,  but  we  have  got  to  set  in  motion  a  set  of  incentives  for  the 
insurance  industry  to  move  aggressively  into  coordinated  care.  I 
could  spend  quite  a  bit  of  time  explaining  to  you  what  that  means, 
but  I  will  not  do  it  here. 

Mr.  Pease.  Please  do  not.  I  only  have  5  minutes. 

If  I  could  pursue  that  a  little  further,  in  terms  of  technology  and 
competition,  I  asked  Dr.  Wilensky  before  what,  if  anything,  in  the 
President's  proposal  would  deal  with  the  increase  in  costs  associat- 
ed with  constantly  improved  technology  and  the  increase — what  I 
see  as  the  increase  in  cost  as  hospitals  in  my  area  compete  with 
one  another  to  put  in  the  latest,  most  expensive  diagnostic  equip- 
ment in  order  to  compete  with  one  another.  It  seems  to  me  that 
that  runs  up  the  cost  of  hospital  care. 

Could  either  one  of  you  comment  on  how  serious  you  think  those 
two  factors  are  and  whether  the  President's  proposal  deals  with 
them,  and  if  not,  how  we  might  do  that? 

Mr.  Tresnowski.  They  are  very  serious.  There  are  two  dimen- 
sions. One  is  making  capital  investments  in  acceptable  technology, 
but  duplicating  that  capital  investment  to  the  point  where  it  needs 
to  generate  a  lot  of  use  in  order  to  justify  its  investment.  That  is 
the  point  that  Gail  made  earlier,  in  which  the  real  problem  is  use. 

The  second  problem  is  that  there  is  a  lot  of  technology  being  in- 
troduced into  the  marketplace  that  is  of  questionable  value.  We  at 
Blue  Cross,  for  example,  spend  millions  of  dollars  a  year  evaluating 
that  technology.  And  I  have  got  to  tell  you  that  it  is  not  an  easy 
job.  We  have  all  kinds  of  manufacturers  suing  us  over  the  judg- 
ments we  make  about  this  technology.  But  somebody  has  to  do  it; 
somebody  has  to  raise  the  red  flag  about  the  importance  of  it,  be- 
cause it  does  drive  costs  very  significantly. 

Mr.  Pease.  Mr.  Schramm. 

Mr.  Schramm.  Mr.  Pease,  I  would  only  add  that  I  think  that  the 
President's  plan  takes  important  and  big  first  steps.  The  notion  of 
articulating  a  commitment  to  managed  care,  which  is  our  best  hope 
at  the  current  moment  to  contain  costs,  is  critical. 

Further,  the  steps  that  it  takes  to  enforce  this  in  terms  of  offer- 
ing incentives  to  avoid  costly  and  largely  unnecessary  State-man- 
dated benefits  is  a  critical  step. 

I  think  to  some  extent  there  is  an  oblique  approach  to  the  ques- 
tion of  high  technology  in  the  sense  that  there  is  a  nod  in  the  direc- 
tion of  more  research  around  the  importance  of  technology  and  its 
effectiveness,  in  terms  of  clinical  effectiveness,  and  also  not  to  be 
overlooked,  there  is  a  commitment  to  tort  reform  around  the  ques- 
tion of  medical  malpractice,  which  is  becoming  more  of  a  real  issue 
and  less  a  symbolic  issue,  it  seems  to  me,  as  we  go  forward. 

One  of  the  reasons  that  technology  is  overused  and  abused  is  the 
operational  justification  at  the  bedside  or  in  a  clinical  situation 
that  this  is  necessary  from  a  defensive  medicine  perspective. 

I  do  not  think,  as  Mr.  Tresnowski  said,  that  it  is  a  frontal  as- 
sault, but  it  is  a  very  important  first  step. 

Mr.  Pease.  Thank  you.  One  last  question. 

My  colleague,  Mr.  Russo,  is  chief  sponsor  of  H.R.  1300,  is  it,  says 
that  administrative  costs  in  the  private  insurance  industry  run  as 
high — I  think  he  says  $80  or  $90  billion  a  year — and  suggests  that 
we  can  provide  access  to  a  heck  of  a  lot  more  people  and  improved 
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service  with  no  additional  increase  in  money,  indeed  perhaps 
saving  money,  by  eliminating  much,  if  not  all,  of  this  administra- 
tive cost. 

You  have  said  that  your  administrative  costs,  Mr.  Schramm,  run 
about  10  percent.  Mr.  Tresnowski's — I  am  sorry  if  I  mispronounced 
your  name — runs  8  to  9  percent  versus  3  percent  for  Medicare,  and 
yet  even  Medicare  processes  a  lot  of  paperwork  which  might  not  be 
necessary  if  you  had  a  national  health  care  system. 

My  question  is,  is  it  valid  to  assume  that  there  is  a  lot  of  admin- 
istrative costs  out  there  which  could  be  saved  and  put  to  other  uses 
to  a  single-payer  national  health  system? 

Mr.  Tresnowski.  I  think  the  answer  that  Gail  Wilensky  gave  to 
that  is  the  correct  one  in  that  anybody  in  this  business  that  does 
not  believe  that  we  cannot  do  the  job  we  have  to  do,  a  lot  less  ex- 
pensively, does  not  understand  the  opportunity  for  electronic  data 
exchange  and  those  sorts  of  things. 

However,  having  said  that,  I  think  that  Congressman  Russo's  as- 
sumption is  based  on  the  article  in  the  New  England  Journal  by 
Himmelstein  and  Woolhandler,  and  there  are  a  lot  of  flaws  in  their 
calculation  resulting  in  those  large  numbers.  In  the  testimony  that 
I  referred  Mr.  Rangel  to  before,  we  presented  our  rebuttal  to  that. 

But  the  fact  of  the  matter  is  that  we  can  run  the  insurance 
mechanism  a  lot  less  expensively.  But  you  are  not  going  to  finance 
the  care  of  all  the  people  who  need  care  in  this  country  simply  by 
streamlining  the  administrative  mechanism.  You  will  do  it  by  im- 
pacting the  cost  of  health  care.  There  is  a  lot  of  money  to  be  mined 
in  that  direction. 

Mr.  Pease.  Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  McGrath. 

Mr.  McGrath.  Thank  you,  Mr.  Chairman. 

Carl,  Barney,  welcome. 

Let  me  just  follow  up  on  that.  I  asked  Gail  about  the  preempting 
State  regulations,  and  she  went  into  the  answer  about  antiman- 
aged-care  laws  and  whatever. 

I  am  just  wondering  whether  or  not  any  system,  whether  it  be 
all-payer  or  single-payer  or  whatever,  could  exist  without  preempt- 
ing the  determinations  of  State — and  at  the  same  time  have  a  cost 
control  component  without  preempting  the  determinations  State 
insurance  commissioners,  and  I  am  just  wondering  what  your  reac- 
tion would  be  to  that? 

Mr.  Tresnowski.  Carl  whispers  to  me  that  he  is  not  sure  he  un- 
derstands the  point  you  are  making.  But  let  me  try  to  answer. 

Mr.  McGrath.  Well,  let  me  make  it  more  clear,  then.  State  in- 
surance departments  determine  what  needs  to  be  covered  in  pri- 
vate insurance,  and  if  you  want  to  do  business  with  Prudential  or 
Met  Life  or  somebody  else  wants  to  do  business  in  New  York  State, 
they  have  to  adhere  to  what  the  insurance  commissioner  says  they 
have  to  cover.  That  changes  from  State  to  State  to  State. 

The  cost  of  trying  to  adhere  to  those  regulations  and  those  cover- 
ages makes  premiums  in  one  State  much  higher  than  others.  I  am 
just  wondering  whether  or  not  any  kind  of  system  that  we  devise 
without  some  sort  of  preemption  of  this  authority  could  be  cost 
beneficial? 
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Mr.  Tresnowski.  Mr.  McGrath,  I  think  your  reference  to  State 
mandates  and  those  regulations  are  really  not  a  function  of  the 
State  insurance  departments.  They  are  the  function  of  the  State 
legislatures,  and  they  have  to  be  preempted. 

Gail,  I  thought,  gave  a  very  compelling  argument  for  the  900- 
plus  mandated  benefits  that  are  out  there  today. 

On  the  other  hand,  I  think  we  do  not  want  to  confuse  that  point 
with  the  very  valid  role  that  the  State  insurance  departments  play 
in  regulating  the  insurance  market. 

For  example,  the  NAIC,  just  in  the  last  6  months,  put  together  a 
series  of  model  acts  that  many  of  the  States  are  moving  ahead  on 
in  terms  of  small  group  market  reform,  rating  changes,  and  so  on.  I 
think  that  our  experience  with  the  NAIC,  and  particularly  with 
some  of  the  State  insurance  departments,  is  that  they  have  become 
much  more  sophisticated  in  understanding  their  responsibility  and 
what  they  need  to  do. 

So  I  am  not,  for  one,  prepared  to  give  up  on  State  insurance  de- 
partment regulation  of  the  industry. 

Mr.  McGrath.  Of  course,  one  of  the  problems  is  that  each  State 
has  different  levels  of  sophistication  in  terms  of  their  capabilities 
as  an  insurance  department. 

Carl,  you  might  be  a  player  here. 

Mr.  Schramm.  Well,  I  would  second  the  conclusion  where  Barney 
comes  out.  I  do  not  think  that  the  existence  of  the  State  regulatory 
mechanism  is  necessarily  costly  or  particularly  cumbersome. 

For  the  most  part,  they  are  concerned  much  more  with  the  eco- 
nomics of  the  market  and  the  rate  structure  as  opposed  to  the  ben- 
efits, coverages,  mandates,  et  cetera.  That  is  not  our  principal  prob- 
lem. 

I  think  our  principal  problem  was  exactly  as  your  second  ques- 
tion indicates.  It  has  been  an  enormously  cumbersome  and  difficult 
task  to  deal  with,  very  uneven  sophistication  across  the  States. 

But  during  the  last  3  years,  across  the  entire  industry,  there  is  a 
general  sense  that  the  commitment  NAIC  made  to  the  increased 
sophistication  of  the  State  insurance  departments  is  working,  and 
it  has  been  forced  by  several  issues,  not  the  least  of  which  is  life 
insurance  solvency,  but  there  has  been  a  real  initiative  in  the  area 
of  health  insurance  to  improve  the  quality  of  their  regulation,  and 
I  think  it  is  really  working. 

Mr.  McGrath.  Sort  of  a  generic  question.  We  do  not  seem  to 
have  a  consensus  as  to  which  direction  we  want  to  go  in  this 
reform  of  the  health  system. 

Are  there  some  interim  responses  that,  living  within  the  present 
system,  that  you  might  be  able  to  suggest  that  could  help  us  make 
the  system  more  cost-effective,  provide  for  greater  access,  and 
others  that  perhaps  have  not  been  initiated  by  bills  that  have  been 
introduced  here  in  the  Congress? 

Mr.  Tresnowski.  As  I  said  earlier,  I  think  the  first  order  of  busi- 
ness— and  I  am  not  minimizing  the  number  of  uninsured  and  the 
need  for  a  new  financing  strategy — but  I  think  the  first  order  of 
business  is  cost  containment.  There  are  plenty  of  ideas  before  the 
Congress  at  the  present  time:  single-payer,  all-payer,  expenditure 
caps,  and  several  others. 
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The  problem  with  those  is  that  there  is  a  question  of  their  politi- 
cal or  economic  feasibility.  Therefore  our  argument,  the  proposal 
we  made  to  this  committee  last  fall,  is  that  we  should  change  the 
way  the  insurance  market  is  structured  and  create  some  incentives 
for  carriers  to  involve  themselves  with  the  providers  in  changing 
the  way  medicine  is  practiced  and  hospitals  go  about  their  busi- 
ness. 

I  think  we  could  do  that  fairly  quickly,  as  a  matter  of  fact.  Now 
if  it  were  done  and  had  a  couple  of  years  of  experience,  you  could 
then  see  whether  it  produced  any  good  results.  If  it  did  not,  then 
you  could  go  back  to  some  of  these  other  conclusions. 

Mr.  Schramm.  There  seems  to  be  universal  agreement  on  this 
point  in  terms  of  the  structure  of  the  insurance  market.  I  would 
suggest,  from  my  view,  that  Congress  spend  some  time  fruitfully  in 
an  area  which  I  do  not  hear  much  discussion  about  and  that  is  that 
this  is  fundamentally  a  cost  problem.  We  have  structural  forces  in 
place  that  we  are  not  dealing  with.  The  implicit  message,  it  seems 
to  me,  in  virtually  everything  we  are  talking  about  is,  if  we  revise 
incentives  and  if  we  revise  insurance  mechanisms  on  top,  signals 
will  be  sent  throughout  the  system,  and  it  seems  to  me  that  is  an 
oblique  and  very  slow  process. 

It  is  undeniable  that  much  of  the  problem  we  have  results  from 
public  policy  decisions  made  in  this  forum  in  the  past  and  in  State 
forums.  We  have  national  manpower  policies  that  have  to  be  exam- 
ined as  regards  the  structural  production  of  a  supply  system  that 
insists  and  demands  revenue.  It  seems  to  me  some  fruitful  atten- 
tion could  be  paid  to  manpower  policy  as  well  as  to  questions  re- 
garding the  capitalization  of  technology,  of  delivery  systems,  of  hos- 
pital construction,  et  cetera.  That  goes  to  the  real  problem  as  op- 
posed to  a  symptom. 

Mr.  McGrath.  Thank  you. 

Mr.  Rangel.  Mr.  Andrews. 

Mr.  Andrews.  Mr.  Tresnowski,  let  me  ask  you  to  go  back  to 
something  you  said  earlier  when  you  suggested  that  the  President's 
proposal  establishes  a  standard  on  cost  containment. 

Tell  me,  how  so?  How  is  that  a  standard,  and  are  you  suggesting 
that  we  should  work  from  his  suggestion? 

Mr.  Tresnowski.  I  did  not  know  that  I  suggested  that  he  set  a 
standard.  What  he  says  is  

Mr.  Andrews.  That  is  what  you  said. 

Mr.  Tresnowski.  Well,  then,  I  probably  misspoke.  I  think  what 
the  President  does  is  he  puts  his  weight  behind  what  he  calls  co- 
ordinated care  or  managed  care,  and  we  do  support  that.  We  think 
that  is  the  way  to  go,  fundamentally  because  what  we  need  to  do 
under  any  reform  proposal  is  to  change  the  behavior  of  the  system, 
change  the  incentives  that  drive  the  system,  and  we  think  that  co- 
ordinated care  or  managed  care,  particularly  done  at  a  fairly  high 
level  of  sophistication  has  the  potential  for  doing  that. 

I  just  do  not  think  that  the  President's  proposal  goes  far  enough 
simply  by  asking  for  the  repeal  of  anti-managed-care  laws.  I  think 
it  needs  to  be  more  explicit  in  terms  of  

Mr.  Andrews.  How  so?  Make  some  specific  suggestions. 

Mr.  Tresnowski.  Well,  Mr.  Andrews,  the  proposal  that  we  made 
here  last  fall  which  we  put  in  the  rubric  of  qualified  carriers  says 
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that  there  should  be  a  Federal  act  that  defines  what  a  qualified 
carrier  is.  And  a  qualified  carrier  is  three  things. 

It  is  a  carrier  that  abides  by  certain  business  practices,  such  as 
not  doing  preexisting  conditions,  no  underwriting,  rating  rules  and 
so  on;  second,  that  they  conduct  their  administrative  practices  in  a 
way  that  is  cost  effective;  and  third,  they  have  a  demonstrated 
competence  to  manage  health  care  costs  by  virtue  of  their  ability  to 
contract,  create  incentives  for  providers  and  that  sort  of  thing. 

If  you  were  to  create  a  marketplace  that  had  that  structure  to  it, 
I  think  you  would  see  a  dramatic  impact  on  the  cost  of  health  care 
in  this  country. 

Mr.  Andrews.  Mr.  Schramm,  did  you  want  to  comment? 

Mr.  Schramm.  I  do  not  think  I  can  add  much,  Mr.  Andrews. 

Mr.  Andrews.  Thank  you  very  much. 

Mr.  Tresnowski.  Thank  you. 

Mr.  Rangel.  Let  me  thank  the  panel  on  behalf  of  the  Chair  and 
the  committee,  and  we  look  forward  to  working  with  you  as  we  try 
to  fashion  out  a  new  health  policy. 

The  last  panel  is  the  National  Conference  of  State  Legislatures 
represented  by  the  Honorable  Paula  Hollinger,  who  is  the  chair  of 
the  health  committee.  She  is  from  Maryland. 

James  F.  Doherty,  president  and  chief  executive  officer  of  the 
Group  Health  Association  of  America. 

And  representing  the  Physician  Insurers  Association  of  America, 
Donald  J.  Fager,  chairman,  legislative  oversight  committee. 

Senator  Hollinger,  Congressman  Ben  Cardin  asked  me  to  share 
with  you  the  fact  that  he  regrets  that  he  is  not  here  to  personally 
greet  you,  but  he  was  unable  to  get  away  from  the  Ethics  Commit- 
tee. We  pick  our  most  responsible  members  to  serve  on  this  very 
sensitive  committee.  So  he  hopes  that  you  will  accept  his  apology. 

We  might  start  off  with  your  testimony,  recognizing  that  there  is 
no  objection  that  all  of  your  entire  written  statements  from  the 
three  witnesses  will  be  entered  into  the  record. 

STATEMENT  OF  HON.  PAULA  HOLLINGER,  MEMBER,  MARYLAND 
STATE  SENATE,  AND  CHAIR,  HEALTH  COMMITTEE,  NATIONAL 
CONFERENCE  OF  STATE  LEGISLATURES 

Ms.  Hollinger.  Thank  you  very  much,  Mr.  Rangel. 

Actually  having  done  my  nurses  training  in  New  York,  I  was  not 
too  far  from  your  district  either. 

Mr.  Rangel.  Well,  my  sister,  having  been  trained  as  a  nurse 
probably  would  allow  me  to  share  your  comments  with  a  much 
greater  understanding. 

Ms.  Hollinger.  Thank  you. 

Mr.  Chairman  and  distinguished  members  of  the  House  Commit- 
tee on  Ways  and  Means,  my  name  is  Paula  Hollinger,  and  I  am  a 
member  of  the  Maryland  State  Senate  and  am  speaking  on  behalf 
of  the  National  Conference  of  State  Legislatures  as  the  chair  of  the 
health  committee. 

I  am  pleased  to  be  here  today  to  discuss  the  President's  health 
care  reform  and  the  fiscal  year  1993  budget  proposals  and  the 
impact  these  proposals  will  have  on  the  States. 
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NCSL  has  not  taken  a  position  supporting  any  specific  approach 
or  legislative  proposal  for  comprehensive  health  care  reform.  How- 
ever, we  believe  it  is  important  to  explore  all  options  and  that 
States  can  and  should  play  an  integral  role  in  the  development  of 
these  options  into  a  national  health  care  reform  strategy. 

We  are  pleased  the  President  is  contributing  the  considerable 
weight  of  his  office  to  the  health  care  reform  debate.  No  serious 
health  care  reform  effort  can  progress  without  the  support  and  in- 
terest of  the  President.  Many  of  the  ideas  and  concepts  advanced  in 
the  President's  White  Paper  on  Health  Care  Reform  are  innovative 
and  deserve  further  discussion. 

NCSL  supports  efforts  to  expand  access  to  care  for  low-income  in- 
dividuals and  their  families,  provide  more  flexibility  for  States  in 
the  Medicaid  Program,  expand  access  to  health  care  to  small  em- 
ployers, develop  administrative  streamlining,  provide  additional 
health  education  to  encourage  healthy  lifestyle  choices,  and  pro- 
vide additional  Federal  support  for  programs  providing  preventive 
and  primary  care. 

We  are,  however,  concerned  about  some  aspects  of  the  Presi- 
dent's proposal  that  may  adversely  affect  States. 

We  are  most  concerned  about  proposals  to  cap  Federal  funding  to 
the  Medicaid  Program,  ending  the  entitlement  nature  of  the  pro- 
gram for  low-income  families. 

We  are  concerned  about  proposals  to  require  States  to  enroll  all 
nonelderly  Medicaid  clients  in  managed  care  arrangements.  States 
would  be  required  to  submit  waivers  to  enroll  clients  in  any  fee-for- 
service  program. 

I  am  a  supporter  of  Medicaid  managed  care.  Maryland  is  expand- 
ing managed  care  options  for  Medicaid  recipients  in  the  State  by 
enlisting  individual  providers  to  accept  assignment.  These  provid- 
ers receive  enhanced  reimbursement,  and  the  clients  are  able  to 
maintain  their  freedom  of  choice  while  the  State  benefits  by  not 
having  to  pay  high  reimbursement  fees  for  primary  care  delivered 
in  emergency  rooms. 

We  are  also  concerned  that  the  States  would  be  preempted  of 
their  regulatory  authority  over  companies  providing  health  insur- 
ance to  small  employers. 

We  are  also  concerned  about  the  preemption  of  State-mandated 
benefit  laws,  laws  regulating  the  managed  care  industry  and  State 
premium  taxes  and  assessments. 

We  are  also  concerned  about  enacting  malpractice  reform  meas- 
ures that  would  be  funded  by  offsetting  State  Medicaid  administra- 
tive funds. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  HON.  PAULA  HOLLINGER,  MARYLAND  STATE 
SENATE,  AND  CHAIR,  HEALTH  COMMITTEE,  NATIONAL 
CONFERENCE  OF  STATE  LEGISLATURES 

Mr.  Chairman  and  Distinguished  Members  of  the  House  Committee  on  Ways  and 
Means: 

My  name  is  Paula  Hollinger.  I  am  a  member  of  the  Maryland  State  Senate  and  am 
speaking  on  behalf  of  the  National  Conference  of  State  Legislatures  (NCSL)  where 
I  serve  as  chair  of  the  Health  Committee. 

NCSL  represents  the  legislatures  of  the  nation's  50  states,  its  commonwealths, 
territories,  and  the  District  of  Columbia.  My  testimony  is  based  on  policies  adopted 
by  NCSL's  State-Federal  Assembly,  the  policymaking  body  that  guides  our  advocacy 
activities  with  Congress,  the  courts,  and  federal  administrative  agencies.  NCSL 
policies  reflect  our  dedication  to  preserving  a  strong  federal  system  of  government, 
maintaining  effective  intergovernmental  programs,  protecting  our  nation's 
vulnerable  populations,  and  developing  creative,  constructive  domestic  initiatives.  I 
am  pleased  to  be  here  today  to  discuss  the  President's  health  care  reform  and  FY 
1993  budget  proposals  and  the  impact  these  proposals  will  have  on  the  states. 

NCSL  has  not  taken  a  position  supporting  any  specific  approach  or  legislative 
proposal  for  comprehensive  health  care  reform;  however,  we  believe  it  is  important 
to  explore  all  options  and  that  states  can  and  should  play  an  integral  role  in  the 
development  of  these  options  into  a  national  health  care  reform  strategy. 

We  are  pleased  that  the  President  is  now  contributing  the  considerable  weight  of  his 
office  to  the  health  care  reform  debate.  No  serious  health  care  reform  effort  can 
progress  without  the  support  and  interest  of  the  President.  Many  of  the  ideas  and 
concepts  advanced  in  the  President's  white  paper  on  health  care  reform  are 
innovative  and  deserve  further  discussion.  NCSL  supports  efforts  to: 

0       expand  access  to  care  to  low-income  individuals  and  their  families; 

o       provide  more  flexibility  for  states  in  the  Medicaid  program; 

o       expand  access  to  health  care  to  small  employers; 

o        develop  administrative  streamlining; 

o       provide  additional  health  education  to  encourage  healthy  lifestyle 
choices;  and 

o       provide  additional  federal  support  for  programs  providing  preventive 
and  primary  care. 

We  are  concerned  about  some  aspects  of  the  President's  proposal  that  may 
adversely  affect  states.  We  are  most  concerned  about  proposals  to: 

o       cap  federal  funding  to  the  Medicaid  program,  ending  the  entitlement 
nature  of  the  program  for  low-ncome  families; 

o       require  states  to  enroll  all  non-elderly  Medicaid  clients  in  managed 
care  arrangements; 

o       preempt  state  regulatory  authority  over  companies  providing  health 
insurance  to  small  employers; 

o       preempt  state  mandated  benefit  laws,  laws  regulating  the  managed 
care  industry,  and  state  premium  taxes  and  assessments; 

o       enact  malpractice  reform  measures  funded  by  offsetting  state 
Medicaid  administrative  funds. 

Tax  Credits  and  Deductions 

The  President  proposes  to  provide  tax  credits  and  deductions  for  low-income  and 
middle-income  individuals  who  are  not  receiving  other  federally  subsidized  health 
care  benefits.  Most  credit/deduction  recipients  would  make  the  claims  on  their 
income  tax  returns.  Low-income  credit  recipients  could  have  their  credit  exchanged 
for  a  health  insurance  certificate  which  could  be  used  to  purchase  health  insurance 
coverage.  States  would  administer  or  contract  with  the  Social  Security 
Administration  to  administer  this  part  of  the  program.  States  would  also  be 
required  to  establish  a  "basic  benefit  package"  with  an  actuarial  value  equal  to  the 
health  insurance  credit,  assure  that  at  least  two  insurers  in  the  state  will  offer  the 
product,  and  coordinate  this  certificate  program  with  the  Medicaid  program.  We 
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have  a  number  of  questions  regarding  the  role  of  states  in  administering  this  new 
program.  Who  pays  for  program  administration?  How  do  we  force  companies  to 
provide  the  product?  What  happens  if  a  state  is  unable  to  find  two  companies 
willing  to  provide  the  basic  benefit  package?  Is  the  credit  amount  adequate  to 
purchase  comprehensive  coverage?  We  welcome  additional  dialogue  on  these 
important  issues. 


Medicaid 

In  the  President's  health  care  reform  briefing  materials,  the  Medicaid  proposals 
appear  under  the  headings  of  "Containing  Health  Care  Costs,"  and  "Making  Public 
Programs  More  Efficient,"  rather  than  under  the  heading  of  "Expanding  Access  to 
Health  Care."  This  is  unfortunate.  Despite  severe  budget  problems  in  the  states, 
legislators  across  the  country  are  continuing  to  try  and  expand  access  to  health  care 
with  the  help  of  the  Medicaid  program.  This  is  not  to  say  that  we  don't  care  about 
cost  containment.  We  do.  However,  we  do  not  view  the  Medicaid  program  as  a 
health  care  cost  containment  program  or  strategy.  We  do  see  a  need  to  incorporate 
cost  containment  strategies  within  the  Medicaid  program,  to  make  our  dollars  go 
further  and  at  the  same  time  to  address  the  fundamental  purpose  of  the  program,  to 
provide  quality  health  care  to  eligible  individuals. 

While  NCSL  has  long  advocated  a  clear  division  of  state  and  federal  responsibilities, 
and  believes  it  is  appropriate  for  the  federal  government  to  assume  primary 
responsibility  for  the  Medicaid  program,  we  are  committed  to  working  with  the 
federal  government  to  make  the  Medicaid  program  the  best  program  that  it  can  be 
while  we  move  toward  a  mprehensive  national  health  care  reform  strategy. 

The  core  of  the  President's  Medicaid  proposal  reflects  an  emphasis  on  cost 
containment  as  opposed  to  expanding  access  to  health  care.  The  proposal  would 
shift  the  acute  care  portion  of  the  program  for  low-income  families  from  an 
entitlement  program  to  eligible  individuals  to  a  block  grant  to  states.  The  proposal 
excludes  acute  care  Medicaid  services  for  seniors,  including  Medicare/Medicaid 
dual  eligibles  and  qualified  Medicare  beneficiaries  (QMBs).  While  the  white  paper 
alludes  to  adjustments  for  inflation  and  enrollment  growth,  this  section  of  the  paper 
is  woefully  short  on  detail.  NCSL  opposes  proposals  that  would  reduce  or  cap 
federal  Medicaid  funds  provided  for  services,  provider  reimbursement  or  state 
administration  or  that  would  strip  the  program  recipients  of  their  entitlement 
status. 

The  President  also  proposes  to  require  states  to  enroll  all  non-elderly  Medicaid 
recipients  into  managed  care  arrangements.  States  would  be  required  to  submit 
waivers  to  enroll  clients  in  any  fee-for-service  program.  I  am  a  supporter  of 
Medicaid  managed  care.  Maryland  is  expanding  managed  care  options  for 
Medicaid  recipients  in  the  state  and  I  believe  our  Medicaid  managed  care  program 
has  great  potential  for  improving  the  quality  of  care  for  our  Medicaid  clients. 

Nationally,  only  2.4  million  of  the  26  million  individuals  receiving  Medicaid  were 
enrolled  in  a  managed  care  arrangement  in  1990.  I  wonder  if  it  is  reasonable  to 
assume  that  even  given  a  five-year  phase-in  period,  states  would  be  able  to  enroll  all 
non-elderly  acute  care  clients  in  a  managed  care  arrangement  and  assure  quality 
care.  More  importantly,  is  there  sufficient  infrastructure  to  support  such  a  program. 
NCSL  believes  that  states  should  be  afforded  maximum  flexibility  to  allow  for  the 
development  of  options  and  innovations  that  best  meet  the  needs  of  their  citizens. 
We  believe  that  a  fifty  state  managed  care  mandate,  designed  to  save  money,  not  to 
improve  quality  of  care  or  expand  access,  is  ill-advised. 

We  continue  to  be  interested  in  working  closely  with  the  Administration  to  develop 
and  experiment  with  new  program  options  and  perhaps  implementing  these  options 
through  time  limited  demonstration  projects.  This  way  flaws  in  program  design  or 
implementation  could  be  worked  out  before  the  program  is  implemented 
nationwide. 


Insurance  Reform 

The  President  proposes  to  implement  general  insurance  reforms  that  would  apply  to 
all  insurers  providing  group  health  insurance  in  a  state.  These  reforms  would 
include:  (1)  a  prohibition  of  exclusion  of  coverage  based  on  health  status;  (2) 
guaranteed  renewability;  and  (3)  portable  access. 

In  addition,  the  President  proposes  to  implement  transitional  measures  for  small 
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group  coverage.  This  would  include  the  establishment  of:  (1)  premium  standards 
across  and  within  demographic  categories;  (2)  rate  of  increase  standards  for  renewal 
premiums;  (3)  premium  standards  across  "blocks  of  business;"  and  (4)  an  interim 
prospective  reinsurance  or  risk  allocation  system.  Finally,  after  the  transition 
period,  states  would  be  required  to  establish  two  broad  health  risk  pools,  one  for 
small  group  coverage  and  another  for  coverage  provided  to  individuals  and  families 
receiving  transferrable  health  insurance  credits. 

Small  employers  and  insurers  agree  that  the  small  group  health  insurance  market  is 
flawed.  Over  the  past  two  years,  states  have  taken  the  lead  in  addressing  these 
special  problems.  The  National  Association  of  Insurance  Commissioners  (NAIC), 
in  conjunction  with  the  Health  Insurance  Association  of  America  (HLAA)  and  the 
Blue  Cross  and  Blue  Shield  Association  of  America,  developed  model  legislation, 
the  Premium  Rates  and  Renewability  of  Health  Insurance  Sold  to  Small  Groups 
Model  Act,  in  1990.  The  NAIC  made  additional  changes  to  the  model  act  in  1991. 

In  1990,  Connecticut  and  Maine  enacted  legislation  to  address  some  of  the  problems 
in  the  small  group  market  In  1991,  fifteen  more  states  took  action  (California, 
Colorado,  Delaware,  Florida,  Iowa,  Kansas,  Nebraska,  New  Mexico,  North 
Carolina,  Oregon,  Rhode  Island,  South  Carolina,  Vermont,  West  Virginia,  and 
Wisconsin).  Most  of  these  states  used  the  NAIC  model  act  for  guidance. 

While  we  applaud  federal  efforts  to  help  expand  health  insurance  coverage  to  the 
employees  of  small  businesses,  we  urge  you  to  provide  states  with  sufficient 
flexibility  to  test  various  approaches  and  program  innovations.  While  we  agree 
changes  are  desirable,  we  are  not  convinced  there  is  a  compelling  need  for  federal 
intervention  and  usurpation  of  our  regulatory  authority  in  this  area.  We  are  most 
concerned  about  the  impact  of  federal  legislative  efforts  on  existing  state  programs 
designed  to  expand  access  to  care.  We  would  like  to  suggest  that  substantial 
compliance  provisions  be  added  to  federal  legislative  efforts  so  that  existing  state 
programs  can  be  continued  or  grandfathered  in. 

Heglth  Insurance  Networks 

The  President,  in  an  effort  to  encourage  group  purchasing  of  health  insurance 
coverage  for  small  firms,  proposes  to  extend  to  these  firms  protections  under  the 
Employee  Retirement  Income  Security  Act  of  1974  (ERISA),  currently  reserved  for 
self-insured  companies.  These  Health  Insurance  Networks  (HINs)  would  be  subject 
to  all  the  insurance  reforms  described  above  and  to  enhanced  state  solvency 
regulation  or  if  state  solvency  regulations  were  deemed  insufficient,  they  would  be 
subject  to  a  back-up  oversight  system  operated  by  the  U.S.  Department  of  Labor.  If 
after  an  initial  period  to  allow  state  legislative  action,  a  state's  health  insurance  laws 
failed  to  meet  federal  guidelines,  insurance  sold  in  the  state  would  be  certified 
through  a  similar  federal  back-up  system. 

Federally  certified  HINs  would  be  exempt  from  all  state  mandated  benefit  laws  and 
state  premium  taxes  deemed  "excessive."  In  recent  years,  much  has  been  said  about 
the  impact  of  state  mandated  benefits  on  the  cost  of  health  insurance  coverage.  We 
believe  that  there  is  a  legitimate  and  appropriate  role  for  state  mandated  benefits 
and  we  are  opposed  to  efforts  to  preempt  these  benefits,  across  the  board,  at  the 
federal  level.  There  is  surprisingly  little  evidence  to  show  that  state  mandated 
benefits  add  significantly  to  the  average  cost  of  insurance  premiums.  In  fact,  many 
popular  state  mandated  benefits  have  been  embraced  by  the  health  care  community 
as  a  whole  as  key  components  of  a  'basic  benefit  package."  Examples  include 
newborn  care,  well-child  care,  mammography  screening,  maternity  coverage,  and 
coverage  for  mental  health  care,  alcohol  and  substance  abuse. 

State  premium  taxes  are  a  major  source  of  revenue  in  almost  every  state.  During 
this  time  of  economic  hardship,  states  cannot  afford  to  lose  valuable  revenue 
sources.  These  revenues  are  often  used  to  fund  functions  within  the  state  insurance 
corrimissioner's  office.  In  addition,  many  states  fund  high  risk  pools  for  medically 
uninsurable  individuals  with  premium  taxes.  Attached  for  your  information  is  a 
chart  that  shows  the  amount  of  funds  each  state  receives  from  premium  and 
retaliatory  taxes,  fees  and  assessments.  NCSL  cannot  support  federal  preemption  of 
state  premium  taxes. 

HINs  would  also  be  exempt  from  what  the  Administration  describes  as  state  "anti- 
managed  care"  legislation.  The  Administration  considers  state  laws  that  restrict:  (a) 
reimbursement  rates  or  selective  contracting;  (b)  differential  financial  incentives; 
(c)  utilization  review  activities,  to  be  "anti-managed  care"  legislation.  With  respect 
to  utilization  review,  state  laws  that:  (a)  prohibit  utilization  review  of  any  or  an 
treatments  and  conditions;  (b)  require  that  utilization  review  be  made  by  an  in-state 
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physician  or  by  a  physician  in  a  particular  speciality;  (c)  require  the  use  of  specified 
standards  of  health  care  practice  or  require  the  disclosure  of  the  specific  criteria 
used  in  utilization  review;  (d)  require  payment  to  providers  for  the  expense  of 
responding  to  utilization  review  requests,  are  also  considered  to  be  "anti-managed 
care"  legislation. 

Maryland  has  taken  the  lead  in  regulating  the  managed  care  industry.  Not  because 
we  are  anti-managed  care,  but  because  we  are  concerned  about  the  health  care 
consumer.  We  believe  any  industry  that  so  profoundly  affects  life  and  death 
decisions  about  the  health  care  of  our  citizens  should  be  regulated.  I  believe  one 
can  be  a  managed  care  supporter  and  also  support  regulation  of  the  industry.  I 
recognize  that  the  industry  is  still  evolving  and  that  we  as  legislators  must  be  diligent 
in  our  efforts  to  balance  consumer  and  provider  concerns  with  those  of  employers 
and  insurers.  I  believe  that  those  of  us  at  the  state  level  are  better  equipped  to 
address  these  issues  than  you  here  in  Washington,  D.C. 

Finally,  this  blanket  preemption  of  state  authority  over  health  insurance  regulation 
is  troubling,  especially  in  the  absence  of  any  evidence  that  the  U.S.  Department  of 
Labor  is  equipped  to  handle  these  regulatory  responsibilities.  We  urge  particular 
caution  in  this  area. 

Federal  Support  for  Health  Education.  Prevention  and  Primary  Care 

I  would  like  to  lend  our  support  to  the  President's  efforts  to  encourage  Americans  to 
learn  more  about  health  and  healthy  lifestyles.  We  also  support  the 
Administration's  efforts  to  shore  up  programs  that  provide  preventive  and  primary 
care.  NCSL  has  had  a  tradition  of  support  for  health  promotion  and  disease 
prevention  activities  and  for  programs  that  focus  on  preventive  and  primary  care. 

Medical  Malpractice  Reform 

The  President's  health  care  reform  proposal  alludesto  legislation  introduced  last 
year  to  reform  the  medical  malpractice  system.  While  NCSL  did  not  take  a  position 
on  the  legislation,  we  opposed  then  and  continue  to  oppose  funding  the  proposal 
with  Medicaid  administrative  funds. 

I  thank  you  for  this  opportunity  to  share  our  interests  and  concerns  with  you  on  the 
President's  health  care  reform  proposal  and  FY  1993  budget.  I  would  be  happy  to 
answer  any  questions. 


-4- 


620 


TABLE  10 
REVENUES  IN  1990 


PREMIUM  AND 

TOTAL 

RETALIATORY 

FEES  AND 

FINES  AND 

STATE 

REVENUES 

TAXES 

ASSESSMENTS 

PENALTIES 

ALABAMA 

148.871,607 

S  147.626.706 

S1.188  401 

S56300 

ALASKA 

24,950,897 

22,791.111 

2.030,699 

129,087 

AMERICAN  SAMOA 

ARIZONA 

104286.436 

101256.870 

1.931.692 

1.097,874 

ARKANSAS 

61.075316 

61. 075  J 16 

N/A 

N/A 

CALIFORNIA 

1284.608.755 

1232.000.000 

52.000.000 

608.755 

COLORADO 

83261348 

81.493,149 

1.686331 

81.668 

CONNECTICUT 

183.161.316 

167.700.000 

15250.417 

210399 

DELAWARE 

27.470.102 

25  353.402 

1505300 

11.400 

DISTRICT  OF  COLUMBIA 

34.430.767 

33316312 

614.455 

0 

FLORIDA 

325312.086 

293.700.000 

31.606376 

5310 

GEORGIA 

169.454.182 

164258.642 

4.605354 

589,986 

GUAM 

5.119.919 

5.076.000 

43.919 

0 

HAWAII 

57.164,075 

56.760,489 

357.064 

46322 

:daho 

33.037,197 

30371.107 

2.618.800 

47290 

ILLINOIS 

199.664.955 

162.701.603 

36.158.630 

804.722 

INDIANA 

108.859.050 

106290.003 

2304397 

64350 

.OWA 

98372.185 

93.714373 

4.792300 

65.112 

XANSAS 

89.197.115 

70.684,767 

17.979.986 

532362 

KENTUCKY 

74.632.756 

59235.943 

15213.620 

183.193 

LOUISIANA 

134.025.921 

126318357 

7364,613 

142.751 

MAINE 

47.711.168 

44,451,697 

3346.471 

13.000 

MARYLAND 

143282.701 

138.686.065 

4,419.651 

176385 

MASSACHUSETTS 

23359345 

7.560.715  • 

15.979.120 

19.710 

MICHIGAN 

78337302 

71.347.895 

6537.067 

52340 

MINNESOTA 

125297.000 

120.638.000  b 

4331.000 

128.000 

MISSISSIPPI 

92.767374 

87.740.450 

4582219 

44505 

MISSOURI 

122.951.805 

118373371 

4.128.457 

249.777 

MONTANA 

24.799227 

23372.013 

1328.145 

99.069 

NEBRASKA 

41^23.856 

38.038.600 

3.816560 

68296 

VEVADA 

60310.930 

54.659.204 

5.479,691 

172.035 

NEW  HAMPSHIRE 

38.461.034 

36.450.004 

2,007.030 

4,000 

NEW  JERSEY 

381.770,000 

167.443.000 

214.006,000 

321.000 

NEW  MEXICO 

51.670.000 

49271.000 

2399.000 

NEW  YORK 

602350,150 

536.600.000 

62,466286 

3.483.864 

NORTH  CAROLINA 

191,671388 

186.440.045 

5212343 

19.000 

NORTH  DAKOTA 

25555.499 

18.186.845 

7,703,654 

65,000 

OHIO 

287350312 

270274.667 

17242345 

33,000 

OKLAHOMA 

85297310 

83401,179 

1.798288 

97543 

OREGON 

61,847,922 

57,482260 

4329,741 

35521 

PENNSYLVANIA 

212527,000 

197,648.000 

14353,000 

426,000 

PUERTO  RICO 

16316.839 

15.141314 

1.188.619  * 

186.706 

PHODE  ISLAND 

48.429357 

47,415.481 

1.008359 

5317 

SOUTH  CAROLINA 

85,197,432 

83.794,109 

1 299,623 

103,700 

\OI  ITH  HA K OTA 

28241  721 

26  656  609 

1367  922 

17  190 

TENNESSEE 

160386!000 

158*,618200 

1.600,000 

467300 

TEXAS 

545570273 

525.763,143 

19306239 

400391 

UTAH 

43302394 

41.048.795 

2.711349 

41,750 

VERMONT 

23357.624 

22.167209 

1362,765 

127,650 

VIRGINIA 

171,123.787 

157518333 

12,683504 

 521350 

WASHINGTON 

105283.486 

102.310.961 

2307.791 

164,734 

'•VEST  VIRGINIA 

55  33 1.647 

52.813.432 

2337.115 

1.100 

WISCONSIN 

74317318 

69,445.177 

4.713.161 

59,180 

WYOMING 

12.836354 

11,814,402 

1.011525 

10227 

TOTAL 

S73 19.3 13.640 

S6.665397.125 

S641.420.194 

S12296321 

AVERAGE 

S138.100357 

S125.765.983 

S12335.004 

S241.104 

1  Reuiuiory  mei  only.  c  Included  in  fees  and  assessments, 

s  Source:  Insurance  Information  Institute.  1989  data. 


Figures  include  all  revenues,  not  just  those  derived  from  health'.insurance 
business . 
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Mr.  Rangel.  Thank  you. 
Mr.  Doherty. 

STATEMENT  OF  JAMES  F.  DOHERTY,  PRESIDENT  AND  CHIEF  EX- 
ECUTIVE OFFICER,  GROUP  HEALTH  ASSOCIATION  OF  AMER- 
ICA, INC. 

Mr.  Doherty.  Thank  you,  Mr.  Chairman. 

I  have  submitted  my  statement  for  the  record,  and  I  just  have  a 
few  comments  on  that  statement. 

Overall,  we  speak  only  to  those  provisions  of  the  administration's 
proposal  that  goes  to  what  they  call  coordinated  care.  We  represent 
about  75  percent  of  the  national  HMO  enrollment  in  the  country. 

Overall,  we  are  quite  pleased  that  the  administration  has  seen  fit 
to  offer  incentives  for  enrollees  in  Medicare  risk  contracts.  We  are 
also  pleased  that  the  administration,  as  well  as  this  committee  in 
the  past,  has  looked  at  the  payment  mechanism  under  the  Medi- 
care risk  contract  program  and  that  we  are  now  working  on  trying 
to  resolve  some  of  the  problems  we  have  with  developing  a  formula 
which  will  identify  risk  factors  in  a  defined  population. 

We  are  pleased  with  the  Medicare  sections  of  the  administra- 
tion's plan,  as  far  as  it  goes.  We  are  not  too  sure  about  the  amount 
of  the  voucher  for  the  uninsured,  given  the  fact  that  HMO  family 
rates  are  now  around  $4,000  a  year,  that  there  will  be  a  sufficient 
payment  to  HMO's  and  other  providers  to  serve  that  population 
the  same  as  the  other  populations  that  we  serve. 

We  are  pleased,  however,  that  a  lot  of  the  bureaucratic  red  tape 
in  the  form  of  waivers  is  eliminated,  in  order  to  enhance  our  abili- 
ty to  enter  and  remain  in  the  Medicaid  market — these  provisions 
will  soften  that. 

We  are  quite  pleased  with  the  administration's  actions  on  small 
group  reform.  While  we  share  some  of  Mr.  Schramm's  and  Mr. 
Tresnowski's  concern  on  developing  the  HIN's  concept,  as  well  as 
the  rating  mechanisms  under  those  concepts,  we  have  to  make  sure 
that  the  aggregation  of  small  groups  actually  does  what  it  is  pur- 
ported to  do. 

We  do  believe  that  whatever  comes  out  of  the  administration's 
proposal  or  this  committee  should  maintain  the  identity  of  HMO's. 
There  seems  to  be  an  acronym  game  going  on,  and  since  HMO's 
have  a  specific  statutory  definition  with  specific  statutory  require- 
ments, we  think  it  might  be  well,  as  you  attempt  to  define  man- 
aged care,  coordinated  care,  or  these  other  systems,  that  at  least 
there  is  some  kind  of  a  paradigm  inside  the  statute.  And  since  we 
have  had  about  15  years  experience  with  the  HMO  Act,  we  feel 
that  that  should  be  maintained  at  least  in  some  form. 

There  has  been  some  talk  on  this  committee  by  CBO,  as  well  as 
the  chairman  this  morning,  about  the  notion  that  group  and  staff 
models  are  the  only  HMO's  that  save  money  or  that  are  efficient. 

I  would  like  to  point  out  to  you  that  I  agree  with  Dr.  Wilensky 
today  when  she  said  that  some  of  the  looser  organized  models,  such 
as  IPA's,  have  become  more  and  more  disciplined.  But  most  of  the 
major  companies  that  I  represent,  the  insurance  companies  and 
others,  all  indicate  that  their  objective  is  to  try  and  develop  a 
system  which  de  facto  follows  those  group  and  staff  models;  that  is, 
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to  have  a  good,  organized  provider  component  over  which  they  can 
do  external  quality  reviews. 

So  that  I  do  not  think  anybody  is  opposed  to  the  notion  that 
group  and  staff  models  are  to  be  the  most  desired.  It  is  just  a  ques- 
tion of  how  you  get  from  here  to  there.  And  if  you  are  talking 
about  building  your  own  facilities  and  having  your  own  equipment 
and  this  kind  of  thing,  then  you  are  talking  about  $250  a  square 
foot,  so  that  many  of  these  HMO  developers  feel  that  it  is  far 
smarter  to  try  to  work  out  disciplined  arrangements  with  physi- 
cians in  their  own  offflce  settings. 

Finally,  I  would  like  to  address  the  notion  that  some  people  sug- 
gest that  HMO's  do  not  save  money.  I  think  there  are  a  couple  of 
myths  around  the  country  about  HMO's  and  cost  containment. 

Our  premium  rate  increases  have  always,  at  least  for  the  last  5 
years,  been  substantially  less  than  the  insurance  or  indemnity  in- 
creases. Just  last  year  our  average  increases  were  16  percent,  as 
opposed  to  a  22-percent  indemnity  increase.  But  that  is  not  the 
whole  story. 

The  whole  story  is  that  HMO's  maintain  the  notion  that  they 
have  to  preserve  comprehensive  benefits,  that  we  have  virtual  first- 
dollar  coverage  with  only  nominal  copayments,  so  that  we  do  not 
substantially  increase  costs  on  both  ends,  through  the  premium  in- 
crease as  well  as  the  increase  in  out-of-pocket  payments  through 
copayments  and  deductibles. 

I  think  that  the  committee  should  be  aware  of  this  as  they  are 
making  these  comparisons  between  HMO-type  increases  in  premi- 
ums, where  there  is  very  little  change  in  the  benefit  structure,  and 
indemnity-type  increases  in  premiums,  where  there  is  both  an  in- 
crease in  the  premium  that  exceeds  the  HMO  premium  growth  as 
well  as  a  reduction  in  the  indemnity  benefits. 

This  is  the  kind  of  thing  that  has  given  people  a  great  deal  of 
concern.  Families  U.S.A.  just  published  a  study — and  I  think  this  is 
the  reason  why  we  see  the  political  interest  in  health  care 
reform — and  according  to  that  study,  the  individual  family,  now 
averages  $4,000  in  out-of-payment  costs  for  their  health  care. 

So  those  are  just  a  few  comments  that  we  have  on  the  work  of 
this  committee,  as  well  as  the  President's  suggestions  on  national 
health  care  reform.  We  believe  overall  it  is  a  step  in  the  right  di- 
rection, and  we  also  agree  with  the  chairman  of  this  committee, 
who  said  that  by  the  end  of  this  century,  we  will  have  some  kind  of 
national  health  care  reform. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  JAMES  F.  DOHERTY,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  GROUP  HEALTH  ASSOCIATION  OF 
AMERICA,  INC. 

Good  morning  Mr.  Chairman  and  members  of  the  committee. 
My  name  is  Jim  Doherty  and  I  am  President  and  CEO  of  the  Group 
Health  Association  of  America  (GHAA) .     GHAA  is  the  nation's 
oldest  and  largest  association  of  health  maintenance 
organizations  (HMOs),  enrolling  approximately  75%  of  the  more 
than  36  million  people  enrolled  in  the  country's  570  HMOs. 

My  testimony  this  morning  is  limited  to  those  parts  of  the 
Administration's  health  care  reform  proposal  which  reference 
what  they  call  "coordinated  care".     HMOs  are  a  distinct  type  of 
coordinated  or  managed  care. 

We  are  not  expert  on  the  Administration's  entire  health 
care  reform  proposal  but  there  are  parts  we  agree  with.  In 
fact,   some  of  the  proposals,  such  as  small  group  reform,  are 
included  in  many  of  the  major  Congressional  proposals.  First 
and  foremost,  we  appreciate  the  Administration's  recognition  of 
the  HMO  industry's  contribution  in  providing  affordable, 
guality,  comprehensive  health  care  to  a  variety  of  populations 
—  Medicare,  Medicaid,   federal  and  state  government  employees, 
large  and  small  employer  groups.     Support  of  our  concept  and 
contribution  is  bipartisan.     This  is  both  explicit  and  implicit 
in  the  Administration's  health  care  reform  plan.     Let  me 
provide  some  examples. 

We  are  pleased  that  the  Administration's  proposal 
recognizes  the  need  to  create  incentives  for  Medicare 
beneficiaries  to  enroll  in  HMOs  with  TEFRA  contracts.  This 
program  has  much  to  offer  the  Medicare  beneficiary  —  an 
enhanced  benefit  package,  access  to  services,  nominal 
out-of-pocket  payments,   (no  balance  billing)  and  a  guality  of 
care  that  is  egual  to  or  greater  than  that  found  in 
fee- for- service . 

Despite  these  advantages,   it  is  the  elderly  who  are  least 
likely  to  sign  up  for  something  brand  new  like  an  HMO  when  they 
are  most  apt  to  have  long  established  physician  relationships. 
Our  member  plan  surveys  have  found,  that  once  enrolled, 
satisfaction  rates  among  the  elderly  are  very  high  and  people 
remain  HMO  members.     Therefore,  we  fully  support  the 
Administration's  proposal  to  offer  a  modest  Part  B  premium 
rebate  for  Medicare  beneficiaries  who  enroll  with  an  HMO. 

We  also  appreciate  the  discussion  and  additional  proposals 
to  improve  the  HMO  Medicare  risk  program.     The  high  priority 
assigned  to  strengthing  the  Medicare  risk  contracting  program 
is  needed  and  welcome,  as  are  the  suggestions  in  the  proposal 
to  reform  and  replace  the  current  payment  methodology. 

As  this  committee  and  staff  knows  one  of  the  greatest 
problems  facing  this  particular  program  is  the  instability  of 
payment  and  how  poor  a  predictor  the  current  formula  is  of  the 
costs  of  providing  care.     We  appreciate  that  this  committee  has 
already  given  legislative  instructions  to  HHS  to  seek  to 
improve  the  current  methodology. 

We  realize  that  there  are  a  variety  of  public  policy  and 
fiscal  issues  surrounding  the  creation  of  a  tax  credit  or 
voucher  system,   but  we  believe  trying  to  alter  the  dominance  of 
the  f ee-f or-service  claims  driven  reimbursement  system  as  the 
proposal  attempts  to  do,   is  important.     We  view  as  a  positive 
allowing  the  purchase  of  HMO  coverage  as  well  as  other  private 
sector  options  through  the  tax  credit  or  other  subsidy.  States 
are  also  given  the  flexibility  to  set  up  a  program  combining 
their  Medicaid  program  with  a  new  health  care  program  for  the 
low  income.     We  believe  HMOs  are  encouraged  to  participate  in 
these  programs.     Also,   the  inclusion  of  federal  preemption  of 
state  anti-managed  care  legislation  should  help  HMOs  continue 
to  do  business  in  an  effective  manner  and  with  affordable 
premiums . 
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Eliminating  the  waiver  process  for  HMOs  which  contract 
under  Medicaid  removes  a  major  barrier  identified  by  our  member 
plans.     This  apparently  means  that  states  would  be  free  to  work 
directly  with  HMOs  and  could  allow  things  such  as  6  month 
guaranteed  eligibility  without  having  to  go  through  a 
burdensome  federal  approval  process. 

However,   it  is  not  clear  what  the  full  impact  would  be  of 
reversing  the  waiver  process.     We  have  never  supported 
mandatory  enrollment  and  are  always  concerned  about  preserving 
consumer  choice.     As  with  Medicare  beneficiaries,  there  is 
value  to  Medicaid  eligibles  becoming  members  of  an  HMO.  First, 
access  to  care  is  assured  —  there  is  no  guestion  of  whether  or 
not  providers  participate.     Care  is  coordinated  and  appropriate 
—  not  delivered  through  the  emergency  room  unless  that  is 
called  for.     Instead,  the  focus  is  on  primary  care  and  on 
preventive  services. 

Though  it  is  controversial,  the  President's  plan  calls  for 
capitating  payment  to  the  states  for  Medicaid,   in  part  an 
attempt  to  put  states  under  a  budget  and  encourage  them  to 
contract  with  coordinated  care.     We  welcome  trying  to  move  to  a 
system  where  incentives  are  balanced  so  that  appropriate  care 
in  the  proper  setting  is  provided,  but  it  is  crucial  that  all 
providers  be  paid  at  an  appropriate  level.     Adeguacy  of  payment 
under  Medicaid  is  a  serious  problem.     Our  member  plans  who 
participate  in  Medicaid,  are  paid  on  the  average,  90%  of  the 
f ee-f or-service  payment  rate  under  Medicaid.     Simply  capitating 
the  states  for  Medicaid  will  not  necessarily  encourage  HMOs  to 
participate.     We  must  assure  that  this  approach  does  not 
further  ratchet  down  provider  payment  so  that  the  costs  of 
providing  care  are  not  covered. 

GHAA  also  supports  the  Administration's  endorsement  of 
small  group  reform.     As  in  a  number  of  Congressional  proposals, 
we  applaud  reguirements  to  change  the  treatment  of  pre-existing 
conditions  so  that  people  can  get  full  coverage  and  even  keep 
coverage  when  they  change  jobs.     We  agree  that  medical 
underwriting  should  not  be  permitted  and  support  allowing 
aggregation  of  small  employers.     This  constitutes  a  giant  step 
forward.     Transferring  high  risk  to  the  more  manageable  risk  of 
larger  groups  should  make  coverage  more  available  and 
affordable  to  small  employers. 

We  do  have  some  concerns.     We  are  concerned  about  the  lack 
of  standards  in  the  Administration's  coordinated  care  concept. 
If  abuses  occur,  we  pay  a  heavy  penalty.     We  need  a  clear 
understanding  of  the  standards  under  which  these  plans  will 
operate,  particularly  if  they  are  granted  some  federal 
benefit.     We  believe  there  need  to  be  some  provisions  for 
external  review  of  guality  of  care  and  the  same  kinds  of 
incentives  or  disciplines  if  you  will,  designed  to  acheive  the 
same  kinds  of  goals  that  HMOs  have  been  able  to  meet  —  the 
ability  to  offer  access  to  affordable,  guality,  cost  effective 
health  care  services. 

HMOs  must  retain  their  identity  as  a  distinct  concept. 
For  this  reason,  we  believe  it  is  crucial  that  Congress,  in  any 
national  health  care  proposal,  maintain  the  separate  and 
distinct  HMO  definition. 

Chairman  Rostenkowski  wisely  observed  that  genuine  health 
care  reform,  be  it  a  multiple  payor  or  single  payor  approach, 
might  not  be  accomplished  until  the  end  of  this  decade. 
Unfortunately,  until  then,  individuals  and  families,  those 
uninsured  or  with  inadegute  coverage,  will  continue  to 
experience  havoc  in  their  own  lives     as  substantially 
increasing  costs  continue  to  block  access  to  the  care  we  are 
all  entitled  to. 
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HMOs  and  other  similar  managed  care  systems  have  a  role  to 
play  in  serving  these  people.     In  many  ways  we  serve  as  a  model 
for  the  different  types  of  entities  that  are  developing  as  we 
try  to  move  away  from  the  flaws  inherent  in  a  f ee-f or-service 
system.     We  may  not  be  the  silver  bullet  for  all  that  ails  the 
current  health  care  system.     However,  our  organized  systems  are 
an  important  role  model  for  change.     It  is  crucial  that 
whatever  is  ultimately  decided  in  how  to  reshape  health  care  in 
this  country,  be  it  federal  or  state  in  approach,  or 
incremental  or  radical  change,  that  HMO  delivery  systems  be 
preserved  and  have  an  opportunity  to  grow. 

We  look  forward  to  working  with  you  and  the  members  of 
this  committee  as  the  discussion  continues.     I  would  be  happy 
to  answer  any  questions. 
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Mr.  Rangel.  Thank  you. 
Mr.  Fager. 

STATEMENT  OF  DONALD  J.  FAGER,  CHAIRMAN,  LEGISLATIVE 
OVERSIGHT  COMMITTEE,  PHYSICIAN  INSURERS  ASSOCIATION 
OF  AMERICA 

Mr.  Fager.  Thank  you,  Mr.  Chairman. 

I  am  here  on  behalf  of  the  Physician  Insurers  Association  of 
America.  I  am  a  past  president  of  that  association  and  chairman  of 
the  legislative  oversight  committee.  I  am  also  vice  president  of  the 
Medical  Liability  Mutual  Insurance  Co.  of  New  York,  the  largest 
doctor-owned  company  in  the  country,  and  prior  to  becoming  vice 
president  of  that  organization,  I  was  for  20  years  a  trial  lawyer  de- 
fending physicians  and  hospitals  in  medical  liability  cases. 

Permit  me  to  say  a  few  brief  words  about  our  association.  We  are 
an  organization  of  42  companies  insuring  177,000  physicians,  more 
than  50  percent  of  the  doctors  in  private  practice.  These  companies 
are  all  doctor  owned,  and  they  were  started  in  1975  and  1976,  for 
the  most  part,  because  the  commercial  insurance  industry  refused 
to  write  professional  liability  insurance. 

Most  of  our  companies  are  not  in  business  to  make  a  profit.  They 
use  all  investment  income  to  reduce  premiums.  They  have  the 
greatest  incentive  to  keep  premiums  down,  because  the  doctors  who 
run  the  companies  are  practicing  physicians  who  have  to  pay  the 
premiums  themselves,  and  they  are  dedicated  to  improving  the 
quality  of  care  and  enhancing  patient  safety. 

We  are  grateful  for  your  invitation  to  testify  today  on  reform  of 
the  health  care  system,  because  we  believe  medical  liability  reform 
is  crucial  in  that  area. 

There  is  a  crisis  today  of  medical  liability.  It  is  one  of  burden- 
some premium  costs  for  physicians  and  hospitals  which  are  ulti- 
mately borne  by  the  general  public.  It  is  a  crisis  of  access  to  care, 
particularly  for  the  poor  and  in  areas  which  are  already  medically 
underserved.  It  is  a  crisis  of  a  tort  liability  system  gone  seriously 
awry  with  compensation  for  true  victims  of  malpractice  increasing- 
ly delayed  while  groundless  claims  frequently  bedevil  the  practi- 
tioner and  jury  awards  too  often  reach  million  and  multimillion 
dollar  levels. 

Rates  in  many  States  have  risen  to  dramatic  and  even  obscene 
levels,  fueled  by  an  enormously  expensive  and  inequitable  tort 
system. 

It  is  difficult  to  accept  that  a  physician,  regardless  of  income, 
should  have  to  pay  $100,000  in  a  single  year  to  protect  himself 
from  professional  liability  claims,  and  yet  rates  for  the  highest  risk 
specialties  are  as  much  as  $129,000  in  Florida,  $120,000  in  New 
York,  and  $106,000  in  Michigan.  Equivalent  premiums  in  Illinois 
are  $80,000,  in  Arizona  $69,000,  in  Georgia  $55,000,  in  the  District 
of  Columbia  $58,000,  and  in  Maine  $44,000. 

But  premium  costs  alone  do  not  fully  reflect  the  gross  inequities 
in  the  present  system  of  compensating  medical  liability  claimants. 
The  system  simply  does  not  serve  the  interest  of  doctors,  their  pa- 
tients, or  the  public.  It  is  tremendously  expensive,  much  too  time- 
consuming,  and  not  truly  equitable. 
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Awards  are  often  widely  disparate  and  without  any  logical  rela- 
tionship to  alleged  injuries.  It  takes,  on  average,  5  to  10  years  to 
compensate  claimants,  and  during  the  intolerable  delays,  patients 
and  doctors  suffer  all  the  anxieties  and  frustrations  of  the  litiga- 
tion process. 

Moreover — and  this  is  embarrassing  for  a  lawyer  to  say— we  find 
that  more  than  half  of  the  total  dollars  spent  do  not  go  to  patients 
at  all,  but  go  to  lawyers  on  both  sides  of  the  case.  It  is  absolutely 
intolerable  to  spend  more  to  support  the  cost  of  litigation  than  to 
compensate  claimants. 

It  is  also  distressing  to  note  that  many  patients  with  relatively 
minor  injuries  do  not  find  their  way  into  the  compensation  system 
at  all,  because  their  potential  recovery  is  not  large  enough  to  whet 
the  appetite  of  the  plaintiffs  bar. 

Some  States  have  enacted  legislation  which  has  helped  to  control 
the  rising  tide  of  malpractice  awards.  However,  in  most  States,  ef- 
forts to  accomplish  significant  reform  have  been  thoroughly  frus- 
trated. 

We  think  Federal  legislation  is  imperative.  We  urge  you  to  enact 
Federal  preemptive  legislation  containing  the  types  of  reforms  en- 
acted in  California  in  1975,  which  would  place  a  $250,000  cap  on 
noneconomic  awards  and  provide  for  periodic  payments  of  future 
damage  awards  and  mandatory  offsets  of  collateral  sources. 

The  President's  program  endorses  such  reforms,  and  we  applaud 
the  proposals  introduced  in  the  Congress  by  Representative  Nancy 
Johnson  and  Senator  Hatch.  We  also  welcome  the  proposals  in  this 
area  of  Senator  Domenici,  Senators  Durenberger  and  McCain  and 
Danforth,  and  Senator  Chafee. 

We  urge  you  to  support  these  initiatives. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  DONALD  J.  FAGER,  CHAIRMAN,  LEGISLATIVE 
OVERSIGHT  COMMITTEE,  PHYSICIAN  INSURERS  ASSOCIATION  OF 
AMERICA 

My  name  is  Donald  J.  Fager  and  I  am  here  in  behalf  of  the 
Physician  Insurers  Association  of  America  (PIAA) .  I  am  a  Past 
President  and  Chairman  of  the  Legislative  Oversight  Committee  of 
the  Association.  I  am  also  Vice  President  of  Medical  Liability 
Mutual  Insurance  Company  of  New  York,  the  largest  physician  owned 
insurance  company  in  the  country.  Prior  to  becoming  Vice  President 
of  Medical  Liability  Mutual  in  1975,  I  was  for  almost  20  years,  a 
trial  lawyer  defending  physicians  and  hospitals  in  medical 
liability  cases. 

The  PIAA  is  an  organization  of  42  companies  insuring  177,000 
physicians  in  this  country.  This  number  represents  well  over  fifty 
percent  of  the  doctors  in  private  practice  who  purchase  medical 
liability  insurance.  All  of  these  companies  are  owned  by 
physicians,  and  most  of  them  were  founded  by  their  state  medical 
societies.  Our  companies  are  in  40  states  and  the  District  of 
Columbia. 

We  are  most  grateful  for  your  invitation  to  testify  today  on 
a  matter  of  vital  importance  to  our  health  care  system  and  of 
concern  for  all  Americans  -  the  medical  liability  crisis.  The 
crisis  is  of  a  different  nature  than  it  was  fifteen  years  ago  when 
the  availability  of  medical  liability  insurance  was  very  much  in 
doubt.  Today,  it  is  a  crisis  of  burdensome  premium  costs  for 
physicians  and  hospitals  which  are  ultimately  borne  by  the  general 
public.  It  is  a  crisis  of  access  to  care,  particularly  for  the 
poor  and  in  areas  which  are  already  medically  underserved.  It  is 
a  crisis  of  a  tort  liability  system  gone  seriously  awry  with 
compensation  for  true  victims  of  malpractice  increasingly  delayed 
while  groundless  claims  frequently  bedevil  the  practitioner  and 
jury  awards  too  often  reach  million  and  multi-million  dollar 
levels. 1 

Most  of  the  PIAA  companies  were  formed  in  1975  and  1976  as  a 
response  to  the  "availability"  crisis.  The  traditional  insurers  of 
this  risk  had,  with  few  exceptions,  abandoned  the  business  and  with 
good  reason.  It  was  certainly  not  profitable  and  was  fraught  with 
extraordinary  volatility.  Doctors  faced  the  dire  prospect  of 
practicing  without  insurance  protection,  and  patients  injured  by 
negligent  acts  would  have  little  or  no  opportunity  to  recover 
compensation  for  those  injuries.  In  response  to  this  public  need, 
doctors  decided  to  provide  their  own  insurance  mechanisms  and  our 
companies  were  organized  throughout  the  country.  The  doctors 
entered  the  insurance  business  with  the  recognition  that  insurance 
entities,  no  matter  how  well  administered,  would  not  solve  the 
liability  problem  without  significant  changes  in  tort  law, 
particularly  changes  which  would  place  some  limits  on  awards. 
Regrettably,  despite  heroic  efforts,  such  changes  have  been 
accomplished  only  in  very  few  states. 

I  think  it  is  important  to  understand  the  distinctions  between 
the  physician  owned  companies  and  the  commercial  insurance 
industry,  but  in  making  these  observations,  I  do  not  mean  to  imply 
any  criticism  of  the  commercial  industry.  Most  PIAA  companies  are 
not  in  business  to  make  a  profit  and  they  use  investment  income, 
derived  basically  from  prudent  and  conservative  investments,  to 
reduce  or  discount  premiums.  For  example,  if  an  actuarial 
projection  for  a  given  year  suggests  that  losses  will  eventually 
cost  several  hundred  million  dollars,  we  deduct  from  that  cost  the 
investment  income  that  we  expect  to  earn  until  the  losses  ar  paid. 
The  policyholders  then  are  charged  the  discounted  amount.  Further, 
most  of  our  companies  do  not  pay  acquisition  or  brokers'  fees  and 
their  administrative  expenses  are  well  below  those  generally 
accepted  in  the  industry.  In  short,  our  companies  can  provide 
insurance  coverage  at  the  lowest  possible  cost  consistent  with 
solvency  of  the  insurance  enterprise.     Please  bear  in  mind  too, 


1  In  New  York  State  alone,  there  were  6  verdicts  of  five  million 
dollars  or  more  last  year  in  medical  malpractice  cases. 
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that  physicians,  as  company  Board  members,  have  the  greatest 
incentive  to  keep  rates  down:  most  are  practicing  physicians  and 
have  to  pay  those  premiums.  Accordingly,  insurance  regulators  and 
government  officials  have  attached  great  credibility  to  our  rate 
projections. 

Rates  in  many  states  have  risen  to  dramatic  and  even  obscene 
levels  fueled  by  an  enormously  expensive  and  inequitable  tort 
system.  It  is  difficult  to  accept  that  a  physician,  regardless  of 
income,  should  have  to  pay  $100,000  in  a  single  year  to  protect 
himself  from  professional  liability  claims  and  yet  rates  for  the 
highest  risk  specialties  are  as  much  as  $129,000  in  Florida, 
$120,000  in  New  York,  and  $106,000  in  Michigan;  equivalent  premiums 
in  Illinois  are  $80,000,  in  Arizona,  $69,000,  in  Georgia,  $55,000, 
in  the  District  of  Columbia,  $58,000  and  in  Maine,  $44,000. 

Nor  can  we  draw  much  comfort  from  the  fact  that  rates  have 
remained  relatively  stable  for  the  past  few  years.  There  are 
already  signs  that  trends  in  claim  costs,  which  had  moderated 
somewhat,  are  on  the  increase  again.  Both  the  number  of  reported 
claims  and  the  average  cost  appear  to  be  rising  and  the  St.  Paul 
Insurance  Company  recently  announced  that  it  was  increasing  rates 
in  20  of  the  42  states  in  which  it  writes  malpractice  insurance. 

Premium  costs  alone  do  not  fully  reflect  the  gross  inequities 
in  the  present  system  of  compensating  medical  liability  claimants. 
The  system  does  not  serve  the  interests  of  doctors,  their  patients 
or  the  public.  It  is  tremendously  expensive,  much  too  time 
consuming  and  not  really  equitable.  Awards  are  often  widely 
disparate  and  without  any  logical  relationship  to  alleged  injuries. 
It  takes  on  average  5  to  10  years  to  compensate  claimants,  and 
during  the  intolerable  delays  patients  and  doctors  suffer  all  of 
the  anxieties  and  frustration  of  the  litigation  process.  Moreover, 
we  find  that  more  than  half  of  the  total  dollars  spent  do  not  go  to 
patients  at  all,  but  to  the  lawyers  on  both  sides  of  the  case.  It 
is  intolerable  to  spend  more  to  support  the  costs  of  litigation 
than  to  compensate  claimants.  This  cannot  be  in  the  public 
interest  and  is  a  dreadful  waste  of  our  limited  resources.  It  is 
also  distressing  to  note  that  many  patients  with  relatively  minor 
injuries  do  not  find  their  way  into  the  compensation  system  at  all 
because  their  potential  recovery  is  not  large  enough  to  whet  the 
appetite  of  the  plaintiffs'  bar. 

Some  would  like  to  create  the  fiction  that  the  medical 
malpractice  problem  is  a  "bad  doctor"  problem.  If  that  were  true, 
it  would  mean  that  neurosurgeon  and  obstetricians  are  all  bad 
doctors  because  their  claim  experience  is  the  poorest  and  they  pay 
the  highest  rates.  The  truth,  of  course,  is  that  although  highly 
trained  and  skillful,  they  practice  in  high  risk  specialties  which 
leave  them  particularly  open  to  large  claims.2  The  situation  in 
obstetrics  is  of  particular  concern.  Data  of  the  Physician 
Insurers  Association  reveals  that  claims  involving  infants  with 
cerebral  palsy  are  by  far  the  most  costly  with  average  payments  of 
approximately  one  half  million  dollars.  (While  most  of  the  claims 
are  brought  against  obstetricians,  family  practitioners, 
pediatricians  and  anesthesiologists  are  frequently  involved) .  All 
of  the  glaring  weaknesses  of  the  medical  liability  compensation 
system  are  revealed  in  these  cases.  An  infant  with  serious 
neurologic  deficit  (dramatized  in  court  by  a  "day  in  the  life" 
movies)  has  an  entirely  understandable  emotional  appeal  to  a  jury. 
An  yet,  scientific  evidence  from  studies  of  the  National  Institutes 


2  The  Special  Advisory  Panel  on  medical  malpractice  in  the  State 
of  New  York,  appointed  by  Governor  Hugh  Carey  in  1976,  reported 
that  "the  number  of  malpractice  claims  against  physicians  and 
hospitals  continues  to  rise  without  any  necessary  relationship  to 
negligent  medical  care  and  our  best  hospitals  and  specialists  are 
frequently  sued." 
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of  Health  tells  us  that  the  condition  of  most  children  with 
cerebral  palsy  has  nothing  to  do  with  physician  conduct. 

The  potential  for  awards  in  such  cases  is  enormous  and  it  is 
distressing,  though  not  surprising,  that  lawyers  specifically 
advertise  for  them.  The  impact  of  these  claims  on  the  practice  of 
obstetrics  has  been  described  at  some  length  by  the  American 
College  of  Obstetrics  and  Gynecology.  We  are  told  that  access  to 
obstetrical  care  is  of  real  concern  in  many  areas  of  the  country 
and  the  real  tragedy  of  the  liability  situation  is  that  the  poor 
and  those  already  without  adequate  medical  care  bear  the  greatest 
burden.  Virginia  and  Florida  have  attempted  by  statute  to  remove 
these  claims  from  the  present  system  and  provide  compensation  for 
medical  and  other  expenses,  but  not  pain  and  suffering,  on  a  no 
fault  basis.  The  Governor  of  New  York  recently  proposed  similar 
legislation  stating  that  the  "bill  would  improve  access  to 
obstetrical  care  by  removing  claims  related  to  this  care  from  the 
tort  system." 

The  PIAA  companies  share  a  basic  philosophy  with  regard  to 
claims  handling:  those  who  have  legitimate  claims  should  be 
compensated  as  rapidly  and  equitably  as  possible;  those  who  assert 
groundless  claims  should  not  be  compensated  at  all  and  their  claims 
vigorously  resisted.  Unfortunately,  it  has  become  increasingly 
difficult  to  settle  legitimate  claims  early  because  publicity  about 
large  verdicts  has  lead  claimants  and  their  attorneys  to  seek 
greater  and  greater  awards.  While  we  have  been  reasonably 
successful  in  resolving  cases  without  merit  —  60%  or  more  claims 
are  closed  without  payment  —  the  defense  of  such  cases  is  costly, 
to  say  nothing  of  the  time  and  effort  which  must  be  expended  by  the 
physician,  and  in  many  cases,  several  physicians. 

Doctor  insurers  fully  realize  their  obligation  to  improve 
quality  care  and  enhance  patient  safety.  Companies  carefully 
review  the  claim  experience  of  their  policyholders  in  an  effort  to 
identify  those  doctors  whose  methods  of  practice  fall  below 
accepted  standards  of  care.  Careful  peer  review  of  claims  enables 
companies  to  identify  problem  physicians  at  an  early  date  and  take 
appropriate  action.  This  action  may  involve  the  following: 
cancellation  or  non-renewal  of  insurance  coverage;  restriction  of 
coverage  to  areas  of  demonstrated  competence  with  denial  of 
coverage  in  other  areas;  requirement  that  doctors  participate  in 
continuing  medical  education  programs;  and  screening  or  audit  of 
doctors'  offices.  Most  companies  also  have  merit  rating  programs 
of  one  kind  or  another  which  permit  them  to  charge  higher  premiums 
than  usual  for  doctors  with  adverse  claims  experience. 

The  effectiveness  of  these  procedures  has  been  described  in  a 
recent  study  as  follows:  "PIAA  companies  are  effective  agents  in 
detecting  negligence-prone  behavior.  Surcharges  and  restrictions 
on  practice  put  physicians  on  notice  that  the  company  is 
dissatisfied  with  their  performance.  Most  important,  the  threat  of 
termination  of  coverage  and  the  problems  that  will  then  ensue  are 
likely  to  provide  a  powerful  stimulus  to  improved  performance."3 

PIAA  companies  are  intensively  involved  in  efforts  to  enhance 
patient  safety.  All  companies  have  their  own  effective  programs  of 
risk  management/ loss  prevention  in  which  they  seek  to  identify 
principal  areas  of  medical  injury  and  make  recommendations  to  their 
insureds.  Their  findings  are  widely  reported  through  meetings, 
seminars,  video  presentations,  brochures  and  newsletters  in  an 
effort  to  reduce  such  injuries.  In  addition,  the  Association  has 
its  own  programs  and  has  been  for  several  years  collecting  data 
from  member  companies  on  the  types  and  costs  of  claims.  A  few 
years  ago,  the  Association  made  a  study  of  infant  cerebral  palsy 


3  "The  Role  of  Physician-Owned  Insurance  Companies  in  the 
Detection  and  Deterrence  of  Negligence"  by  William  B.  Schwartz, 
M.D.,  Daniel  Mendelson  -  Please  see  appendix  A. 
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claims  and  reported  to  the  membership  on  its  findings.  The 
Association  also  completed  studies  of  claims  involving  alleged 
failure  to  diagnose'  cancer  of  the  breast,  cancer  of  the  colon  and 
cancer  of  the  lung.  There  is  some  feeling  that  the  recent 
moderation  in  the  frequency  of  claims  may  be  due,  in  part,  to  the 
efforts  of  our  companies  in  the  risk  management  area. 

We  feel  strongly  that  patients  who  are  injured  as  the  result 
of  malpractice  are  entitled  to  prompt  and  equitable  compensation. 
Regrettably,  the  present  system  is  a  total  failure  in  this  regard. 
As  has  been  stated  before,  the  compensation  system  is  extremely 
protracted  and  very  costly  with  results  that  can  hardly  be  called 
equitable.  The  costs  involved  have  serious  implications  for  the 
health  care  system  in  our  country. 

A  few  states  have  enacted  legislation  which  has  helped  to 
control  the  rising  tide  of  malpractice  awards.  However,  in  most 
states,  efforts  to  accomplish  significant  reform  have  been 
thoroughly  frustrated.  We  think  federal  legislation  is  imperative. 
We  urge  you  to  enact  federal  preemptive  legislation  containing  the 
type  of  reforms  enacted  in  California  in  1975  which  would  place  a 
$250,000  cap  on  noneconomic  awards  and  provide  for  periodic  payment 
of  future  damage  awards,  mandatory  offsets  of  collateral  sources, 
and  restriction  of  attorneys'  contingency  fees.  President  Bush  has 
strongly  supported  such  reforms  and  we  applaud  the  proposals 
introduced  in  the  Congress  by  Representative  Nancy  Johnson  (H.R. 
1004)  and  Senator  Hatch  (S.489).  We  also  welcome  the  proposals  in 
this  area  of  Senator  Domenici  (S.1232);  Senators  Durenberger, 
McCain  and  Danforth  (S. 1836)  and  Senator  Chafee  (S.1936).  We  urge 
you  to  support  these  initiatives.  It  should  be  noted  that  the 
reforms  adopted  in  California  have  kept  that  state's  highest  rates 
at  a  level  about  fifty  percent  lower  than  the  rates  in  states  such 
as  New  York,  Florida  and  Michigan. 

In  discussing  the  financial  aspects  of  this  issue,  we  often 
lose  sight  of  the  human  elements.  The  relationship  of  doctor  and 
patient  has  suffered  incalculable  harm.  Too  often  doctor  and 
patient  are  suspicious  of  each  other.  We  must  diminish  the  threat 
of  liability  and  restore  that  relationship  to  one  of  mutual  trust 
and  confidence. 

We  have  cooperated  fully  with  the  General  Accounting  Office 
and  other  federal  agencies  that  have  studied  this  issue.  We  pledge 
to  continue  to  provide  any  assistance  you  need  in  attempting  to 
solve  this  crucial  public  problem. 


*  *  * 
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APPENDIX  A 


The  Role  of  Physician-Owned  Insurance 
Companies  in  the  Detection  and 
Deterrence  of  Negligence 


William  B  Schwartz.  MD.  Daniel  N.  Mendelson 


This  study  presents  evidence  that  physician-owned  insurance  companies  and 
their  physician  members  play  an  important  role  in  the  detection  and  deterrence  of 
negligent  behavior.  A  survey  of  physician-owned  companies  indicates  that  94% 
involve  their  physicians  in  one  or  more  aspects  of  the  underwriting  process. 
About  60%  involve  their  members  in  assessing  the  competence  of  physicians 
who  have  been  sued  and  in  advising  the  underwriters  on  decisions  concerning 
both  continued  insurability  and  the  conditions  of  insurance.  During  1985,  a  total 
of  0.66%  of  the  physicians  in  physician-owned  companies  had  their  insurance 
terminated  or  were  forced  to  give  up  their  coverage  because  of  negligence-prone 
behavior.  An  additional  0.7%  of  active  policyholders  were  subject  to  restrictions 
on  practice  or  other  medical  sanctions  and  1 .8%  to  surcharges  and  deductibles. 
Thus,  disciplinary  actions  were  in  place  against  3.2%  of  insured  physicians 
whose  performance  was  viewed  as  in  some  way  substandard.  The  findings 
indicate  that  the  physician-owned  companies  are  effective  agents  in  identifying 
negligence-prone  behavior,  and  suggest  that  these  companies  also  play  an 
important  role  in  deterring  substandard  performance. 

(JAMA  1989.262:1342-1346) 


THE  DETECTION  and  deterrence  of 
medical  negligence  is  now  a  major  public 
issue.  Federal  legislation  that  will  make 
information  on  negligent  behavior  avail- 
able to  credentialing  boards  and  hospi- 
tals is  now  in  place,1'*  and  state  boards 
and  hospitals  are  under  increasing  pres- 
sure to  play  a  more  assertive  disciplin- 
ary  role.  

From  tne  Otpanrrwi  ol  Medtcme.  Tutts  University 
Schod  ol  Medicme  Boston.  Mass  ID'  Schwaru  and  Mr 
Mendetson).  and  The  RAND  Coiporation  Santa  Moni- 
ca. Calif  (Or  Scnwanz) 

The  opinions  and  conclusions  e»pressed  herem  a>« 
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as  representing  the  opinions  or  policies  ol  The  Robert 
Wood  Johnson  Foundation.  Princeton.  Nj.  the  Depart- 
ment ol  Health  and  Human  Services.  Washington.  DC 
or  The  RAND  Corporation  Santa  Monica.  Calil 

Reprint  teo'jesis  to  Tufts  University  School  ol  Medi- 
cine. 136  Harrison  Ave.  Boston.  MA  02111  (Dr 
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The  present  study  focuses  on  the  phy- 
sician-owned insurance  industry,  which 
currently  insures  about  40%  of  physi- 
cians in  patient  care.  Physician-owned 
companies  are  unique  in  that  the  physi- 
cians they  insure  have  a  powerful  finan- 
cial incentive  to  help  detect  and  disci- 
pline   negligence-prone  colleagues. 


See  also  pp  1335  and  1376. 


Moreover,  physicians  who  assist  in  this 
process  have  peer  approval  because  the 
companies  are  typically  sponsored  by 
the  county  or  state  medical  society. 

This  study  is  based  on  a  survey  of  the 
40  physician-owned  insurance  compa- 
nies that  were  members  of  the  Physi- 


cian Insurers  Association  of  America 
(PIAA)  as  of  1985.  Eighty-five  percent 
of  the  PIAA  companies  (which  insured 
85%  of  PIAA  physicians  in  198G)  re- 
sponded to  the  survey  (Table  1 ).  Three 
of  the  companies  were  not  members  of 
PIAA  during  the  entire  3-year  study 
period  and  were,  therefore,  excluded 
from  the  analysis. 

The  first  section  of  this  study  ana- 
lyzes the  use  of  peer  review  in  decisions 
on  who  is  to  be  insured  and  under  what 
conditions,  using  both  survey  data  and 
in-depth  case  studies  of  four  companies. 
The  second  section  employs  data  from 
the  survey  to  determine  the  fraction  of 
physicians  in  the  PIAA  pool  who  were 
disciplined  for  negligence  and  the  fre- 
quency with  which  various  medical  and 
fiscal  sanctions  were  imposed.  Finally, 
the  disciplinary  role  of  PIAA  companies 
is  compared  with  that  of  state  medical 
boards  and  hospital  peer-review  com- 
mittees. 

THE  ROLE  OF  PHYSICIANS  IN 
THE  UNDERWRITING  PROCESS 

Ninety-four  percent  of  the  companies 
involved  physician  members  in  some  as- 
pect of  the  underwriting  process.  In 
60%  of  the  companies,  physicians  were 
instrumental  in  reviewing  the  compe- 
tence of  those  who  had  been  sued  and 
making  recommendations  to  the  under- 
writers on  what  actions  should  be  taken. 
About  30%  indicated  that  new  appli- 
cants are  routinely  reviewed  by  a  com- 
mittee composed  of  physicians. 

To  obtain  deeper  insight  into  the 
peer-review  process,  the  operations  of 
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Table  1  -Enent  of  Survey  Coverage 


Coverage  of  PIAA  Phyelclana  and  Companlea 

1984                      1985  1986 

Toial  PIAA  membership                                            1 36 170 
No  of  physicians  m  valid  survey  responses                      1 165-37 
%  of  total  members  in  the  analysis  86 

135913 
116082 
85 

143970 
122198 
85 

Coverage  Relative  to  Overall  Pool  of  Inaun 

(0  Physlciena 

Estimated  No  of  insured  allopathic 


physicians  in  US*  390  000 

%  ol  insured  allopathic  physicians  in 

PIAA  companies  (as  of  1 986)  37 
%  of  insured  allopathic  physicians 
covered  Oy  tn,s  survey  (as  of  1 986)  31 


•We  estimated  this  figure  by  assuming  that  all  patient-care  physicians  and  teaching  physicians  earned  insurance, 
and  that  25%  of  non-patient-care  physicians  earned  insurance  Patient-care  physicians  are  those  who  spend  more 
than  50%  of  their  time  m  practice  (Source  Phypcmn  Characteristics  and  Distribution  in  the  US.  1986.  Chicago, 
in:  American  Medical  Association:  1986 )  These  figures  do  not  include  resident  physicians. 


four  companies  were  studied  in  detail. 
The  descriptions  of  these  companies  are 
based  on  extensive  interviews  with  un- 
derwriters from  each  company,  atten- 
dance at  one  or  two  committee  meetings 
in  each  of  the  three  companies  that  have 
such  meetings,  and  discussions  with 
members  of  the  peer-review  commit- 
tees. This  article  will  describe  in  great- 
est detail  a  company  that  has  a  peer- 
review  committee  whose  sole  function  is 
to  assess  physician  performance  and  to 
provide  advice  to  the  underwriters. 
This  company  was  chosen  for  detailed 
observation  because  it  is  viewed  as  hav- 
ing one  of  the  most  effective  underwrit- 
ing programs  and  because  of  the  insight 
it  provides  into  the  dynamics  of  peer 
review. 

Company  I 

Triggers  That  Lead  to  Review.  - 
The  peer-review  process  is  typically  set 
into  motion  by  a  single  claim  that,  when 
examined  by  the  underwriter,  raises 
questions  about  the  standard  of  care.  A 
case  is  not  brought  before  a  committee 
until  the  claim  that  triggered  the  review 
has  been  closed  because  the  company  is 
concerned  that  a  breach  of  confidence 
could  allow  the  committee's  appraisal  to 
reach  the  plaintiffs  counsel.  An  excep- 
tion is  made  if  a  physician's  performance 
is  judged  to  be  so  poor  that  immediate 
action  is  considered  necessary.  The 
committee  is  not  told  by  the  underwrit- 
ers about  the  disposition  of  the  case, 
whether  it  was  settled  out  of  court, 
went  to  trial,  or  whether  any  payment 
was  made.  A  review  can  also  be  trig- 
gered when  a  physician  is  disciplined  by 
a  hospital  or  by  the  state  medical  board 
or  if  there  is  other  evidence  suggesting 
that  performance  has  been  sub- 
standard. 

The  Composition  of  the  Commit- 
tee. —  Each  county  has  a  committee  con- 
sisting of  10  to  25  volunteers  chosen  for 


their  clinical  competence.  To  minimize 
the  potential  for  anticompetitive  behav- 
ior, the  selection  process  is  designed  to 
provide  a  wide  representation  of  spe- 
cialties and  hospitals  within  the  county. 
Underwriters  are  present  at  committee 
meetings  but  lawyers  are  not.  Commit- 
tee members  indicate  that  a  variety  of 
reasons  lead  them  to  volunteer  for  mem- 
bership, including  the  desire  to  learn 
more  medicine,  a  break  from  routine, 
prestige,  and  the  fascination  of  dealing 
with  difficult  and  controversial  medical 
issues.  The  negative  aspect  is  that  com- 
mittee members  are  resented  by  some 
of  their  colleagues  because  of  the  judg- 
mental role  they  play.  If  there  is  any 
reason  to  believe  that  an  objective  re- 
view is  not  possible,  the  case  is  referred 
to  the  committee  of  another  county. 

How  the  Committee  Functions.— 
Each  committee  typically  meets  month- 
ly and  reviews  three  cases  during  a  2-  to 
3-hour  period.  Between  1979  and  1987 
they  reviewed  976  physicians.  In  1987,  a 
total  of  102  were  reviewed  and  sanctions 
were  imposed  on  77,  or  about  three 
fourths. 

The  claim  that  triggered  the  review  is 
presented  and  analyzed  by  a  physician 
from  the  same  discipline  as  the  physi- 
cian being  assessed.  The  committee 
then  evaluates  the  specific  case  under 
consideration  and  a  vote  is  taken  on 
whether  the  physician  performed  at  an 
acceptable  level.  To  assess  the  physi- 
cian's overall  competence,  the  commit- 
tee then  reviews  previous  claims  and 
votes  on  five  "risk  characteristics"— 
medical  judgment,  rapport  with  pa- 
tients, general  health,  general  practice 
characteristics  (practice  in  areas  be- 
yond training  or  competence),  and  over- 
all professional  conduct.  The  committee 
members  then  vote  on  whether,  from 
the  point  of  view  of  continuing  insurance 
coverage,  the  physician  poses  (1)  an  ac- 
ceptable risk,  (2)  a  questionable  risk,  or 


(3)  an  unacceptable  risk.  A  physician 
may  be  considered  an  acceptable  risk 
even  if  the  committee  found  negligence 
in  the  case  at  hand.  The  results  of  the 
committee's  votes  and  their  recommen- 
dations are  then  submitted  to  the 
underwriters. 

The  Underwriters'  Role  and  the  In- 
teraction  Detwecn  Peer-Review  Com- 
mittees and  Underwriters.— The  un- 
derwriters make  the  final  recom- 
mendation regarding  insurability  to  the 
board  of  the  company  and  take  the  re- 
sponsibility for  difficult  decisions.  Al- 
though the  underwriters  depend  heavi- 
ly on  the  views  of  the  committee,  they 
are  not  bound  by  these  views.  The  un- 
derwriters feel  that  the  committee  sys- 
tem provides  a  unique  forum  for  an 
overall  assessment  of  the  physician's 
competence,  and  their  recommendation 
to  the  board  concerning  whether  to  ter- 
minate or  continue  an  insured  physi- 
cian's coverage  usually  coincides  with 
the  committee's  recommendation.  Al- 
though the  underwriters  use  consul- 
tants from  outside  the  company  to  eval- 
uate claims,  they  have  the  concern  that 
an  individual  consultant  may  be  biased 
or  mistaken. 

Recommendations  on  surcharges  are 
made  solely  by  the  underwriters,  al- 
though the  committees'  comments  are 
an  important  factor  in  shaping  their  de- 
cisions. On  the  other  hand,  the  un- 
derwriters usually  rely  on  the  com- 
mittee's recommendations  concerning 
medical  sanctions  such  as  restrictions 
on  practice. 

Information  on  Practice  Pattern* 
and  Personal  Characteristics.— Phy- 
sician members  may  also  make  inquiries 
of  the  physician's  colleagues,  hospital 
administrators,  the  local  medical  soci- 
ety, and  specialty  societies  to  identify 
additional  issues  that  require  further 
exploration  and  possible  documenta- 
tion. For  example,  if  there  are  reports 
that  the  physician  does  not  use  consul- 
tants where  expert  advice  is  clearly  re- 
quired, his  claims  files  will  be  reviewed 
to  determine  if  the  criticism  is  valid.  If 
reports  indicate  that  the  physician  is 
carrying  an  excessive  work  load,  appro- 
priate inquiries  will  be  made.  According 
to  the  underwriters,  unconfirmed  alle- 
gations are  not  used  in  decision  making. 

Companies  II,  III,  and  IV 

Although  companies  II,  III,  and  IV 
have  many  features  in  common  with 
company  I,  the  peer-review  committees 
are  structured  differently.  The  under- 
writers of  company  II  draw  primarily  on 
the  deliberations  of  a  claims  review 
committee  whose  function  is  solely  to 
assist  in  the  defense  of  the  case  by  de- 
termining whether  the  physician  was 
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negligent.  Overall  evaluation  of  the  in- 
sured is  not  the  purpose  of  the  ginup. 
but  the  underwriters  are  present  at  the 
meeting  and  the  discussion  of  the  physi- 
cians performance  provides  them  with 
important  insights. 

Company  III  employs  two  kinds  of 
p«-er  review.  The  first  typically  involves 
detailed  review  of  a  claim  by  one  or  two 
physicians  who  are  considered  highly 
qualified  in  the  particular  specialty. 
Their  primary  res|x>nsibility  is  to  deter- 
mine whether  the  physician  met  an  ac- 
ceptable standard  of  practice,  but  they 
also  work  with  the  claims  department 
and  the  company's  lawyer  to  decide 
whether  the  case  is  legally  defensible.  A 
second  peer-review  committee,  consist- 
ing of  8  or  10  physicians,  reviews  physi- 
cians who  have  been  identified  by  a 
penalty-point  system  as  being  of  ques- 
tionable competence  (points  are  as- 
sessed against  physicians  with  claims 
against  them  on  the  basis  of  such  factors 
as  severity  of  the  injury  and  the  likeli- 
hood that  the  physician  was  negligent). 
A  physician  is  reviewed  when  he  ex- 
ceeds a  predetermined  point  threshold. 
The  committee  then  decides  whether 
the  point  score  should  be  adjusted  up- 
ward or  downward.  For  example,  if  the 
findings  suggest  that  the  case  is  one  of 
"aggravated  negligence"  (grossly  poor 
performance),  the  point  score  is  in- 
creased. On  the  other  hand,  the  score 
may  be  lowered  if  the  negligent  injury  is 
minor,  such  as  a  chipped  tooth.  If,  after 
the  review,  the  score  stil!  exceeds  a  par- 
ticular threshold,  a  surcharge  or  some 
other  sanction  is  assessed  against  the 
physician.  If  the  committee  is  particu- 
larly concerned  about  a  physician's  com- 
petence, it  assesses  the  physician's 
overall  performance  to  determine 
whether  to  recommend  that  insurance 
coverage  be  terminated. 

Companies  II  and  III  also  make  use  of 
other  strategies  described  in  connection 
with  company  I.  For  example,  a  review 
can  be  triggered  not  only  by  a  claim  but 
also  by  action  of  the  state  board  or  on  the 
basis  of  information  brought  to  the  un- 
derwriters' attention  by  other  members 
of  the  company.  These  companies  also 
may  make  inquiries  to  colleagues,  ad- 
ministrators, and  various  medical  soci- 
eties about  the  professional  competence 
and  practice  patterns  of  the  physician 
being  reviewed.  They  may  also  ask  a 
physician  of  dubious  competence  to  at- 
tend a  meeting  where  further  quality 
assessment  can  be  carried  out. 

Company  IV  uses  its  peer-review 
committees  in  an  ad  hoc  ad  . -oryrole.  A 
three-member  committee  in  each  spe- 
cialty is  available  to  the  underwriters 
for  consultation. 

Each  of  the  four  companies  has  elabo- 


rate mechanisms  for  appeai  culminating 
in  an  api>ca!  to  the  board  of  the  compa- 
ny; such  boards  are  composed  entirely 
of  physician  members. 

Summary  of  Peer-Review  Observations 

Both  the  survey  and  case  studies  indi- 
cate that  physicians  in  most  PIAA  com- 
panies play  an  active  role  in  assessing 
physician  performance  and  in  providing 
advice  on  applications,  termination  of 
insurance,  surcharges,  and  other  disci- 
plinary actions.  A  wide  range  of  strate- 
gies is  used  to  achieve  these  goals,  but 
the  most  impressive  example  is  seen  in 
the  case  of  company  I,  which  has  a  peer- 
review  committee  devoted  solely  to  as- 
sessing physician  competence.  Their  re- 
view is  typically  triggered  by  a  claim 
suggestive  of  negligent  behavior,  after 
reviewing  this  claim,  the  committee  ex- 
amines eariier  claims  to  assess  the  phy- 
sician's professional  competence.  Mem- 
bers of  the  o.'mmittee  also  assist  the 
underwriters  by  acquiring  other  infor- 
mation on  work  load,  willingness  to  seek 
consultations,  and  other  matters  that 
may  men',  further  exploration.  Other 
companies  use  a  peer-review  committee 
in  an  advisory  role  and  some  rely  on 
individual  physicians'  expert  advice. 
Such  in-depth  analysis  by  peers  allows  a 
PIAA  insurer  to  better  determine  the 
action  appropriate  for  dealing  with  each 
problematic  situation.  Finally,  the 
peer-review  process  also  allows  the 
company  to  circumvent  the  delays  and 
difficulties  inherent  in  reliance  on  actu- 
anal  claims  experience  to  detect  that  a 
physician  is  negligence  prone.  Typical- 
ly, 5  or  more  years  may  be  required 
before  actuarial  data  on  claims  frequen- 
cy and  payments  allow  a  company  to 
determine  whether  a  physician  poses  an 
unduly  high  nsk.  Moreover,  such  as- 
sessments are  almost  certainly  less  ac- 
curate than  those  made  on  the  basis  of  a 
review  of  competence. 

SANCTIONS  AGAINST 
NEGLIGENCE-PRONE  PHYSICIANS 

Data  from  the  survey  of  PIAA  com- 
panies have  indicated  that  in  1985,  a 
total  of  0  66%  of  physicians  had  their  in- 
surance terminated  or  were  forced  to 
give  up  their  coverage  because  of  neg- 
ligence -pmne  behavior  (0.49%  and 
0.17%.  respectively)  (Table  2).  An  addi- 
tional 1  G%  of  physicians  were  sub- 
jected to  *urrharges  and  0.9%  to  other 
sanctions,  financial  or  medical  (Table  3). 

Alerted  In  the  fact  that  their  in- 
surance may  be  terminated,  physicians 
often  prefer  to  resign  so  that  they  can 
seek  oth*-r  insurance  without  the  stigma 
of  cancellation  The  company  also  pre- 
fers resiicRatHii:  over  termination  be- 
cause the  ;.is.«ibility  of  suit  or  inter- 
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to  42%  over  tne  3  years. 


vention  by  the  state  insurance  com- 
missioner is  reduced:  if  insurance  is  for- 
mally terminated,  the  physician  is  more 
likely  to  accuse  the  company  of  acting  in 
bad  faith,  collusion,  or  failure  to  follow 
due  process. 

Fiscal  Sanctions 

The  survey  data  indicate  that  90%  of 
the  companies  used  surcharges  as  a  fis- 
cal penalty  and  13%  used  deductibles: 
only  one  company  used  coinsurance  (Ta- 
ble 3).  Surcharges  are  popular  because 
they  are  easy  to  impose  and  because 
payments  can  be  assessed  as  part  of  the 
premium.  The  four  case  studies  reveal 
that  the  types  of  surcharges  and  the 
mechanisms  that  activate  them  can 
vary  widely.  Company  I  surcharges  a 
physician  10%  of  the  premium  if  a  claim 
is  adjudged  to  be  the  result  of  negli- 
gence: if  a  second  such  claim  occurs,  the 
surcharge  is  raised  to  20%.  Company  IV 
uses  surcharges  of  50%  to  100%  depend- 
ing on  the  perceived  extra  risk  posed  by 
the  physician;  company  II  uses  sur- 
charges of  50%  to  200%.  Company  III 
usually  imposes  surcharges  ranging 
from  $3000  to  $5000  per  year.  Sur- 
charges are  typically  in  effect  for  a  peri- 
od ranging  from  1  to  3  years. 

According  to  underwriters,  deduct- 
ibles are  rarely  used  because  they  give 
the  physician  an  incentive  not  to  report 
an  incident  promptly.  The  physician's 
hope  is  that  a  claim  will  not  be  filed  and 
that  he  can  thus  avoid  paying  the  ex- 
penses involved  when  the  company 
opens  a  file  and  investigates  a  report. 
But  if  the  physician  fails  to  file  a  report  it 
may  lead  to  serious  problems  for  the 
insurer;  if  an  action  against  the  physi- 
cian is  ultimately  filed,  the  delay  adds  to 
the  difficulty  of  investigating  and  de- 
fending the  case.  Physicians  facing  a 
deductible  also  tend  to  create  problems 
for  the  company  by  interfering  in  the 
way  that  the  case  is  handled  by  the 
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Table  3  -Number  c'  Disciplinary  Actions  Among  Policyholders  in  1985* 
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f  One  company  user  coinsurance,  but  did  not  specify  how  many  physicians  were  affected. 


claims  staff.  Ar.y  expenditure  by  the 
insurer  that  falls  within  the  limits  of  the 
deductible  often  leads  to  a  complaint 
from  the  physician  that  the  company  is 
spending  too  much  of  "his  money."  Com- 
panies also  ob;ect  to  deductibles  be- 
cause they  often  have  difficulty  in  col- 
lecting the  funds  due  them. 

Coinsurance  provisions  are  used  in- 
frequently because  they  create  difficul- 
ties between  the  insurer  and  the  physi- 
cian on  both  the  question  of  settlement 
and  of  going  to  trial. 

Medical  Sanctions 

If  a  physiciar.s  perfoiTnance  is  unsat- 
isfactory but  not  so  bad  as  to  warrant 
termination  of  coverage,  medical  sanc- 
tions such  as  restrictions  on  practice  are 
sometimes  imposed.  The  survey  shows 
that  nearly  ail  companies  make  use  of 
some  type  of  sanction:  a  total  of  about 
0.7%  of  the  ir^ured  were  subject  to 
medical  sanctions  as  of  1985  (Table  3). 
The  great  majority  of  such  actions  con- 
sisted of  restrictions  on  practice.  Ac- 
cording to  underwriters,  this  is  because 
such  restrictions  are  relatively  easy  to 
enforce.  Supervision  of  certain  of  the 
physician's  activities  by  a  consultant  is 
not  often  used  because  it  is  time  con- 
suming and  difficult  to  employ.  In  some 
instances,  the  physician  is  required  to 
take  a  period  o:  further  training;  howev- 
er, this  requirement  is  uncommonly  im- 
posed because  of  the  hardship  that  it 
exacts  on  the  physician— typically 
many  months  away  from  practice  and 
often  away  frors  home. 

Possible  Effects  of  Sanctions 
on  Physician  Behavior 

Medical  and  Fiscal  Sanctions.— In 

the  absence  of  data,  it  is  difficult  to  be 
certain  of  the  effect  that  sanctions  have 
on  quality  of  care;  it  seems  likely,  how- 
ever, that  each  would  have  a  beneficial 
effect.  If  a  physician  is  barred  from  car- 
rying out  a  pr.-eedure  he  is  not  compe- 
tent to  perforrr,  or  if  he  is  required  to 


operate  under  the  guidance  of  a  more 
skillful  physician,  the  frequency  of  neg- 
ligent behavior  should  be  reduced.  Fur- 
ther formal  training  designed  to  im- 
prove skills  should  also  enhance  per- 
formance, as  should  supervision  by  a 
competent  colleague. 

It  is  not  clear  whether  surcharges  of 
the  size  employed  by  the  PIAA  compa- 
nies have  an  appreciable  influence  on 
behavior.  Many  underwriters  do  not  be- 
lieve that  a  surcharge  of  several  thou- 
sand dollars  (or  even  $5000  or  $10  000) 
has  a  notable  deterrent  effect.  Instead, 
they  impose  such  penalties  simply  to 
warn  the  physician  that  more  severe 
sanctions  are  likely  if  performance  does 
not  improve.  Surcharges  amounting  to 
50%  or  100%  of  the  premium  presum- 
ably give  the  physician  a  far  more  pow- 
erful incentive  to  improve,  but  studies 
on  the  effectiveness  of  such  penalties 
have  not  been  done. 

Termination  of  Coverage.  —The 
PIAA  companies  are  able  to  identify 
and  expel  individuals  who  presumably 
pose  the  most  severe  risks  to  quality  of 
care:  such  actions  themselves  do  not  en- 
sure quality  of  care,  but  the  threat  of 
termination  of  insurance  almost  certain- 
ly acts  as  a  significant  deterrent  to  sub- 
standard performance. 

Physicians  who  lose  standard-lines 
coverage  have  many  options,  however. 
They  can  continue  in  practice  without 
penalty  by  obtaining  coverage  from  a 
joint  underwriting  association,  entering 
a  military  service,  or  joining  the  staff  of 
a  Veterans  Administration  or  a  state  or 
municipal  hospital.  In  many  states  they 
can  obtain  insurance  through  a  surplus- 
lines  company  that  accepts  virtually  any 
physician,  albeit  at  a  penalty  consisting 
of  a  premium  several  times  higher  than 
normal,  a  substantial  deductible,  and 
often  restrictions  on  the  characteristics 
of  their  practice.1  Physicians  who  lose 
their  insurance  can  also,  at  some  per- 
sonal risk,  decide  to  practice  without 
insurance. 


PIAA  COMPANIES  COMPARED  WITH 
STATE  BOARDS 

State  boards  in  1985  revoked  or  sus- 
pended the  licenses  of  0.16%  of  the 
390000  estimated  insured  physicians  in 
patient  care  and  took  less  severe  actions 
such  as  reprimands,  admonishments, 
limitations  on  narcotics  permits,  and 
restrictions  on  practice  in  another 
0.3«%':  According  to  the  Office  of  the 
Inspector  General,  about  half  of  the  ac- 
tions by  the  board  were  based  on  inap- 
propriate writing  of  prescriptions  and 
another  quarter  on  self-abuse  of  drugs 
or  alcohol.  Among  the  remaining  cases, 
the  most  common  causes  were  convic- 
tions for  felony  or  fraud.  Strikingly  few 
actions  were  imposed  on  the  basis  of 
medical  incompetence  or  malpractice.* 

Even  if  some  substantial  fraction  of 
the  instances  of  substance  abuse  in- 
volved some  element  of  negligent  per- 
formance, it  is  highly  unlikely  that  more 
than  half  of  the  board's  actions  were 
related  to  incompetence.  Taking  this 
value  as  an  extreme  upper  bound,  it 
appears  that  no  more  than  0.08%  of  US 
physicians  lost  their  right  to  practice 
(license  suspension  or  revocation)  be- 
cause of  negligent  behavior.  By  con- 
trast, nearly  0.66%  of  PIAA  physicians 
were  viewed  as  sufficiently  negligence 
prone  to  warrant  termination  of  their 
insurance  coverage. 

If  half  of  the  lesser  penalties  imposed 
by  the  boards  were  related  to  negli- 
gence, it  would  follow  that  no  more  than 
about  0. 19%  of  US  physicians  were  sub- 
jected to  such  minor  sanctions.  In  1985, 
PIAA  companies  had  minor  disciplinary 
actions  (restrictions  on  practice  and  sur- 
charges) in  place  against  2.5%  of  their 
members. 

Any  comparison  of  state  boards  with 
PIAA  companies  must  take  into  account 
that  license  suspension  or  revocation  is 
a  far  more  serious  action  than  any  that 
an  insurer  can  take.  Thus,  one  might 
expect  such  serious  board  sanctions  to 
be  fewer  in  number  than  termination  of 
coverage,  the  most  draconian  penalty 
that  can  be  imposed  by  a  PIAA  compa- 
ny. But  the  overall  rates  at  which  PIAA 
companies  discipline  physicians  for  sub- 
standard performance  is  many  times 
higher  than  that  of  state  boards,  so  it 
appears  that  the  boards  still  have  much 
to  accomplish. 

That  the  boards  have  difficulties  in 
identifying  and  dealing  with  substan- 
dard physicians  is  hardly  surprising  giv- 
en the  various  impediments  that  they 
face.  One  important  element  is  the  re- 
quirement that  there  be  "clear  and  con- 
vincing evidence"  of  negligence  rather 
than  simply  a  "preponderance  of  evi- 
dence." A  second  problem  is  that  the 
boards  lack  the  peer-review  capabilities 
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available  to  the  PIAA  insurers:  this 
shortcoming  makes  it  far  more  difficult 
to  adequately  evaluate  overall  physi- 
cian competence.  Finally,  the  effec- 
tiveness of  the  boards  is  constrained  by 
a  lack  of  resources  and  a  rapidly  ex- 
panding work  load."  Large  backlogs, 
amounting  to  hundreds  of  cases,  are  not 
uncommon:  individual  investigators  are 
often  burdened  with  "0  or  more  cases. 
This  difficult  situation  is  being  com- 
pounded by  an  increase  in  mandated  re- 
porting; recent  federal  legislation  has 
established  a  national  center  to  which  all 
malpractice  payments  and  disciplinary 
actions  by  hospitals  and  state  boards 
must  be  reported. :1 

It  is  possible  that  sufficient  additional 
resources  will  be  funneled  into  the  state 
boards"  activities  to  improve  the  situa- 
tion, but  even  with  adequate  resources 
there  are  significant  impediments  to  ef- 
fectively resolving  cases  that  involve 
negligence.  The  complexity  of  internal 
review  and  time-consuming  administra- 
tive procedures  are  obstacles  to  be  over- 
come if  the  boards  are  to  function  more 
effectively.' 

THE  HOSPITAL  PEER-REVIEW 
COMMITTEE 

The  hospital  peer-review  committee 
should  have  a  considerable  advantage 
over  a  PIAA  company  in  evaluating 
physician  competence  and  imposing  ap- 
propriate sanctions  because  the  physi- 
cian being  evaluated  is  typically  well 
known  to  the  members  of  the  group.  But 
the  problem  of  obtaining  an  objective 
appraisal  and  taking  appropriate  ac- 
tions is  far  more  difficult  in  hospitals 


than  in  a  physician-owned  insurance 
company.  Hospital  committee  members 
are  likely  to  be  reluctant  to  move 
against  a  colleague  with  whom  they 
work  regularly  and  whom  they  see  so- 
cially. The  committees  of  PIAA  compa- 
nies face  few  problems  in  this  regard 
because  they  are  usually  composed  of 
physicians  from  many  hospitals. 

Peer-review  committees  are  now  con- 
fronted with  the  new  problem  posed  by 
the  recent  Supreme  Court  decision  in 
Fhtrick  v  Burget  [Xetc  York  Times. 
May  17,  1988:A1).'*  In  this  case,  the 
court  ruled  that  physician  members  of  a 
peer-review  committee  can  be  sued  un- 
der federal  antitrust  law.  The  Supreme 
Court  stated  that  "to  the  extent  that 
Congress  has  declined  to  exempt  peer 
review  from  the  reach  of  antitrust  laws 
[under  the  Health  Care  Quality  Im- 
provement Act  of  198C],  peer  review  is 
immune  from  antitrust  scrutiny  only  if 
the  state  has  made  this  conduct  its 
own."  According  to  the  American  Medi- 
cal Association,  a  committee  can  be  pro- 
tected from  such  actions  if  state  laws  are 
amended  to  ensure  sufficient  formal  re- 
view within  the  state  system  LVeit'  York 
Times.  May  IT,  1988:A1).  But  concern 
over  this  new  development  can  only  fur- 
ther discourage  effective  hospital  peer 
review,  at  least  in  the  short  run. 

Whether  antitrust  concerns  will  ap- 
preciably affect  peer-review  commit- 
tees in  PIAA  insurance  companies  is 
uncertain.  Because  these  committees 
typically  are  made  up  of  representa- 
tives from  a  large  number  of  hospitals, 
there  seems  to  be  less  likelihood  of 
charges  alleging  anticompetitive  action. 


To  summarize,  the  data  suggest  that 
the  PIAA  companies  are  effective 
agents  in  detecting  negligence-prone 
behavior  and  also  play  an  important  role 
in  deterring  substandard  behavior.  Sur- 
charges and  restrictions  on  practice  put 
physicians  on  notice  that  the  company  is 
dissatisfied  with  their  performance. 
Most  important,  the  threat  of  termina- 
tion of  coverage  and  the  problems  that 
will  then  ensue  are  likely  to  provide  a 
powerful  stimulus  to  improved 
performance. 
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The  Robert  Wood  Johnson  Foundation.  Princeton. 
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Mr.  Rangel.  Thank  you. 
Mr.  McGrath. 

Mr.  McGrath.  Thank  you,  sir. 

Mr.  Doherty,  HMO's  have  historically  been  criticized  because  it 
seems  that  they  restrict  choice  inappropriately.  Could  you  respond 
to  that? 

Mr.  Doherty.  No,  I  have  not  heard  that  criticism.  Of  course,  if 
you  are  talking  about  choice  of  providers,  this  is  true. 
Mr.  McGrath.  Well,  that  is  exactly  

Mr.  Doherty.  That  there  is  a  give  and  a  get  when  an  enrollee 
comes  into  an  HMO.  And  part  of  the  basic  structure  of  the  HMO, 
from  an  economic  standpoint  as  well  as  quality,  is  that  you  have  to 
use  the  HMO's  providers,  the  providers  they  have  under  contract 
of  that  they  employ. 

So  to  that  extent,  we  plead  guilty.  Yes,  we  do  restrict  choice. 

Mr.  McGrath.  In  the  President's  plan,  one  of  the  aims  is  to  in- 
crease utilization  of  managed  care  HMO's  by  the  elderly,  and  you 
pointed  out  that  getting  the  elderly  to  sign  up  is  a  big  problem. 

I  am  wondering  why  you  believe  that  this  problem  exists,  and  if 
you  could  identify  any  changes  in  the  law  that  might  be  helpful, 
please  do. 

Mr.  Doherty.  Well,  the  evidence,  as  we  see  it,  is  that  it  is  diffi- 
cult to  get  them  to  sign  up,  but  once  they  are  in,  all  of  our  surveys 
indicate  satisfaction  rates  that  exceed  90  percent  in  most  cases. 

So  the  difficulty  is  getting  them  in,  not  keeping  them  in.  So  the 
things  that  we  have  suggested  are  things  which  go  back  to  the  days 
of  Secretary  Richardson,  which  is  some  kind  of  an  incentive  to  get 
the  elderly  to  initially  enroll  in  the  HMO. 

The  TEFRA  risk  contract  does  require  that  we  use  any  profits,  in 
quotes,  to  provide  additional  benefits  for  the  elderly.  But  we  think 
the  notions  that  the  administration  is  proposing,  such  as  they  are 
giving  you  a  choice  of  either  reimbursing  the  HMO  at  100  percent 
of  the  AAPCC,  so  that  benefits  can  be  broadened,  or  perhaps  a 
waiver  of  the  part  B  premium,  all  or  part  of  the  part  B  premium, 
as  a  way  of  getting  these  people  in. 

Mr.  McGrath.  Senator  Hollinger,  I  am  represented  by  Senator 
Greene  in  Maryland,  and  as  you  understand,  while  we  are  debating 
this  issue,  and  we  have  and  we  will  be  perhaps  for  an  interminable 
length  of  time,  I  know  that  States  around  the  Nation  are  forging 
ahead  with  their  own  plans. 

I  am  wondering  whether  you  could  identify  some  of  the  States 
and  how  differently  they  are  approaching  this  problem? 

Ms.  Hollinger.  Well,  aside  from  the  issues  that  have  come  up 
before  NCSL — and  we  have  not  come  out  with  backing  one  particu- 
lar pay-or-play  or  single-payer  or  consumer-choice  kind  of  propos- 
al— but  there  is  also  another  group  of  State  legislators  called  the 
States  Alliance  for  Universal  Health,  and  all  of  the  members  of 
that  group  are  interested  health  legislators,  not  necessarily  health 
professionals  like  myself,  from  other  States,  and  all  of  them  are — 
people  from  Hawaii  are  on  this  committee,  Kitz  Baber  from 
Oregon,  Wisconsin — there  are  people  who  have  put  in  pay-or-play 
proposals,  people  that  have  put  in  single-payer  proposals.  Different 
States  are  looking  at  different  options. 
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Maryland  right  now  has  four  proposals  before  the  legislature, 
and  we  are  probably  going  to  wind  up  putting  them  all  into  one  big  I 
study  group  and  maybe  coming  up  with  our  own  animal. 

Mr.  McGrath.  Well,  since  a  lot  of  the  States  are  going  in  their 
own  direction,  the  question  of  whether  or  not  becomes,  do  we  get  , 
out  of  their  way  or  impose  our  own  directives  here,  and  how  would 
you  come  down  on  that  kind  of  a  question? 

Ms.  Hollinger.  Well,  I  think  if  you  look  at  Maryland  and  many 
other  States  that  are  going  through  the  dramatic  deficits  in  Medic- 
aid that  we  are  going  through  right  now,  a  lot  of  us  feel  we  would 
like  to  get  rid  of  some  of  those  kinds  of  mandates,  so  that  our 
system  could  better  be  designed  for  the  States  that  we  come  from.  I 
think  that  NCSL  has  very  strong  feelings  about  the  mandate  issue. 

I  think  because  of  the  experience  that  we  are  having,  that  there 
is  very  strong  feeling  throughout  the  States  and  talking  with  other 
legislators  from  other  States,  that  let  us  design  our  own  pilots. 
Give  us  a  chance. 

Some  of  us,  certainly  from  Maryland  where  we  consider  our- 
selves America  in  miniature  and  States  like  New  York  where  you 
have  so  many  different  kinds  of  components  of  rural  areas  and 
urban  areas,  that  we  need  the  opportunity  to  develop  a  program 
that  will  work  as  far  as  creating  access,  quality,  and  cost 
containment. 

Personally,  cost  containment  is  very  important  in  order  to  create 
the  access  and  deliver  the  quality,  but  I  do  not  think  I  would  make 
that  number  one,  I  think  in  most  of  the  discussions  that  the  pro- 
grams that  are  being  looked  at — and  I  think  the  ones  that  Congress 
is  looking  at,  as  well  as  the  States,  that  there  is  still  room  for  more 
creativity,  and  a  lot  of  the  proposals  seem  to  increase  administra- 
tive costs  which,  to  me,  do  not — will  not  increase  the  access. 

As  long  as  those  costs  keep  building  up,  we  are  going  to  be  shut- 
ting somebody  out  of  access  and  out  of  services. 

I  think  that  if  Congress  were  to  give  the  States  an  opportunity  to 
develop  some  of  these  pilots,  that  it  would  be  a  good  training 
ground  for  you  to  see  what  is  really  going  to  work  out  there  before 
something  major  and  systemic  passes  that  will  not  work. 

Mr.  McGrath.  We  have  had  a  lot  of  testimony  over  the  last 
number  of  not  only  days,  but  months  ago,  regarding  this  issue,  and 
it  really  comes  down  to  access,  cost  control,  and  quality.  And  every- 
body puts  their  own  emphasis  on  

Ms.  Hollinger.  Right. 

Mr.  McGrath  [continuing].  Different  objectives.  Mine,  I  guess, 
would  be  to  maintain  the  quality  first,  and  cost  control  and  access 
come  in  a  close  second. 

But  how  do  you  feel  about  that? 

Ms.  Hollinger.  Well,  I  think  that  philosophically  in  NCSL  we 
have  developed  a  premise  that  everyone  should  have  access  to 
health  care.  And  I  think  for  that  reason  the  access  issue  has  to 
come  first. 

If  the  quality  of  care  is  very  high,  but  only  a  few  selected  individ- 
uals have  the  ability  to  access  that  care,  then  no  matter  how  high 
the  quality  is,  we  have  left  a  lot  of  people  out  there  suffering. 

So  from  my  standpoint,  and  I  think  from  the  standpoint  of  the 
group  that  I  am  representing,  that  access  is  a  major  issue,  and 
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quality  has  to  go  along  with  the  access  issue.  We  cannot  just  open 
up  the  doors  and  say,  we  will  give  you  a  little  bit  of  this  and  a  little 
bit  of  that.  But,  you  know,  it  might  be  at  the  third  layer  or  the 
third  tier  of  health  care. 

Mr.  McGrath.  Yes.  I  do  not  think  that  anybody  would  want  to 
see  a  system  evolve  that  has  the  lowest  quality  of  care. 

Ms.  Hollinger.  Right. 

Mr.  McGrath.  That  everybody  would  be  able  to  get.  Hopefully 
we  can  walk  lock-step  together  and  preserve  in  whatever  system 
that  we  design,  preserve  the  quality  of  care  that  we  have  today.  I 
thank  you. 

Mr.  Fager,  just  one  question.  Gail  Wilensky  was  not  able  to  put  a 
figure  on  the  cost  of  defensive  medicine. 

I  am  wondering  whether  or  not  you  have  a  better  number? 

Mr.  Fager.  I  do  not  have  a  number,  Mr.  McGrath.  I  know  the 
AM  A  has  made  some  estimates  of  $15  billion  and  so  forth — and  I 
do  not  know  if  the  AMA  still  considers  those  estimates  valid. 

Mr.  McGrath.  Seemingly  everybody  understands  that  this  is 
costing  us  money  in  terms  of — but  all  of  the  evidence  is  anecdotal. 
I  would  hope  that  somewhere  along  the  line  we  could  get  a  defini- 
tive number  that  we  could  plug  into  some  sort  of  a  revenue. 

Mr.  Fager.  I  appreciate  that,  sir.  I  think  it  is  extremely  difficult 
to  do  so,  because  it  is  hard  to  define  and  delineate  where  defensive 
medicine  as  such  starts  and  where  quality  of  care  leaves  off. 

Mr.  McGrath.  Thank  you,  Mr.  Chairman. 

Mr.  Rangel.  Senator,  does  the  Conference  lean  toward  the  States 
assuming  more  responsibility  for  ratesetting  and  cost  containment 
within  their  jurisdiction,  or  do  they  believe  there  is  a  need  for  a 
national  level  and  standard  to  be  set? 

Ms.  Hollinger.  Well,  I  think  

Mr.  Rangel.  Maryland  has  been  very  progressive  in  setting  its 
own  standards.  I  mean,  you  may  be  the  chairperson,  but  your  expe- 
rience has  been  with  Maryland,  as  mine  with  New  York,  but  is  it  a 
general  feeling  among  your  colleagues  in  the  Conference  that  all  of 
the  States  could  reach  the  same  standard  in  terms  of  cost  contain- 
ment? 

Ms.  Hollinger.  Well,  I  think  the  general  feeling  at  NCSL  is  that 
the  States  need  to  have  the  ability  to  make  those  steps.  I  think 
most  of  us  at  NCSL  that  serve  on  the  Health  Committee  feel  that 
the  system  has  major  systemic  problems  with  it,  and  we  see  it,  per- 
haps, differently  from  the  areas  in  the  States  that  we  represent. 

I  think  that  we  certainly  do  not  want  to  be  preempted  anymore 
by  Congress,  whether  it  is  on  insurance  issues,  such  as  telling  us 
that  some  of  the  mandates  that  we  have  in  our  State  that  should 
be  part  of  any  package — well-child  care  and  obstetrics  and  things 
like  that — not  some  of  the  other  issues  that  were  brought  up  here 
earlier  by  Ms.  Wilensky — that  these  are  issues  that  should  be  able 
to  stay  on  the  table,  and  I  do  not  think  we  want  to  be  preempted 
by  Congress  telling  us  that  we  cannot  maintain  some  of  those  man- 
dates. 

I  think  as  far  as  ratesetting,  Maryland  is  a  model,  and  a  lot  of 
people  from  other  States  want  to  know  how  this  all-payer  system 
works,  and  Carl  Schramm  was  here  earlier,  originally  from  our 
Health  Services  Cost  Review  Commission,  which  is  a  model  for 
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keeping  costs  down  and  maintaining  access  and  quality  in  the 
State  of  Maryland. 

We  do  not  dump  patients  out  of  hospitals.  And  when  we  talk  to 
people  from  other  States,  we  feel  very  fortunate  that  we  have  the 
Medicare  waiver  that  allows  us  to  at  least  deliver  in-patient  acute 
hospital  care  in  a  humane  manner  to  everybody. 

So  I  think  it  is  real  important  at  this  time  to  give  the  States  the 
ability  to  try  and  get  our  own  acts  in  order,  so  that  we  can  deal 
with  bringing  everyone  under  the  umbrella  in  the  States,  so  that 
everybody  has  access  to  health  care. 

Mr.  Rangel.  Has  the  Conference  evaluated  the  proposals  of  na- 
tional comprehensive  coverage  and  lean  toward  any  or  recommend- 
ed any  or  

Ms.  Hollinger.  We  have  not  recommended  at  this  point.  We 
have  recommended  what  we  think  should  be  in  a  national  propos- 
al, the  elements  of  it. 

But  I  think  that  you  will  find,  certainly  with  all  of  the  members 
of  the  Health  Committee  and  the  NCSL  in  general,  that  many  of 
our  States  are  trying  different  approaches,  and  we  all  have  a  lot  of 
respect  for  the  State  legislators  out  there  who  are  trying  to  move 
forward  in  their  own  states,  because  when  you  are  making  system- 
ic changes,  I  mean  we  all  think  we  are  doing  the  right  thing.  We 
have  a  lot  of  pressures  coming  from  all  ends,  the  people  out  there 
that  have  no  insurance,  the  small  business  community,  the  politi- 
cal interests  that  impact  us  all  the  time,  that  we  are  trying  to  de- 
velop a  new  system,  and  none  of  us  can  look  far  enough  in  the 
future  to  know  exactly  which  one  of  those  systems  are  going  to 
work. 

So  I  think  the  more  flexibility  that  the  States  have  in  developing 
these  pilots  and  in  acting  as  the  testing  grounds  for  what  should 
well,  at  some  point,  become  a  totally  nationalized  system — you 
know,  a  policy  of  something  that  works — I  think  that  you  will  be 
doing  yourselves  a  favor  and  certainly  the  States  a  favor  as  well. 

Mr.  Rangel.  Are  the  State  legislators  that  have  developed  an  ex- 
pertise in  this  satisfied  that  there  is  a  way  for  them  to  communi- 
cate these  concerns  to  the  Congress? 

Ms.  Hollinger.  We  are  trying  so  hard.  That  is  why  we  are  here 
today. 

Mr.  Rangel.  Is  there  a  vehicle  other  than  these  hearings  that 
you  have  tried  to  establish?  Are  you  having  any  difficulty  in  get- 
ting through  and  we  can  be  of  any  assistance  to  you? 

Ms.  Hollinger.  Well,  I  think  that  most  of  the  legislators  are 
going  back  to  their  States  and  trying  to  meet  with  their  congres- 
sional delegations,  and  certainly  we  get  alerts  out  when  things 
come  up  here  to  make  sure  that  we  talk  to  our  own  Senators  and 
Representatives  in  Washington  to  let  them  know  what  the  real 
impact  is,  particularly  in  the  area  of  Medicaid.  We  are  having  so 
much  of  an  increase  in  population  and  so  many  mandates  that  are 
becoming  harder  to  meet  with  the  difficult  economy. 

So  we  really  cannot  tell  you  strongly  enough  how  important  it  is 
for  the  States  to  have  more  flexibility  now  and  to  let  us  get  care  to 
the  people  that  need  it. 

Mr.  Rangel.  Well,  I  hope  you  feel  comfortable  that  you  can  com- 
municate not  only  with  Ben  Cardin  and  Mr.  Stark  
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Ms.  Hollinger.  Right. 

Mr.  Rangel  [continuing].  But  with  this  committee  in  sharing 
your  views,  and  if  you  have  any  difficulty  with  the  Energy  and 
Commerce  Committee  as  it  relates  to  Medicaid,  then  let  us  know, 
because  it  is  very  important  that  we  not  reinvent  the  wheel,  when 
on  the  firing  line  are  our  State  legislators,  and  Mr.  McGrath  and  I 
both  have  been  there,  and  you  are  certainly  closer  to  the  problem 
than  we  are. 

Thank  you. 

Ms.  Hollinger.  Thank  you. 

Mr.  Rangel.  Mr.  Doherty,  you  had  mentioned  the  cost  of  the 
HMO's.  Recently  there  was  some  kind  of  a  study,  the  Peat,  Mar- 
wick  study.  Are  you  familiar  with  it? 

Mr.  Doherty.  What  study,  sir? 

Mr.  Rangel.  The  Peat,  Marwick  study.  It  showed  that  the  premi- 
ums from  HMO's  were  almost  the  same  as  the  other  types  of  plans. 
I  wonder  whether  that — do  you  believe  that  the  deductibles  and 
the  coverage  are  involved  in  those  studies? 

Mr.  Doherty.  No,  sir,  I  do  not,  and  this  has  always  been  a  com- 
plaint that  I  have  had  and  my  association  has  had. 

Definitive  review  of  this  stuff  is  done  by  a  tabloid  known  as  Busi- 
ness Insurance,  and  periodically  what  they  do  is  review  rate  in- 
creases at  the  State  legislatures,  and  then  they  publish  those.  And 
we  had  always  complained  about  just  looking  at  it  from  a  rate 
standpoint,  and  we  were  quite  pleased  that  in  their  September 
issue,  when  they  were  comparing  our  rate  increases,  which  were 
somewhat  less  than  the  indemnity  increases,  they  noted  that  the 
indemnity  increases  were  masked  a  bit  by  the  fact  that  cafeteria 
plan,  increases  in  copayment  and  deductibles,  were  not  shown  in 
those  rates  at  the  State  level.  And  that  has  become  the  real  serious 
problem. 

Mr.  Rangel.  Well,  you  may  want  to  get  that  information  out. 
Mr.  Doherty.  Sure. 

Mr.  Rangel.  Because  the  HMO  was  the  darling  of  the  industry, 
and  we  all  felt  the  need  to  give  it  preferential  treatment.  If  there 
are  figures  coming  out  that  are  distorting  the  savings,  you  should 
be  the  first  to  get  out  front. 

Mr.  Doherty.  I  assure  you  now  that  we  are  receiving  all  of  this 
attention,  that  we  are  concentrating  in  that  area. 

Mr.  Rangel.  Now,  Counselor  

Mr.  Fager.  Yes,  sir. 

Mr.  Rangel.  When  I  was  going  to  law  school,  they  used  to  show 
us  different  documentaries.  It  seems  as  though  lawyers  have  a  pro- 
pensity to  try  to  get  incompetents  out  of  the  profession  and  turn 
them  over  to  the  bar  association  and  advise  their  clients,  if  they 
know  of  any  other  incompetent  lawyers  they  had  before  they  came 
to  their  attention,  let  them  know,  and  they  rout  them  out  of  the 
profession. 

There  is  a  similar  feeling  that  doctors  go  out  of  their  way  to  pro- 
tect their  incompetents,  and  that  there  is  some  kind  of  a  code  of 
silence  as  relates  to  alcoholics  and  drug  addicts  that  are  actually 
practicing. 
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I  just  wondered,  since  you,  more  than  me,  have  had  experience 
with  lawyers  and  doctors,  do  you  see  any  difference  in  how  this  is 
being  treated? 

Mr.  Fager.  I  really  do  not,  sir.  I  think  that  the  doctors  are  doing 
a  very  good  job  today,  and  I  direct  your  attention  particularly  to 
our  companies,  which  insure  a  great  many  doctors  across  the  coun- 
try. 

We  have  been  determined  to  make  sure  that  doctors  are  practic- 
ing acceptable  medicine,  and  

Mr.  Rangel.  How  do  you  do  that? 

Mr.  Fager.  Well,  what  we  do  is,  we  monitor  very  carefully  their 
claim  experience,  for  one  thing,  and  when  doctors  have  a  claim  ex- 
perience that  exceeds  what  we  consider  the  norm  for  the  doctors  in 
their  specialty  and  locality  of  practice  

Mr.  Rangel.  OK.  Put  a  pin  in  that.  What  other  things  do  you 
do? 

Mr.  Fager.  That  is  the  main  thing,  is  to  

Mr.  Rangel.  Let  me  share  with  you — and  I  am  certainly  glad 
that  you  are  here,  because  I  have  been  unable  to  get  the  law  en- 
forcement from  the  local,  State — well,  local  I  have,  but  certainly 
not  Federal — we  have  a  group  of  doctors  in  a  variety  of  cities  that 
have  come  into  these  communities  and  opened  up  storefronts,  and 
they  normally  have  friends  and  relatives  who  are  pharmacists  that 
come  in  right  with  them. 

And  they  give  initial  examinations,  and  then  they  go  to  that 
Medicaid  prescription  pad,  and  they  are  just  prescriptions  that  are 
prepared  in  advance.  Everything  is  prepackaged.  The  addict  just 
goes  in  and  gets  what  he  wants,  sells  what  he  wants,  what  he  or 
she  wants,  and  we  close  them  up.  They  come  back. 

It  is  just  unbelievable,  and  it  is  increasing  in  number.  I  have 
written  to  the  American  Pharmaceutical  Association.  I  have  writ- 
ten to  the  American  Medical  Association  and  Secretary  Sullivan, 
and  if  they  are  using  claims,  you  know — the  addict  is  not,  you 
know,  putting  in  claims. 

Are  you  familiar  with  the  group,  because  they  are  very  orga- 
nized? 

Mr.  Fager.  I  am  aware.  I  think  the  problem,  sir,  is  that  orga- 
nized medicine  and  probably  our  companies  do  not  even  see  these 
doctors,  because  they  tend  not  to  be  members  of  the  medical  socie- 
ty. They  tend,  for  the  most  part,  not  to  have  hospital  affiliations. 

Mr.  Rangel.  Well,  I  think  incompetent  lawyers  do  not  really  join 
the  bar  association  either. 

Mr.  Fager.  So  I  think  it  is  very  hard  for  organized  medicine  to 
deal  with. 

Mr.  Rangel.  You  do  not  feel  any  particular  obligation  

Mr.  Fager.  Oh,  I  do.  I  think  it  is  a  tragedy. 

Mr.  Rangel.  But  you  do  not  know  of  anything  that  we  could  do 
really  to  get  at  them,  unless  they  join  your  association,  and  then 
we  cannot  monitor  it,  right? 

Mr.  Fager.  I  would  like  to  say,  I  think  most  of  them  do  not  come 
to  us  for  insurance. 

Mr.  Rangel.  Well,  I  was  not  talking  about  insurance. 

Mr.  Fager.  I  understand.  But  that  is  a  way  to  reach  them.  But  I 
would  
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Mr.  Rangel.  You  talk  with  these  doctors,  and  they  share  your 
opinion  that  unless  they  join  your  association,  then  there  is  noth- 
ing we  can  do  about  it,  right? 

Mr.  Fager.  Mr.  Rangel,  I  am  very  closely  working  with  the  State 
medical  societies,  and  I  would  be  happy  to  discuss  this  with  them 
and  make  any  recommendations  

Mr.  Rangel.  As  a  lawyer,  you  know  what  I  am  talking  about. 

Mr.  Fager.  I  do  indeed.  I  think  it  is  terrifying. 

Mr.  Rangel.  I  really  expected  more  from  you  than  the  fact  that 
it  is  terrifying.  I  just  kind  of  thought  that  doctors  took  some  oath 
that  was  far  above  what  we  take  as  lawyers,  and  they  are  your  cli- 
ents, and  I  can  talk  to  you  as  one  lawyer  to  another. 

Mr.  Fager.  Sure. 

Mr.  Rangel.  I  think  that  they  have  so  violated  that  oath  by  not 
coming  forward  and  identifying  these  people  who  really  rape  socie- 
ty at  the  expense  of  the  least  powerful,  and  I  hope  that  you  would 
make  a  very,  very  special  effort — and  I  certainly  will  send  you  in- 
formation, so  that  you  would  have  enough  to  go  on — so  that  we  can 
have  more  confidence  in  doctors  generally,  because  whether  they 
belong  to  your  association  or  not,  whether  they  belong  to  the 
American  Medical  Association  or  not,  they  would  feel  that  they 
have  taken  an  oath  that  is  much  higher  than  those  that  are  taken 
by  other  professions,  and  that  we  will  not  be  terrified,  but  we  will 
have  some  plan  to  root  them  out  of  society. 

Mr.  Fager.  Fair  enough,  sir. 

Mr.  Rangel.  Let  us  work  together  on  that. 

Mr.  Fager.  Yes,  sir. 

Mr.  Rangel.  Thank  you  so  much. 

Are  there  any  additional  questions? 

[No  response.] 

Mr.  Rangel.  Let  me  thank  the  panel.  We  certainly  will  be  work- 
ing closely  with  you,  Senator,  and  Mr.  Doherty,  the  competition — 
the  competitive  nature  of  the  proposals  will  have  you  working  with 
us.  And,  Mr.  Fager,  you  have  bitten  off  a  lot,  Counselor,  that  you 
and  I  will  be  working  with,  and  I  think  you  will  get  a  great  deal  of 
satisfaction  out  of  improving  the  perception  of  doctors  by  working 
together  on  this. 

The  committee  stands  adjourned,  subject  to  the  call  of  the  Chair. 
[Whereupon,  at  12:19  p.m.,  the  hearing  was  adjourned.] 
[Submissions  for  the  record  follow:] 
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TESTIMONY  OF  RONALD  E.  MALLEN 
AMERICAN  BAR  ASSOCIATION 

Mr.  Chairman  and  Members  of  the  Committee: 

I  appreciate  the  opportunity  to  present  the  views  of  the 
American  Bar  Association  on  the  President's  Comprehensive 
Health  Reform  Program.     I  am  Ronald  Mallen,  a  member  of  the 
ABA's  Special  Committee  on  Medical  Professional  Liability. 

Since  1972,  the  ABA  has  been  on  record  in  support  of 
legislation  that  would  provide  for  every  American  to  have 
access  to  quality  health  care  regardless  of  a  person's  income. 
In  February  1990,  the  ABA's  House  of  Delegates  reaffirmed  its 
support  of  such  legislation  and  recommended  that  any  such 
legislation  should  include  the  following  characteristics: 

1.  Universal  coverage  for  all  through  a  common  public 
or  public/private  mechanism  through  which  all 
contribute; 

2.  A  single  payor  system  to  facilitate  expenditure 
control ; 

3 .  Appropriate  containment  of  administrative  and 
health  care  costs,  and  of  administrative  burdens  on 
employers; 

4.  Mechanisms  to  assure  the  quality  and 
appropriateness  of  care;  and 

5.  Freedom  of  choice,  procedural  due  process,  and 
administrative  simplicity  for  consumers. 


The  American  Bar  Association  is  concerned  about  the 
ability  of  Americans,   including  its  own  members,  to  obtain 
affordable  health  insurance.     Health  care  at  a  reasonable  cost 
has  been  an  American  expectation,  and  a  concept  the  American 
Bar  Association  supports.     Likewise,  access  to  the  American 
legal  system  has  been  a  fundamental  right  tracing  back  to  the 
origins  of  this  country. 

The  American  Bar  Association  does  not  purport  to  possess 
the  expertise  to  analyze  all  of  the  reasons  for  escalating 
medical  costs.     We  do,  however,  have  the  ability  to  analyze  the 
interrelationship  of  the  legal  system  and  those  costs. 
Moreover,  we  are  able  to  determine  the  consequences  of  proposed 
legislation  upon  the  American  legal  system  and  those  seeking 
compensation  for  injuries. 

In  addressing  the  medical-legal  aspects  of  the  President's 
Comprehensive  Health  Reform  Program,  three  questions  need  to  be 
asked.     First,  what  is  the  cost  savings  that  can  be  achieved? 
Second,  has  such  legislation,  when  enacted,   lowered  health  care 
costs  in  states  which  have  adopted  its  essential  elements? 
Third,  what  are  the  consequences  to  the  traditional  American 
legal  system  and  to  the  rights  of  injured  persons?     In  other 
words,  does  a  cost  shifting  from  the  medical  professional  who 
caused  the  injuries  to  the  person  who  was  injured  or  to  a 
governmental  agency  achieve  anything  more  than  an  illusory 
savings? 
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1.      What  is  the  cost  of  Medical-Legal  System? 

The  initial  question  is  the  relationship  of  the 
medical-legal  system  upon  the  cost  of  health  care.     The  major 
components  that  have  been  cited  as  contributing  to  the  rising 
cost  of  health  care  are: 

*  Reliance  on  modern,  sophisticated  and  expensive 
treatments ; 

*  Innovative  treatment  of  illnesses,  such  as  heart 
disease,  AIDS  and  cancer; 

*  An  aging  population,  which  adds  to  Medicare  and 
Medicaid  expenditures; 

*  High  administrative  costs  of  the  health  care 
system;  and 

*The  medical-legal  system. 

Studies  concerning  the  medical-legal  system  show  that  its 
impact  on  the  national  expenditures  is  not  only  questionable 
but  also  insignificant.      The  Congressional  Budget  Office 
states  that  medical-legal  costs,  as  measured  by  medical  mal- 
practice insurance  premiums,  account  for  0.74  percent  of  the 
national  health  expenditures.      The  other  component  of  cost 
attributed  to  the  legal  system  is  that  of  so-called  "defensive 
medicine."    Varying  figures  for  the  cost  of  "defensive 
medicine"  have  been  estimated,  ranging  upwards  to  two  percent 
of  the  total  cost  of  our  national  health  care. 

To  address  the  subject  of  "defensive  medicine,"  there  must 
be  agreement  upon  the  meaning  of  the  phrase.     There  is  no 
agreement  upon  the  definition.      That  uncertainty  has  resulted 
in  the  inability  to  statistically  measure  the  cost.  In 
published  studies,  "defensive  medicine"  has  included  errone- 
ously the  cost  of  the  consequence  of  physicians'  financial 
incentive  to  direct  patients  for  tests  and  examinations  in  5 
facilities  in  which  physicians  have  a  proprietary  interest. 
Some  have  considered  the  cost  of  new  technology  and 
advancements  in  medical  knowledge,  care,  and  treatment.  In 
that  regard,  patients  expect  the  use  of  very  modern, 
sophisticated  and  expensive  technology  to  refine  diagnosis  and 
eliminate  uncertainties.    Even  the  President's  comprehensive 
health  reform  program  acknowledges  that  "not  all  unnecessary 
defensive  medicine  is  attributable  to  fear  of  liability.  In 
some  cases,  as  in  f ee-f or-services  medicine,  health  care 
providers  may  have  a  strong  economic  incentive  to  engage  in 
such  activity." 

Therefore,  to  examine  the  impact  of  the  medical-legal 
system,  the  necessary  inquiry  is  to  what  extent  physicians 
direct  medical  expenses  that  are  unwarranted  for  the  treatment 
or  diagnosis  of  patients,  and  are  not  motivated  by  personal 
financial  interests.     In  other  words,  an  expense  is  only 
attributable  to  the  medical-legal  system  when  the  sole  reason 
for  that  expense  is  concern  by  the  physician  about  a  medical 
malpractice  claim.     There  appears  to  be  no  study  to  measure 
that  cost,  and  there  appears  to  be  no  basis  for  assuming  that 
competent  and  reputable  physicians  impose  such  expenses  upon 
their  patients  without  a  justifiable  medical  reason.  The 
Congressional  Budget  Office  concluded  that  "defensive  medicing 
is  probably  not  a  major  factor  in  the  costs  of  medical  care." 

To  the  extent  that  physicians'  concern  about  liability 
results  in  more  conscientious  medical  care,  then  "defensive 
medicine"  is  certainly  desirable.      When  the  fear  of  tort 
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liability  deters  medical  injuries,  then  health  care  costs  are 
lowered  by  avoiding  the  costs  associated  with  medical  injury. 
Thus,  if  liability  concerns  are  a  deterrent,  provisions  that 
relieve  physicians  of  concern  regarding  negligent  practices  can 
actually  result  in  an  increase  of  health  care  cost. 

Because  no  reliable  studies  have  been  done  to  estimate  the 
cost  of  so-called  defensive  medicine,  the  Office  of  Technology 
Assessment  has  been  asked  to  study  the  issue  and  is  expected  to 
complete  its  study  within  the  next  twelve  months. 

Medical  Malpractice  Litigation.     The  cost  of  medical 
malpractice  insurance,  in  part,  reflects  the  cost  of  the 
medical-legal  system.     In  contrast  to  the  increase  in  health 
care  costs,  medical  malpractice  costs  have  decreased  slightly. 
The  number  of  medical  malpractice  claims  peaked  in  1985,  and 
has  continued  to  decline. 

In  1989,  malpractice  insurance  premiums  were  less  than  one 
percent  of  the  total  health  care  costs  in  the  United  States, 
and  premium  cost  decreased  by  about  four  percent  for  1990.  The 
Physician  Payment  Review  Commission  agrees  that  the.cost  of 
malpractice  insurance  is  "probably  not  excessive."  In 
comparison  to  other  components  of  health  care  costs, 
administrative  costs,  for  example, .are  10  to  24  times  the  cost 
of  all  medical  malpractice  claims. 


2.      Will  the  President's  Tort  Proposals  Work? 

In  the  very  recent  past,  similar  legislation  was  proposed 
by  physicians.     Then,  the  rationale  was  the  need  to  make 
medical  malpractice  insurance  more  available  and  affordable. 
Today,  the  very  same  legislation  is  being  offered  but  upon  the 
rationale  that  it  will  meaningfully  reduce  the  cost  of  health 
care. 

There  is  some  experience  concerning  the  President's  tort 
proposals.     Although  there  are  variations  in  the  legislation 
that  has  been  adopted,  some  states  have  held  that  proposals  to 
cap  damages  violate  various  provisions  of  their 
constitutions,      and  so  there  is  uncertainty  whether  such 
proposed  legislation  would  be  legally  effective  if  enacted.  It 
appears  that  in  a  significant  number  of  jurisdictions,  the 
President's  proposals,  especially  economic  damage  caps,  could 
violate  certain  state's  constitutions. 


3.      What  are  the  Consequences  to  the  Public  of  the  Proposed 
Tort  Changes? 

The  ABA  is  deeply  committed  to  having  a  legal  system  in 
America  that  is  effective  and  just,  one  that  protects  the 
rights  of  plaintiffs  and  defendants.     The  ABA  has  adopted 
policy  directed  at  improving  the  tort  system  at  the  state  level 
(see  Appendix  A)  and  policy  addressing  medical  professional 
liability  specifically  (see  Appendix  B) . 

Some  of  the  proposed  concepts  in  the  President's  package 
can  bring  about  a  more  expeditious  and  economical  resolution. 
Voluntary  alternative  dispute  resolution,  for  example,  has 
gained  acceptance  as  an  alternative  to  litigation.     The  ABA 
recognizes  the  importance  of  the  development  and  use  of  methods 
other  than  full  judicial  trials  for  resolving  legal  disputes. 
ABA  policy  supports  the  "continued  use  of  an  experimentation 
with  alternative  dispute  resolution  technigues  both  before  and 
after  suit  is  filed,"  so  long  as  they  assure  that  every  dis- 
putants constitutional  and  other  legal  rights  and  remedies  are 
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protected.     Of  course,  such  concepts  have  equal  validity  in 
litigation  against  any  defendant,  and  no  special  justification 
exists  for  being  applied  only  in  cases  involving  physicians. 
Changing  the  American  legal  system  by  mandate,  however,  por- 
tends consequences  without  economic  justification. 

Some  of  the  President's  more  significant  proposals, 
however,  are  ill-advised,  and  are  the  subject  of  prior  American 
Bar  Association  position  and  policy.     For  example,  elimination 
of  the  collateral  source  rule  solely  favors  physicians  by 
passing  on  the  cost  of  the  medical  injury  to  another  health 
care  provider.     Often,  an  injured  person  has  the  benefit  of 
health  or  disability  insurance  which  pays  for  a  portion  of  the 
additional  medical  costs  attributable  to  the  injuries  caused  by 
a  physician's  negligence.     Typically,  the  insurer  will  assert  a 
lien  against  its  insured's  recovery  or  pursue  a  subrogation 
claim.  Under  the  President's  proposal,  the  negligent  physician 
would  get  a  credit  for  the  insurer's  payment,  and  the  insurer 
could  not  recover  from  the  person  who  injured  its  insured.  An 
obvious  consequence  of  the  loss  of  lien  and  subrogation  rights 
by  a  health  or  disability  insurer  will  be  an  increase  in  those 
premiums.     The  net  result  is  no  reduction  in  health  care  costs 
but  a  windfall  benefit  to  the  defendant  physician  and  his  or 
her  insurer  at  the  expense  of  the  injured  person. 

The  proposal  to  limit  noneconomic  damages  deprives 
individuals  of  compensation  for  the  consequences  of  medical 
malpractice  injuries.     No  one  has  stated  that  such  injuries  are 
not  real  or  severe.     In  fact,  noneconomic  injuries  may  far 
exceed  the  economic  damages.     The  proposal,  if  enacted,  would 
make  seriously  injured  persons  who  are  the  least  able  to  afford 
it  receive  less  than  full  compensation  while  less  seriously 
injured  persons  would  be  fully  compensated.     This  would  be 
grossly  unjust. 

A  bottom  line  is  whether  the  economic  benefits  to  the 
public  in  reducing  health  care  cost  is  significant  enough  to 
warrant  depriving  other  members  of  the  public  —  injured 
persons  —  of  full  and  adequate  compensation  from  those  re- 
sponsible for  their  injuries.    With  the  cost  of  the  entire 
medical-legal  system  constituting  less  than  one  percent  of 
health  care  costs,  a  pertinent  inquiry  is  whether  the  Presi- 
dent's medical  professional  liability  proposals  would  have  any 
noticeable  impact  except  upon  injured  persons. 

The  proposals  would  not  eliminate  the  less  than  one 
percent  of  health  care  costs  attributable  to  medical  profes- 
sional liability  since  no  one  seriously  urges  that  physicians 
should  be  immune  from  liability.     Rather,  the  proposals  are 
directed  at  those  injured  persons  who  are  ultimately  compen- 
sated.    One  study  indicates  that  only  25  percent.of  the  persons 
who  present  malpractice  claims  are  compensated.  These 
victims  of  medical  negligence  are  the  subject  of  the  proposals. 
Any  savings  in  the  cost  of  health  care  would  be  a  small  frac- 
tion of  a  percent.     Thus,  even  on  an  economic  analysis,  the 
President's  medical  professional  liability  proposals,  if  imple- 
mented, will  not  have  a  measurable  impact  upon  the  cost  of 
health  care.     The  proposals,  however,  would  impact  severely  and 
dramatically  upon  the  persons  who  are  victims  of  medical 
malpractice. 

Thank  you  for  giving  us  this  opportunity  to  present  our 
views  to  you. 
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ENDNOTES 

According  to  the  1992  U.S.  Industrial  Outlook  prepared  by 
the  U.S.  Department  of  Commerce,  national  health  care 
outlays  accounted  for  approximately  13%  of  the  GNP, 
totaling  $738  billion  up  about  11%  from  $666  billion  in 
1990.     The  medical-  legal  component  in  the  same  period, 
however,  appears  to  have  decreased. 

Testimony,  Robert  D.  Reischauer,  Director,  Congressional 
Budget  Office,  Statement  before  the  Committee  on  Ways  and 
Means,  U.S.  House  of  Representatives,  March  4,  1992. 

The  American  Medical  Association  has  estimated  the  cost  of 
defensive  medicine  based  upon  a  survey  of  physicians  who 
were  asked,  for  example,  whether  they  ordered  more  tests 
because  of  the  perceived  risk  of  a  medical  malpractice 
claim.     The  AMA,  moreover,  recognized  other  reasons 
contributed  to  a  affirmative  response,  stating,  "like  other 
defensive  measures,  all  defensive  medicine  cannot  be 
characterized  necessarily  as  overuse  but  can  reflect 
necessary  improvements  in  patient  care . "     Statement  on 
behalf  of  the  American  Medical  Association  to  the  Senate 
Finance  Subcommittee  on  Medicare  and  Long  Term  Care 
Regarding  Medical  Liability  Reform,  October  16,  1991,  page 
4. 

The  Physician  Payment  Review  Commission  (PPRC)  has 
guest ioned  such  figures,  noting  that  "Studies  that  use 
physicians'  estimates  of  the  amount  of  defensive  medicine 
they  practice  are  not  sufficiently  reliable  to  make 
quantitative  estimates."    Physician  Payment  Review 
Commission  1991  Annual  Report  to  Congress,  page  374. 

See  also  Patricia  M.  Danzon,  "Liability  for  Medical 
Malpractice. "  Journal  of  Economic  Perspectives,  vol.  5,  no. 
3,   Summer  1991,  pages  51-69. 

Mark  N.  Cooper,  "Physician  Self -Dealing  for  Diagnostic 
Tests  in  the  1980:  Defensive  Medicine  vs.  Offensive 
Profits,"  Consumer  Federation  of  America,  October  3,  1991, 
reported  that  the  rapid  spread  of  physician  ownership  of 
diagnostic  testing  facilities  is  a  much  more  likely  cause 
of  rising  diagnostic  costs  than  fear  of  malpractice 
liability. 

A  January  1991  study  by  the  State  of  Florida's  Health  Care 
Cost  Containment  Board  looked  into  physician  ownership  of 
health  care  facilities.     It  found  that  joint  ventures  among 
health  care  providers  resulted  in  higher  health  care  costs 
due  primarily  to  the  over-utilization  of  services. 


Testimony,  Robert  D.  Reischauer,  Director,  Congressional 
Budget  Office,  Statement  before  the  Committee  on  Ways  and 
Means,  U.S.  House  of  Representatives,  March  4,  1992, 
Appendix  F,  page  30. 

Patricia  M.  Danzon,  "Liability  for  Medical  Malpractice." 
Journal  of  Economic  Perspectives,  vol.  5,  no.  3,  Summer 
1991,  pages  51-69.    Ms.  Danzon  concludes  that  liability 
concerns  have  brought  about  some  efficient  changes  in 
practice. 

The  Physician  Payment  Review  Commission's  Annual  Report 
also  discusses  other  possible  causes  of  inefficient  and 
inappropriate  defensive  medicine. 

*    Physicians  and  hospitals  benefit  financially  by 
delivering  more  care. 


649 


Endnotes  cont. 


*  Insurance  does  not  deter  physicians  from  ordering 
additional  tests  because  insurance  provides  funding  for 
that  which  a  patient  could  not  otherwise  afford. 

*  So-called  defensive  medicine  practices  often  have  become 
the  standard  of  care  adopted  by  the  medical  community, 
and  reflect  an  advancement  in  technology  or  care. 

Testimony,  Robert  D.  Reischauer,  Director,  Congressional 
Budget  Office,  Statement  before  the  Committee  on  Ways  and 
Means,  U.S.  House  of  Representatives,  March  4,  1992, 
Appendix  F,  page  32. 

U.S.  Industrial  Outlook  1992.  Department  of  Commerce, 
page  43-2. 

1989  Profitability  Study  (By  Line  By  State)  and  1990 
Profitability  Study  (By  Line  By  State) ,  National 
Association  of  Insurance  Commissioners,  1990  and  1991. 

Physician  Payment  Review  Commission  1991  Annual  Report  to 
Congress .  page  372. 

See  Woolhandler  S„,  Himmelstein  D.U.,  The  Deteriorating 
Administrative  Efficiency  of  the  U.S.  Health  Care  System. 
New  England  Journal  of  Medicine,  1991;  324;  1253-1258. 
Administrative  costs  are  estimated  to  range  between  10%  and 
24%  of  health  care  costs. 


See  Florida  (Smith  v.  Department  of  Insurance.  507  So. 2d 
1080  (Fla.1987));  Illinois  (Wright  v.  Central  Du  Page 
Hospital  Association.   63  111. 2d  313,   347  N.E.2d  736 
(1976));  New  Hampshire  ( Carson  v.  Maurer.  120  N.H.  925,  424 
A. 2d  825  (1980));  North  Dakota  (Arneson  v.  Olson.  270 
N.W.2d  125  (N.D.1978));  Ohio  ( Morris  v.  Savoy.  61  Ohio 
St. 3d  576  N.E.2d  765  (1991)). 

The  Department  of  Commerce,  State  of  Minnesota,  conducted  a 
study  of  all  claims  filed  with  insurers  in  that  state, 
North  Dakota  and  South  Dakota  against  physicians  from 
January  1,  1982,  through  December  31,  1987.     The  study 
found  that  claims  frequency  did  not  materially  change  over 
the  time  period  nor  did  the  cost  of  defending  such  claims. 
The  study  also  found  no  situation  where  punitive  damages 
were  awarded. 
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APPENDIX  A 


RESOLUTION  APPROVED  IT  ™C 
AMERICAN  IAA  ASSOC  IATIOR 
HOUSE  OF  DELEGATES  * 

Fabruary  16-17,  1907 
(Raport  No.  123) 


8«  It  l«iolv«d,  That  tha  Aaarlcao  Bar  Aaeoclattoo  adopts 
tha  lollowlng  rocoaaandationa: 

A .  Inaursnca 

1.  Tha  Aaarlcao  lar  Associstioa  should  aatablftah  • 

coaalaalon  to  study  and  ricou«od  way*  to  laprova  tha  liability 
lneuranca  aystsa  aa  It  affacta  tha  tort  ayataa. 

B  .       Pain  and  Suf faring  Djggfag 

2.  Thara  should  bo  no  cslllogs  oo  pala  aod  auffarlng 
dsasgsa,  but  loataad  trial  aod  appallata  court!  should  aaka 
graatar  uaa  of  tha  powar  of  raalttltur  or  addlCur  with 
rafarsncs  to  vardlcts  which  ara  aithar  ae  aacaaclva  or 
lnsdequsts  aa  Co  ba  clsarlr  dlsproportlooats  to  coaauelty 
expectations  by, eatttag  sslda  auch  vardlcta  unlaaa  tha  affactad 
part l*i   agraa  to  tha  aodlf lcatloo. 

3.  Ooa  or  aora  tort  award  coaaiaatoos  should  ba 
aatabllshad,  which  would  ba  aaeowarsd  to  rariaw  tort  awards 
during  tha  pracadlns  yaar(  publish  loforaaclaa  oo  tranda.  and 
euggaet  gutdallnae   for  futuro  trial  court  rafaraoca. 

A.      Optioos  should  ha  asplorad  by  appropriate  AAA 
anclclaa  whathar  additional  guldaaca  caa  aod  should  ba  glwan  to 
tha  Jury  oo  tha  rsote  of  daaagaa  to  ba  awardad  for  palo  and 
auffarlng  In  a  particular  caaa. 

C .       Punltlva  Daaagaa 

5.      Punltlva  daaagaa  hava  a  placa  in  appropriata 
€•€•9  aod  tharafara  should  oot  bo  abolishod.    Howowor,  tha 
scopa  of  puoitiwa  daaagaa  should  bo  narrowad  through  tho 
following  aoaauras: 

a.      Standards  of  Conduct  aod  Proof 

Puoltlvo  daaagaa  should  ba  Halted  to  casaa 
warranting  spaclsl  ssnctioos  aod  should  oot  ba  coasjooplaea.  A 
tbraahold  raauiraasot  for  tha  auboiasioo  of  a  pueltlva  69m*%9» 
caaa  to  tha  finder  of  fact  should  ba  that  tha  dafaedaot 
daoonstrstad  a  conscious  or  dallbarata  dlsrsgard  with  respect 
to  tha  plaintiff.    Aa  a  furthar  safaguard,  tha  ataedard  of 
proof  to  ba  appllad  should  ba  "clsar  and  cooviociog"  avldaoca 

as  opposed  to  so?  lasaar  standard  such  aa  "by  a  prapoodaranca 
of  tha  avldaoca.  r 


*With  the  possible  exception  relating  to  mass  torts,  the  ABA  takes  the  posit 
that  these  proposals  to  improve  the  tort  systea  can  and  should  he  implement 

by  the  courts  and   legislatures  at   the  state  and  not   the   federal  level. 


651 


b*      "Hif  Procoaa  of  Pgclglon 

-k         v         J1*.  *r*il£**l  "  APM©f*late  pre-trlel  procedures 
should  be  routio.ly  uttll.ed  to  ellaloate  frivolous  clelea  for 
puoltlvo  deacgee  trior  to  trial,  with  a  savlegs  aecoaelsu 

'#  ii  f!ii,M  diacoirary  of  aiaconduct  aaatiog  the  standard 

of  liability. 

(2)  -  Cvideoce  of  ooc  worth  cod  othor 

ovidooco  raloiroot  oSTfto  tho  euectloa  of  punitive  d«M|«i 

0*«f"?JuVbou14  b#  ••If  «*tar  tho  defeedoot't 

liability  for  coopeoeatory  dtu|M  aod  tho  Mount  of  thoaa 
daaagaa  hava  baan  determined. 

O)    Poet-Trial  -  At  a  chock  egainat  eacaaelve 
punitive  doosfe  svarda,  verdlcto  locludlag  eueh  awards  should 
bo  subjected  to  close  scrutiny  by  tho  courta.    Tho  trtal  court 
•hould  order  roolttltur  whorawar  just If lad.  Eaccociveeeet 
•hould  bo  ow«tu«t«d  lo  U|ht  of  tho  degree  of  rapreheoelblllty 
of  tbo  defeodenc'a  acta,  tho  rlak  uodortobao  by  tho  plolotlff, 
tho  octuol  Injury  reused,  tho  not  worth  of  tho  defoodent, 
whathor  tho  dofendent  hot  roforood  lea  conduct  nod  tho  dograa 
of  departure  Iron  typical  rntloo  (on  rofloctod  In  tho  best 
•wolloblo  eoplrical  dote)  botwoon  coapcosstory  and  puoltlve 
daoegee.    If  oecesssry  to  aeture  such  Judicial  review, 
appropriate  legislation  should  ba  ooacted.    Oplalooe  leaued  by 
trial  or  appellee*  courta  either  upholding  or  aodlfylog  mm 
owerd  should  apaclfy  the  factora  which  ware  coooldarad  and 
rolled  upon. 

c.      Multiple  Jydgaent  Torta 

While  tho  totel  aoount  of  «oy  punitive  deoagee 
ewerded  ahould  be  adequate  to  ecceaplleb  the  purposes  of 
punitive  daoagae,  epproprleto  aafeguerda  ahould  bo  put  la  force 
to  prevent  any  dafendant  froa  being  subjected  to  punitive 
deaagoa  that  era  asceasive  In  tha  aggregate  for  the  aaae 
wrongful  ect. 

d.      Vlcarlouc  Liability 

With  reepact  to  vicarious  liability  for  punitive 
daeeges.  the  provisions  of  Section  909  of  tbo  tecteteeeot 
(Second)  of  Torts  (1979)  should  apply.    Leglalaturas  aod  courta 
ahould  bo  eeaeltlve  to  adopt lea  epproprleto  ee leaver da  to 
protect  tho  aeet«r  or  principal  froa  vlcerloua  liability  for 
tha  unauthorised  acta  of  nonaanagar lai  aarvanta  or  agenta. 


To  Whoa  Awe r da  Should  Be  Paid 

lo  certain  punitive  deaegea  cases,  such  ae  torti 
lovolvlog  possible  aultlple  Judgaeets  sgelnet  the  a«aa 
defeodcet,  a  court  could  bo  authorised  to  doteralno  what  la  a 
reesoneble  portion  of  tbo  punitive  4mm*$m9  award  to  coepeoeet« 
the  plaietlff  end  couoeal  far  brlaglag  tha  eccloa  aod 
proaecutlng  the  punitive  daaage  claia,  with  the  balance  of  th« 
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•ward  to  b«  allocated  Co  public  purpoaea,  wolca  coute  involve 
eetboda  of  deallog  with  eulclple  core  elilai  auch  •* 
consolidation  of  claime  or  ferae  of  claea  acciooa.    Tba  eovelcy 
of  auch  propoeela  aed  Cha  abaaoca  of  any  adequately  Caacad 

(rograme  for  lapleoeoclog  require  furcbar  etudy  before  em 
oforaad  Judaaeac  can  ba  aada  aa  Co  whether,  or  Co  what  extent, 
auch  propoaala  will  work  la  praectco.    Va  urga  auch  acudlaa. 
Tha  caocapc  of  public  ellocacloo  of  porclooa  of  puaiclvo  damage 
awarda  la  alofla  Judgeeec  acciooa  la  alae  worthy  of 
coaaidaracloa  Co  Cha  aacaac  workable  aoehoda  of  Laplaaaocacloo 
■ay  horaafcor  bo  developed. 

D.      Jolnt-aod-Several  Liability 

6.      Tha  doctrloe  of  Jolnt-end-eeveral  liability 
ahould  ba  eodlfied  to  recoaeise  chat  dafaodaaca  vboee 
raapoealblllcy  la  aubacaaclally  diaproporclooaCa  to  liability 
for  (ba  aetlra  loaa  auffarad  by  cha  plaintiff  ara  Co  ba  hold 
liabla  for  oaly  chair  equitable  ahara  of  Cha  plaintiff* 
ooeacoooalc  loaa,  while  reaalaieg  liabla  for  tba  plaintiff's 
full  acoooolc  loaa.    a  defendant  a  raapoaalbillcy  ahould  bo 
ragardad  aa  "aubacaotlally  dieproporcioaace"  wbee  it  ta 
eigelflcaocly  laaa  than  amy  of  cha  ochor  dafaadaata;  far 
example,  wbee  oaa  of  two  dafaodaaca  la  docaraiaod  to  bo  laaa 
thaa  231  roapooalblo  for  tha  plaintiff •  Injury. 

t .      Attorpoya'  fooe 

7.      Fee  arrangaaaaca  with  aach  party  la  core  caeee 
ahould  bo  aac  forth  la  a  wrlctoa  «gre«eeot  that  claarly 
ldaoclfiaa  cha  baaia  oo  which  cha  foe  la  to  bo  calculacad.  la 
addition,  bacauaa  aaoy  plaiaclffc  aey  not  bo  foalllar  with  tha 
varloua  waya  that  coatlngaocy  faaa  aay  ba  calculacad,  Chora 
•hould  bo  a  requirement  that  Cho  contingency  foa  Information 
fora  ba  glveo  ca  aach  plaintiff  bofora  a  cooclagaecy  faa 
agraaaaac  la  algoad.    Tba  coacaec  of  Cha  Information  fora 
ahould  bo  specified  In  aach  Jurladlctloo  aed  ahould  locludo  aC 
laaac  tba  uilaua  faa  percentage,  if  aay,  la  tha  Jurladlctloo, 
Cho  optloo  of  uaiag  different  faa  parcancagaa  dopaediag  oo  Cho 
aaouoc  of  work  Cho  at tor aay  haa  doea  la  obtaining  a  recovery, 
aad  cha  optloo  of  uaiag  foo  porcaacagaa  that  docroaaa  aa  tba 
alca  of  a  racovory  lacraaaaa.    Tha  fora  ahould  ba  vriccoo  in 
plain  Englleh,  aad,  whara  appropriaca,  ochor  laoguagaa. 

g.      Courta  ahould  dlacauraga  Cho  practice  of  caking  a 
percentage  fee  out  of  tho  groee  amount  of  any  JudgaeoC  or 

aottlaaeac.    CooclegaeC  faaa  ahould  normally  ba  baaad  oaly  oo 
Cha  aac  amount  recovered  afcar  litigation  dlaburaeeeece  auch  aa 
fllleg  faaa,  depoaltloo  coaCa,  trial  traoecrlpta,  travel, 
aaperf  vlCeaaa  faaa,  and  other  expenaee  neceaaary  to  conduct 

the  litigation. 

9.      Upon  coeplelot  of  a  paraoo  who  haa  recaloed 
couoaol,  or  who  la  required  Co  pay  couoeel  faaa,  the  fee 
arraageoeoc  eod  Che  fee  amount  billed  may  be  auboltCed  Co  the 
courc  or  ochor  appropriate  public  body,  which  ahould  hove  Che 
authority  Co  disallow,  after  a  hear  tog,  amy  pordoa  of  a  fee 
found  Co  be  "plainly  exceaelve"  In  light  of  p ratal ling  retee 
and  practlcee. 
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r.      Secrecy  gad  Coercive  Airy— ata 

10.  Where  taformstloo  obtained  under  secrecy 
agraaeant*  (•)  indicates  risk  of  beserda  Co  other  per tone,  or 
(6)  revaale  evideoce  relavaot  to  claims  boaod  oa  aucb  haaarde, 
courcc  abould  ordinarily  permit  dlacloaura  of  aucb  information, 
•fear  haaring ,  to  othar  plaintiffs  or  to  government  agaaclaa 
who  agraa  to  b«  bound  by  expropriate  egreemeees  or  court  ordora 
to  protaet  tba  coof ideatiallty  of  trada  aacrnta  and  aanaltiva 
proprietary  information. 

11.  No  protective  ordar  should  cootaia  any  previa ion 
that  requlree  an  ettorney  far  a  plaintiff  la  a  tort  action  to 
deatroy  iaforaatioo  or  racarda  furnished  purauant  to  aucb 
order,  including  tha  attoraey'e  eotaa  and  otbor  vork  product, 
uoleea  the  ettorney  for  e  plaintiff  rafuoee  to  egrea  to  be 
bound  by  the  order  efter  the  ceee  haa  been  ceacluded.  An 
ettorney  for  pleintiff  ebould  only  bo  required  to  return  copiee 
of  docuaents  obtelnad  frocj  tba  dafendeat  on  condition  that 
defendant  agrees  oot  to  deetroy  any  aucb  docuaeets  ao  that  ehay 
will  be  available,  under  appropriate  clrcunetencee,  to 
government  aganclaa  or  to  other  litigants  In  future  ceaae. 

12.  Any  proviaioo  la  a  aettleaaat  or  other  agreeaaet 
that  prohlbita  aa  attareay  free)  represeetleg  any  other  claimant 
la  a  alaller  actlee  agalaat  tba  dafeadaat  should  ba  void  end  nf 
no  effect.    Aa  ettorney  ebould  oot  be  permitted  to  aign  such  an 
agreeaaet  or  requeet  eoothor  ettorney  to  do  eo. 


C.      gtreaalfalai  tha  Litigation  Process:    frivolous  Claims 

ary  Delay 

13.  A  "feat  track"  eyetem  should  be  edopted  for  the 
trlel  of  tort  ceees.    la  recommending  aucb  a  syeteo,  ua  endorea 
e  policy  of  active  Judicial  eeeageueet  af  the  pre-trial  phases 
of  tort  litlgetloe.    We  eaticlpata  a  eyetem  that  sate  up  a 
rlgoroue  pre-trial  schedule  with  a  serlaa  of  deadllnee  iateadad 
ta  eneure  tbet  tart  caees  are  ready  to  ba  placed  oa  tba  trial 
caleadar  vltbla  a  specified  time  after  filing  and  triad 
prooptly  tbereefter.    The  eourte  ehould  enforce  e  firm  policy 
agaloat  contlnuancea . 

14.  Stepe  ahould  be  token  by  tha  courta  of  the 
various  stetee  to  edopt  procedures  for  the  coot re 1  end 
liaitetioo  of  the  scope  end  duretioo  of  discovery  in  tort 
caaae.     Tha  courta  ahould  cooeider,  anong  other  initiative*: 

(e)    At  en  eerly  scheduling  conference,  limiting 
the  nuaber  of  loterrogetoriee  eay  party  mey  nerve,  and 
eeteblleblna  tha  nuaber  aad  time  at  depositions  eccordlog  tn  a 
firm  schedule.     Additional  dlacovary  could  ba  allowed  upon  a 
shoving  of  good  cauae. 

(b)    Whoa  appropriate,  eeoctionlng  attorneys  and 
othar  paraona  for  abuaa  of  dlacovary  procodurae. 
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IS.    Standards  should  be  adopted  ewbeteet lcl I v  iltlUi 
to  those  i«t  forth  lo  lule  II  of  the  ltderel  of  Civil 

Procedure  aa  a  ee«oe  of  discouraging  dilatory  aottone  practice 
and  frivolous  cltiu  «od  defeoees. 

it.    Trial  Judges  should  carefully  easel ee,  oe  a 
caifbyCMl  bet  la,  wbstber  liability  aod  damage  laeuee  cao  or 
•hould  ba  triad  aeperetely. 

17.  Nonuoaoleoue  Jury  verdict*  ahould  ba  pcreltted  In 
tort  caaee,  auch  aa  vardlcta  by  flva  of  alx  or  tao  of  twelve 

Jurore. 

18.  Uta  of  tha  varloua  el ceroetlve  dtepute  raaolutlon 
aachaelaaa  ahould  ba  aacouragad  by  fadaral  aod  atata 
leglelsturea,  by  fadaral  aod  atata  ceurte.  aed  by  all  parties 

who  ara  likely  to,  or  do  bacooa  lovolvod  In  tort  dleputee  with 
othara . 

H.  Injury  Provootlon/Roduct loo 

19.  Atcootloo  should  ba  paid  to  tha  dltclpllelog  of 

all  llcaaaad  prof aaalooala  through  tha  following  aaaauraa: 

(a)  A  coeajlcocot  to  loposs  dlsclplloe.  where 
verreoted,  and  fuodlof  of  full-tie*  staff  for  disciplinary 
authorities.    Discipline  of  lawyers  should  coatloua  go  ba  tha 
reepoeolblllty  of  too  blghoat  Judicial  authority  in  aach  atata 
In  ordar  to  aafaguard  tha  rlghta  of  all  cltltaoa. 

(b)  lo  every  caao  lo  which  a  clala)  of  oagllgaoca 
or  othar  uTOogful  cooducc  la  «ada  eg a lee t  a  llcaoaad 
profaasloool (  rotating  to  bit  or  hor  profess loe,  aod  o  Judgaaot 
for  tha  plalatlff  la  aotarad  or  o  seetleaeat  paid  to  an  Injured 

Eeraoo,  tha  loauraaca  carrlar,  or  la  tha  abaaoco  of  a  carrier, 
ba  plaiot  If  fa  attorney,  ahould  roport  tho  fact  aod  tha  aaount 
of  payoont  to  tha  llceoelog  authority.    Any  agrasooot  to 
withhold  such  ioforootloo  aad/er  to  cloao  tha  filoo  fro*  tho 
dleclplloary  auehorltlaa  ahould  ba  unaoforcaabla  aa  contrary  tb 
public  policy. 

I.  Mass  Tort 

20.    Tha  Aasrlcae  bar  Assoclatloo  ahould  oatablish  a 
coaalaslan  aa  aooo  aa  feasible,  lncludlag  oaobara  vltb 
expertise  lo  tort  lav,  ineureece,  aovlroooootol  policy,  civil 
procedure,  aod  regulatory  deslgo,  to  undertake  a  cooptoheoslvo 
atudy  of  tha  aass  tort  probleo  with  the  goel  of  efferlog  e  set 
of  concrsto  propoaale  for  dealing  In  a  fair  and  efficient 
unner  with  tbeee  caaee. 

J.      Concluding  Keep— ondot  loo 

21.    After  publication  of  the  report,  tho  ABA  Action 
Connie a loo  to  laprove  tho  Tort  Liability  Syetaa)  ahould  ba 
diacharged  of  ita  aeelgnaMnt. 
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APPENDIX  B 


RESOLUTION  APPROVED  BY  THE 
AMERICAN  BAR  ASSOCIATION 

HOUSE  OP  DELEGATES 

FEBRUARY  11,  1986 


BE   IT  RESOLVED, 

1.     The  American  Bar  Association  urges  appropriate  ABA 
entities,   such  as  the  Action  Commission  to  Improve  the  Tort 
Liability  System  and  the  Commission  on  Professionalism,  to 
continue  to  consult,  where  appropriate,  with  representatives  of 
the  American  Medical  Association  and  others  in  the  health  care 
industry,  the  insurance  industry,  state  and  federal  governments 
and  appropriate  segments  of  the  public  with  the  goal  of  seeking 
a  broader  consensus  on  how  more  equitably  to  compensate  persons 
injured  in  our  society.    The  problems  associated  with  medical 
professional  liability  are  common  to  all  areas  of  tort  law  and 
should  be  evaluated  in  the  context  of  their  broader 
implications  for  the  tort  system  as  a  whole.     The  Legal  and 
Medical  professions  should  cooperate  in  seeking  common 
solutions  to  these  problems  and  should  avoid  any  efforts  to 
polarize  the  discussion  of  these  problems,  which  would  serve 
neither  the  public  interest  nor  the  interests  of  either 
profession. 


2.     Consistent  with  these  goals,  the  American  Bar 
Association  adopts  the  following  principles: 

A.  The  regulation  of  medical  professional  liability 
is  a  matter  for  state  consideration;  and  federal 
involvement  in  that  area  is  inappropriate. 

B .  There  should  be  rigorous  enforcement  of 
professional  disciplinary  code  provisions  which 
proscribe  lawyers  from  filing  frivolous  suits  and 
defenses;  and  sanctions  should  be  imposed  when  those 
provisions  are  violated. 


C.  There  should  be  more  effective  procedures  and 
increased  funding  to  strengthen  medical  licensing  and 
disciplinary  boards  at  the  state  level;  and  efforts 
shojld  be  increased  to  establish  effective  risk 

management  prograns   in  the  delivery  of  health  care 

services . 

0.  No  Justification  exists  for  exempting  medical 
malpractice  actions  from  the  rules  of  punitive  damages 
applied  in  tort  litigation  to  deter  gross  misconduct. 


656 


E.  No  disclosure  of  financial  worth  by  a  defendant 
in  a  tort  action  should  ba  required  unlets  there  it  a 
showing  by  evidence  in  the  record  or  proffered  by  the 
plaintiff  that  would  provide  a  legal  basis  for 
recovery  of  punitive  damages . 

F.  Notices  of  intent  to  sue,  screening  panels  and 
affidavits  of  non-involvement  are  unnecessary  in 

-edicai  malpract ice  actions. 

C,  No  justification  exists  for  a  special  rule 
governing  malicious  prosecution  actions  brought  by 
health  care  providers  against  persons  who  sued  them 

for  malpractice . 

H.  Trial  courts  should  scrutinize  carefully  the 
qualifications  of  persons  presented  as  experts  to 
assure  that  only  those  persons  are  permitted  to 

testify  who,  by  knowledge,  skill,  experience,  training 
or  education,  qualify  as  eiperts. 

I.  The  collateral  source  rule  should  be  retained; 
and  rnird  parties  who  have  furnished  monetary  benefits 
to  plaintiffs  should  be  permitted  to  seek 

reimbursement  out  of  the  recovery^ 

J.  Contingent  fees  provide  access  to  the  courts; 
and  no  justification  exists  for  Imposing  special 

restrictions  on  contingent  fees  in  nedlcal  malpractice 

act : nns . 

K.  The  use  of  structured  settlements  should  be 
encouraged. 

L.  Collection  and  study  of  data  on  the  cost  and 
causes  of  professional  liability  claims  sbould  be 
undertaken  to  evaluate  and  develop  effective  loss 

prevention  programs. 


657 


ada 


ASSOCIATION  1919  Pennsylvania  Ave.,  N.W..  Suit*  800.  Washington.  D.C.  20008/(202)  887-1400 


AMERICAN 
CLINICAL 
MBOR/1TORY 


STATEMENT  OF  THE 
AMERICAN  CLINICAL  LABORATORY  ASSOCIATION 
BEFORE  THE  HOUSE  WAYS  AND  MEANS  COMMITTEE 


March  19, 1992 


The  American  Clinical  Laboratory  Association  ("ACLA")  is  pleased  to  have  this 
opportunity  to  comment  on  the  Administration's  Medicare  budget  proposals  affecting 
reimbursement  for  clinical  laboratory  testing.  ACLA  is  a  trade  association  of  federally 
regulated,  independent  clinical  laboratories.  ACLA  members  would,  of  course,  be 
directly  affected  by  the  Administration's  proposals. 

For  many  years,  ACLA  has,  on  numerous  occasions,  appeared  before  this 
Committee  to  offer  our  views— and  our  cooperation— on  ways  to  lower  the  federal  deficit 
through  equitable  reductions  in  Medicare  outlays  for  laboratory  testing.  In  1984,  we 
assisted  in  the  development  of  the  Medicare  fee  schedule,  which  substantially  reduced 
the  amounts  that  Medicare  paid  laboratories.  In  1987,  1989,  and  1990,  we  worked  with 
Congress  in  suggesting  other  savings  that  could  be  achieved  through  a  lowering  of  the 
national  limitation  amounts.  In  fact,  as  a  result  of  the  budget  agreement  reached  in 
1990,  a  proposal  that  ACLA  supported,  clinical  laboratories  will  absorb  cuts  of  over  $1.2 
billion  between  1991  and  1996.V  ACLA  has  participated  in  this  process  because  we 
recognize  our  responsibility  to  help  reduce  the  mounting  federal  deficit. 

Now,  however,  the  Administration  has  suggested  still  further  cuts  in  laboratory 
reimbursement.  In  the  recent  message  budget  submitted  to  Congress,  the  Administration 
has  proposed  reducing  the  cap  on  the  laboratory  fee  schedules,  from  their  current  level 
of  88  percent  of  the  fee  schedule  medians,  to  76  percent  of  the  medians.  Further,  while 
OBRA'90  limited  the  CPI  update  to  2  percent,  the  Administration  recommends  limiting 
the  update  further,  "as  needed,  to  more  accurately  reflect  current  market  factors." 

In  view  of  past  cuts  suffered  by  laboratories  and  rising  laboratory  costs,  ACLA 
must  object  to  these  proposals.  ACLA  does  not  wish,  however,  simply  to  appear  today  to 
say  that  there  should  be  no  changes  in  laboratory  reimbursement.  ACLA  has  repeatedly 
urged  that  certain  structural  changes  be  instituted  in  the  industry  through  passage  of  a 
federal  direct  billing  law,  which  would  prohibit  laboratories  from  billing  physicians  for 
non-Medicare  testing.  Under  current  practice,  physicians  mark-up  the  laboratory's 
charge  for  this  testing  when  billing  patients  and  third-party  payors.  If  enacted,  this 
legislation  will  result  in  a  more  efficient  laboratory  market  that  will  ultimately  benefit 
all  payors,  including  Medicare,  by  eliminating  mark-up  and  lowering  utilization.  Indeed, 
if  direct  billing  becomes  a  reality,  ACLA  would  be  pleased  to  work  with  this  Committee 
in  determining  how  additional,  equitable  reductions  in  laboratory  reimbursement  could  be 
achieved.  Without  the  enactment  of  direct  billing,  however,  the  Administration's 
proposals  will  injure  the  quality  of  laboratory  testing  that  Medicare  beneficiaries 
currently  enjoy. 

In  our  testimony  today,  we  would  first  like  to  give  some  background  on  the  history 
of  laboratory  reimbursement  under  Medicare.  Then,  we  will  address  the  Administration's 
current  proposals.  Finally,  we  will  suggest  our  own  proposal  for  reform  of  the  laboratory 
reimbursement  system. 

I.      Laboratories  Have  Endured  Cuts  in  Reimbursement  and  Rising  Costs 

Laboratory  testing  is  an  important,  life-saving  and  cost-containing  health  care  tool, 
which  permits  the  early  detection  and  treatment  of  a  variety  of  conditions.  Laboratory 
testing  has  been  instrumental  in  allowing  for  the  early  diagnosis  of  such  recently 
discovered  diseases  as  AIDS  and  Hepatitis  C.  Other  tests,  such  as  therapeutic  drug 
monitoring  ("TDM")  assays,  are  used  routinely  to  track  the  effects  of  medications 
prescribed  for  cancer  and  other  serious  illnesses.  Concern  about  coronary  heart  disease 
has  caused  an  increased  awareness  of  the  need  to  perform  regular  cholesterol  testing  and 
related  measurements  of  HDL  and  LDL. 


1/  Committee  on  Ways  and  Means,  Overview  of  Entitlement  Programs  ("The  Green 
Book")  at  209  (1991).  See  Appendix  1  to  this  testimony  for  a  summary  of  recent  cuts 
in  Medicare  laboratory  reimbursement. 
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The  early  diagnosis  and  treatment  permitted  by  appropriate  testing  ultimately 
saves  money  for  all  health  care  payors,  including  Medicare.  For  example,  recent  reports 
have  indicated  that  a  simple  blood  test  may  be  more  effective  in  detecting  prostate 
cancer  than  current  methods,  thereby  permitting  earlier  treatment  and  avoiding  the  need 
for  costly  surgery.  Indeed,  the  greatest  value  of  clinical  testing  is  its  ability  to  lead  to 
the  early  diagnosis  of  disease  and  to  prompt,  cost-effective  treatment.?7 

Moreover,  laboratory  testing  is  relatively  inexpensive  today,  at  least  when  offered 
by  independent  clinical  laboratories.  For  example,  the  government  estimates  that  in 
1992  Medicare  will  spend  only  $56.17  per  Medicare  enrollee  for  independent  laboratory 
services,  as  opposed  to  $1319.41  for  physician  services,  $404.53  for  outpatient  hospital 
services  and  $151.97  for  group  practice  prepayment  services.  Part  B  payments  for  all 
services  are  estimated  to  be  $1,934.09  per  enrollee.^7  Thus,  independent  laboratory 
services  account  for  less  than  3  percent  of  this  amount. 

Furthermore,  since  1984,  laboratories,  like  many  provider  groups,  have  repeatedly 
had  to  confront  reduced  reimbursement.  The  caps  on  the  fee  schedules,  which  were 
initially  set  at  115  percent  of  the  fee  schedule  medians  by  COBRA'86,  were  subsequently 
reduced  to  100  percent  by  OBRA'87;  to  93  percent  by  OBRA'89;  and  then  to  88  percent 
by  OBRA'90.  At  the  same  time,  there  have  also  been  reductions  in  the  CPI  updates  and 
freezes  on  other  payments.  Medicare  reimbursement  of  laboratory  testing  is  now  only  a 
fraction  of  what  it  was  in  1984  when  the  fee  schedules  were  first  implemented. 

Appendix  1,  which  is  attached  to  this  testimony,  shows  the  impact  of  these  repeated 
cuts  in  reimbursement  for  clinical  laboratory  services.  The  five  different  budget  bills 
enacted  between  1984  and  1990  cut  clinical  laboratory  reimbursement  by  an  estimated 
$3.5  billion.  The  Administration's  latest  budget  request  would  impose  almost  $4  billion  in 
additional  cuts.  Such  repeated  cuts  cannot  help  but  have  some  effect  on  quality,  access 
and  the  ability  of  laboratories  to  serve  rural  and  low-volume  areas. 

At  the  same  time,  the  costs  of  laboratory  testing  have  increased  substantially.  For 
example,  as  a  result  of  the  emergence  of  AIDS  and  Hepatitis  B,  laboratories  now  take 
additional  precautions  to  protect  workers  from  bloodborne  pathogens,  as  required  by  the 
Occupational  Safety  and  Health  Administration,  including  paving  for  workers' 
vaccinations  against  Hepatitis  B.  Laboratories  do  not  argue  with  the  need  to  protect 
workers  from  the  risks  associated  with  these  diseases;  however,  implementing  these 
precautions  is  expensive.  Other  regulations,  including  those  related  to  medical  waste 
removal  and  treatment,  have  added  further  to  laboratory  expenditures. 

In  addition,  the  laboratory  industry  is  highly  labor  intensive  and  salaries  for  skilled 
individuals  necessary  to  conduct  testing  have  grown  in  the  past  few  years.  Between  1985 
and  1991,  the  average  earnings  of  an  individual  employed  in  the  health  care  field 
increased  by  about  38  percent.?7  The  number  of  individuals  employed  in  the  laboratory 
industry  over  the  past  five  years  rose  by  over  42  percent.*7  Thus,  laboratory  labor  costs 
have  escalated  dramatically  over  the  past  five  years. 

New  federal  workload  limitations  in  the  area  of  cytology  will  only  further  increase 
these  costs.  For  example,  AC  LA  members  report  that  over  the  past  two  years,  salaries 
for  cytotechnologists  alone  doubled  due  to  the  shortage  of  qualified  individuals. 
Moreover,  the  new  CLIA  regulations,  though  reportedly  not  nearly  as  comprehensive  as 
ACLA  had  hoped,  will  still  place  some  additional  financial  burdens  on  laboratories. 


2/  Over  the  past  year  and  a  half,  ACLA  has  sponsored  a  series  of  informational 
breakfasts  for  Members  of  Congress  and  staff  on  significant  issues  related  to 
laboratory  testing.  Our  last  breakfast  took  place  on  March  11,  1992  and  addressed 
the  role  of  laboratory  testing  in  preventive  health  care.  We  hope  all  Members  of 
the  Committee  will  be  able  to  join  us  at  future  presentations. 

3/  Board  of  Trustees,  Federal  Supplementary  Medical  Insurance  Trust  Fund,  1991 
Annual  Report  of  the  Board,  at  43. 

4/  See  Statistical  Abstract  of  the  United  States,  1991  at  410;  Bureau  of  Labor 
Statistics,  U.S.  Dept.  of  Labor,  Employment  and  Earnings,  December  1991,  at  107. 

5/  See  Statistical  Abstract  of  the  United  States,  1991  at  783;  Bureau  of  Labor 
Statistics,  U.S.  Dept.  of  Labor,  Employment  and  Earnings,  December  1991  at  61. 
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Such  increasing  costs,  when  coupled  with  reductions  in  reimbursement,  cannot  help 
but  have  some  effect  on  the  ability  of  laboratories  to  offer  efficient,  high  quality 
laboratory  testing  to  all  those  who  need  it. 

II.  The  Administration's  Planned  Laboratory  Cuts  are  Unfair. 

Given  this  history  of  reductions  in  reimbursement  and  increases  in  costs,  ACLA 
believes  that  the  Administration's  current  proposal  to  cut  laboratory  reimbursement  even 
further  is  clearly  unwarranted.  The  Administration  suggests  that  its  proposals  would 
reduce  laboratory  payments  by  $310  million  in  the  first  year  and  almost  $4  billion  over 
five  years.  As  noted  above,  the  Administration's  current  proposal  would  cut  payments  by 
more  than  the  total  of  all  the  cuts  imposed  on  laboratories  since  1984. 

Further,  while  laboratory  expenditures  reportedly  only  amount  to  about  5  percent 
of  all  Part  B  expenditures,  laboratories  account  for  about  72  percent  of  the  Part  B 
provider  cuts  proposed  by  the  Administration.  No  other  provider  group,  except  for 
hospitals,  is  being  asked  to  take  as  large  a  dollar  cut  as  clinical  laboratories.  In  view  of 
the  cuts  in  reimbursement  that  laboratories  have  suffered  over  the  past  eight  years, 
these  latest  proposals  seem  clearly  unfair  and  punitive. 

Finally,  we  must  also  object  to  the  Administration's  proposal  to  further  limit  the 
CPI  update  that  laboratories  would  otherwise  receive.  As  noted  above,  under  OBRA'90, 
this  update  was  capped  at  2  percent  until  1994,  at  which  time  it  was  to  reflect  the  full 
increase  in  the  CPI.  The  Administration's  latest  proposal  does  not  even  suggest  how  the 
current  2  percent  update  is  to  be  changed.  Indeed,  ACLA  cannot  determine  whether  the 
update  would  be  more  than  2  percent  or  less,  as  a  result  of  this  proposal.  We  do  not  think 
such  vague  suggestions  can  make  for  good  budget  policy. 

III.  Congress  Should  Adopt  Direct  Billing  Legislation 

ACLA  believes  that  the  impetus  for  the  Administration's  proposals  is  a  report 
issued  last  year  by  the  General  Accounting  Office  ("GAO")  that  suggested  that 
laboratories  earn  more  on  Medicare  testing  than  on  testing  provided  to  physicians  for 
their  non-Medicare  patients.  ACLA  members  cooperated  with  the  GAO  and  supplied 
much  of  the  financial  information  on  which  the  GAO  report  is  based. 

ACLA  believes  that  in  a  number  of  respects,  however,  the  GAO  failed  to  properly 
allocate  costs  or  consider  many  of  the  cost  increases  that  are  discussed  above.  Thus,  the 
GAO  may  have  overstated  substantially  the  differences  between  what  laboratories  earn 
on  Medicare  and  non-Medicare  testing. 

Nonetheless,  the  GAO  has  identified  a  structural  problem  in  the  laboratory 
industry,  which  ACLA  itself  has  pointed  out  in  testimony  before  this  Committee.  This 
structural  problem  occurs  because  the  current  market  system  permits  physicians  to 
demand  and  obtain  large  discounts  from  laboratories  for  non-Medicare  testing. 
Physicians  then  mark  up  these  discounted  prices  by  a  substantial  amount  when  they  bill 
patients  and  third-party  payors  for  the  purchased  tests,  even  though  the  physician  plays  a 
relatively  small  role  in  the  testing  process.  In  response  to  this  pressure  to  discount, 
many  laboratories  have  had  to  charge  third-party  payors  and  patients  more  than 
doctors.  Medicare,  however,  still  enjoys  a  substantial  discount  from  the  prices  paid  by 
these  payors. 

In  short,  the  GAO's  findings  demonstrate  the  following  interplay  of  forces  in  the 
laboratory  industry.  Physicians  act  as  brokers,  paying  the  lowest  amount  for  tests 
because  they  control  the  volume  of  testing.  Physicians  then  bill  third-party  payors  and 
patients  more  than  the  laboratory  charges.  Medicare  pays  the  next  lowest  amount,  as 
the  government  has  protected  itself  through  implementation  of  the  fee  schedules  and  the 
national  limitation  amounts.  Finally,  patients  and  third-party  payors  usually  pay  the 
most,  either  because  they  pay  the  physician's  mark-up  or  because  they  bear  the  higher 
costs  that  laboratories  are  forced  to  pass  on  to  offset  shrinking  Medicare  revenues  and 
physician  discounts. 

This  structural  problem  demands  a  structural  solution— implementation  of  a  direct 
billing  mandate  that  will  remove  physicians  from  their  role  as  "brokers"  of  laboratory 
testing.  Simply  reducing  Medicare  reimbursement,  as  the  Administration  proposes, 
without  addressing  this  basic  structural  problem,  will  only  make  the  situation  worse,  by 
forcing  laboratories  to  raise  prices  further  where  they  can—to  third-party  payors  or 
patients.  The  real  solution  to  this  problem  is  to  remove  the  physician  from  his  or  her 
pivotal  role  in  the  process.  Thus,  the  federal  government  should  do  for  the  private  sector 
what  it  did  long  ago  for  Medicare:  require  laboratory  direct  billing  to  patients  and  third 
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parties  by  prohibiting  laboratories  from  billing  physicians.  This  solution  will  eliminate 
physician  mark-up  and  the  physician-generated  price  pressure  on  independent 
laboratories.  Laboratories  could  then  adopt  a  more  rational  pricing  system  that  would 
benefit  third-party  payors,  patients  and  Medicare. 

IV.  Conclusion 

ACLA  is  anxious  to  participate  with  the  Administration  and  the  Committee  in 
addressing  concerns  about  clinical  laboratory  reimbursement.  We  believe,  however,  that 
it  is  important  to  find  long-term  solutions,  not  just  easy  answers.  Wholesale  slashing  of 
the  Medicare  fee  schedule  is  not  appropriate,  because  it  will  only  exacerbate  the 
problems  that  exist  today.  Federal  implementation  of  a  direct  billing  mandate,  coupled 
with  appropriate  reductions  in  the  Medicare  fee  schedules,  is  the  most  reasonable  and 
equitable  way  of  dealing  with  these  concerns.  We  look  forward  to  working  with  you  to 
achieve  these  goals. 
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TESTIMONY  OF  THE  AMERICAN  SOCIETY  OF  ANESTHESIOLOGISTS 

The  American  Society  of  Anesthesiologists  (ASA),  which  represents 
more  than  30,000  physicians  nationwide,  appreciates  the  opportunity  to 
submit  a  statement  for  the  record  on    President  Bush's  fiscal  year  1993  (FY 
93)  budget  proposals.   Even  though  the  specialty  of  anesthesiology  has  been 
subjected  to  a  towering  list  of  Medicare  reductions  in  the  past  decade, 
culminating  with  a  29  percent  cut  under  the  new  Medicare  Fee  Schedule,  the 
Administration  is  once  again  targeting  anesthesia  services.    The  Office  of 
Management  and  Budget  (OMB)  proposes  to  sharply  reduce  payments  for 
anesthesiologists  working  with  certified  registered  nurse  anesthetists 
(CRNAs)  by  in  effect  eliminating  the  portion  of  the  fee  historically 
apportioned  for  medical  direction. 

When  an  anesthesiologist  medically  directs  CRNAs  providing  care  in 
more  than  one  surgical  case  concurrently,  Medicare  reimbursement  is  as 
follows:   the  CRNA  is  paid  by  applying  a  fee  schedule  conversion  factor  to 
full  base  and  time  units  and  the  anesthesiologist  is  paid  by  applying  a  fee 
schedule  conversion  factor  to  reduced  base  units  and  half  of  the  time  units. 
OMB  proposes  to  eliminate  this  congressionally-mandated  methodology  for 
the  anesthesiologist  and  limit  the  medical  direction  fee  to  the  difference 
between  the  payment  if  the  anesthesiologist  had  personally  performed  the 
service  and  the  fee  schedule  payment  to  the  CRNA.  (An  example  of  the 
proposal  is  discussed  later.) 

ASA  opposes  OMB's  proposed  reduction  in  medical  direction  payments 
which  would  mean  reimbursement  reductions  of  greater  than  50  percent  for 
anesthesiologists  who  do  not  employ  the  CRNAs  they  medically  direct,  and 
about  30  percent  for  those  who  employ  the  CRNAs.  This  policy  would,  by 
providing  such  a  perverse  incentive,  dictate  employment  relationships  and 
jeopardize  the  continuation  of  the  care  team,  which  is  the  predominant 
mode  of  anesthesia  care  in  this  country. 

This  is  not  a  new  initiative,  but  one  which  the  Administration  has 
recommended  --  and  the  Congress  rejected  --  over  several  budget  cycles. 
The  proposal  is  inequitable,  unnecessary  and  should  again  be  rejected. 

ASA's  statement  will  address  the  background  of  recent  reductions  in 
Medicare  reimbursement  for  anesthesia  services,  the  history  of  this 
particular  proposal,  the  importance  of  the  anesthesia  care  team,  the  need 
for  medical  direction  and  our  concern  with  the  OMB  recommendation  to 
virtually  eliminate  payment  for  medical  direction. 


MEDICARE  SAVINGS  FROM  ANESTHESIA  SERVICES 

ASA  has  worked  with  this  Committee  over  the  years  to  achieve 
significant  budget  savings.    We  certainly  never  welcomed  reductions  but 
we  have  been  realistic  and  have  always  offered  alternative  savings 
proposals  in  response  to  various  OMB  initiatives.  There  has  to  come  a  time 
however,  when  the  end  is  reached,  and  this  year,  after  the  unanticipated  29 
percent  reduction  under  the  Medicare  Fee  Schedule  (MFS),  ASA  must  state 
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that  time  has  come.  Consider  the  past  six  years  of  Medicare  reductions  for 
anesthesia  services: 

•OBRA  '86  ratified  HCFA  regulations  halving  the  base  units  for  cataract 
anesthesia  from  8  units  to  4  units.    Five  year  savings:   $405  million. 

•OBRA  '87  mandated  base  unit  reductions  for  those  anesthesiologists 
medically  directing  nurse  anesthetists:    Three  year  savings:  $35  million. 

•OBRA  '89  mandated  the  use  of  actual  anesthesia  time,  as  opposed  to 
rounding  up  to  the  next  whole  unit:   Five  year  savings:   $245  million. 

•OBRA  '90  cut  the  average  anesthesia  prevailing  conversion  factor  by  7 
percent,  applied  on  a  zero  to  15  percent  sliding  scale  and  extended  the  base 
unit  reductions  for  medical  direction  services:    Five  year  savings:  $285 
million. 

•Medicare  Fee  Schedule:  Anesthesia  services  receive  the  largest  reduction 
of  any  specialty  --  minus  29  percent  for  operating  room  services. 

These  reductions  are  all  the  more  dramatic  because  anesthesia 
services  account  for  less  than  5  percent  of  Medicare  allowed  charges,  or 
about  $1.2  billion  per  year.    In  fact,  a  recent  article  in  the  Journal  of  the 
American  Medical  Association  (JAMA)  reviewed  the  growth  in  Medicare 
allowed  charges  from  1985  through  1988.    During  that  period  allowed 
charges  for  anesthesiology  increased  at  a  significantly  lower  rate  than 
other  specialties: 

Average  Annual  Growth  Rate  (%) 
1985  through  1988 

Anesthesiology  7.7 
All  physicians  12.3 

This  data  not  only  shows  the  effects  of  the  fee  freeze,  OBRA  '86  and  OBRA 
'87  reductions,  but  illustrates  the  anesthesiologists'  inability  to  increase 
volume  in  response  to  payment  reductions  per  service.    Remember  that  this 
data  does  not  even  include  the  more  severe  reductions  since  1988, 
particularly  the  29  percent  cut  imposed  by  the  Medicare  Fee  Schedule. 
There  is  no  rationale  for  further  cuts  to  this  specialty. 


MEDICARE  PAYMENT  FOR  MEDICAL  DIRECTION 

This  recycled  proposal  from  OMB  to  cap  payments  to  the  anesthesia 
care  team  does  not  take  into  account  either  the  significant  reductions 
already  imposed  on  the  specialty,  nor  the  congressional  history  of 
reimbursement  for  medical  direction  payments,  CRNA  payments,  and  supporl 
of  the  care  team  mode  of  practice. 

It  has  been  the  intent  of  Congress  to  provide  an  incentive  for  medical 
direction  and  utilization  of  the  anesthesia  care  team.    In  1983,  the  hospital 
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prospective  payment  system  mandated  payment  options  for  nurse 
anesthetists  specifically  so  that  there  would  be  no  disincentives  to 
utilization  of  CRNAs  in  very  small,  rural  hospitals  or  of  the  care  team  in 
other  settings.    Therefore,  prior  to  implementation  of  the  CRNA  Part  B 
payments  in  early  1989,  the  reimbursement  for  care  team  anesthesia  was 
determined  as  follows: 

If  the  anesthesiologist  employed  the  CRNA,  the  anesthesiologist 
billed  as  if  the  case  were  personally  performed.   The  CRNA 
salary/benefits  was  paid  out  of  the  physician  billings. 

If  the  hospital  employed  the  CRNA  (or  the  CRNA  was  self-employed), 
the  anesthesiologist  billed  on  the  basis  of  30-minute,  vs.  15-minute, 
time  units;  this  time  differential  was  considered  to  account  for  the 
"cost  of  employment."  The  CRNA  was  paid  under  Part  A  via  a  DRG 
pass-through. 

•OBRA  '86  mandated  direct  Part  B  payment  to  certified  registered  nurse 
anesthetists  (CRNAs),  to  be  effective  in  1989. 

•OBRA  '87  mandated  cuts  in  medical  direction  payments  for  concurrent 
procedures  which  reduced  the  base  units  by  10  percent  in  the  case  of  two 
procedures;  25  percent  in  the  case  of  three  procedures;  and  40  percent  in 
the  case  of  four  procedures.   The  Congress  placed  a  sunset  on  this  provision, 
thereby  opening  the  issue  for  discussion  again  in  1990.   ASA  supported  this 
provision  in  the  context  of  the  1987  reconciliation  process. 

•In  1989  the  CRNA  Part  B  fee  schedule  was  implemented. 

•OBRA  '89:  OMB  proposed  to  revise  and  expand  the  OBRA  '87  reductions  to 
30  percent,  40  percent,  and  50  percent  respectively,  and  apply  the  reduction 
to  the  total  charge  (base  and  time  units). 

This  proposal  was  rejected  by  the  Ways  and  Means  Committee  the 
Energy  anc  Commerce  Committee  and  the  Finance  Committee 
during  the  FY  90  budget  process. 

•OBRA  '90:   OMB  again  proposed  reductions  in  payment  for  medical  direction 
in  the  form  of  a  cap  on  total  payment  to  the  anesthesia  care  team  (that  is 
the  total  to  the  CRNA  and  the  anesthesiologist)  at  the  amount  which  would 
have  been  paid  if  an  anesthesiologist  alone  had  provided  the  care. 

This  proposal,  the  same  one  being  discussed  today,  was  rejected 
by  the  Ways  and  Means  Committee,  the  Energy  and  Commerce 
Committee  and  the  Finance  Committeee.  The  Congress  chose 
instead  to  extend  the  OBRA  '87  reductions  until  January  1996. 

•OBRA  '90  also  increased  the  CRNA  fee  schedule  at  a  cost  of  $385  million 
over  five  years.   The  fact  that  Medicare  pays  more  for  a  care  team 
anesthetic  than  for  one  which  is  personally  performed  is  attributable  to 
the  advent  and  increase  in  Part  B  reimbursement  for  the  CRNAs,  while 
anesthesiologists  have  seen  payments  reduced  each  year.  However,  as  the 
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Congress  considered  both  medical  direction  and  CRNA  payment  revisions  in 
the  same  legislation,  the  resulting  increases  in  care  team  payments  were 
apparently  viewed  as  necessary  to  maintain  the  needed  care  team  delivery 
system. 

•FY  92.   OMB  again  proposed  the  cap,  or  single  fee  for  anesthesia  services, 
in  the  budget.    There  was  no  reconciliation  bill  in  1991. 


ANESTHESIA  SERVICES  AND  MEDICAL  DIRECTION 

We  would  like  to  comment  briefly  on  the  components  of  an  anesthetic 
service  because  we  believe  this  speaks  directly  to  the  differences  between 
anesthesiologists  and  nurse  anesthetists  and  the  subsequent  need  for 
medical  direction.   The  issue  of  payment  to  the  care  team  turns  on  the  need 
for  medical  direction. 

Anesthesiology  is  a  specialty  based  on  sophisticated  pharmacologic 
and  physiologic  interaction:    patient  safety  must  always  be  at  the  forefront. 
Patient  care  in  anesthesia  involves  three  distinct  phases,  all  of  which 
constitute  the  practice  of  medicine  and  require  the  knowledge  and  training 
of  a  qualified  physician.  The  preoperative  phase  involves  a  physical 
examination  and  history  with  particular  reference  to  previous  anesthetics, 
concomitant  diseases  and  drug  therapy,  ordering  and  interpretation  of  non- 
routine  tests,  and  prescription  of  drugs  to  implement  the  anesthesia  plan. 

The  intraoperative  phase  includes  the  medical  management  of  the 
patient's  care  from  anesthetic  induction  through  emergence,  including 
monitoring  and  sustaining  the  patient's  vital  functions,  as  well  as 
diagnosing  and  immediately  treating  any  life-threatening  complications. 
The  anesthesiologist  is  also  responsible  for  the  post-operative  care  during 
the  patient's  recovery  from  anesthesia. 

The  respective  training  and  clinical  capacities  of  anesthesiologists 
and  CRNAs  are  significantly  different.    Although  the  technical  tasks 
performed  by  practitioners  in  the  two  disciplines  can  and  do  overlap,  the 
critical  distinction  lies  in  the  anesthesiologist's  capacity  to  form  and  apply 
medical  judgments. 

ANESTHESIA  CARE  TEAM 

The  anesthesia  care  team  mode  of  practice  provides  efficient  and  safe 
anesthesia  care.    It  developed  for  a  number  of  reasons,  including  regional 
and  institutional  preferences  and  the  simple  fact  that  there  have  never  been 
a  sufficient  number  of  anesthesiologists  to  provide  care  for  all  surgical 
patients.   The  specialty  has  grown  at  a  healthy  rate,  but  we  do  not  believe 
there  will  ever  be  enough  anesthesiologists,  particularly  in  rural  and  inner 
city  hospitals,  to  justify  elimination  of  the  care  team.    Furthermore,  beyond 
manpower  concerns,  many  anesthesiologists  prefer  to  practice  in  the  care 
team  because  of  the  immediate  availability  of  two  providers  when  there  are 
problems. 
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The  care  team  involves  collaboration  by  nurse  anesthetists  and 
anesthesiologists  in  concurrent  cases.    There  are  distinct  requirements  in 
the  Medicare  regulations  which  the  anesthesiologist  must  meet  in  order  to 
be  reimbursed  for  medical  direction  services.   These  are  important  and  help 
to  describe  the  components  of  the  service: 


1.  perform  a  pre-anesthesia  examination  and  evaluation; 

2.  prescribe  the  anesthesia  plan; 

3.  personally  participate  in  the  most  demanding  procedures  in  the 
anesthesia  plan,  including  induction  and  emergence; 

4.  ensure  that  any  procedures  in  the  anesthesia  plan  that  he  or  she 
does  not  perform  are  performed  by  a  qualified  individual; 

5.  monitors  the  course  of  anesthesia  administration  at  frequent 
intervals; 

6.  remain  physically  present  and  available  for  immediate  diagnosis 
and  treatment  of  emergencies;  and 

7.  provides  indicated  post-anesthesia  care. 


Furthermore,  an  anesthesiologist  engaged  in  medical  direction  cannot  be 
personally  administering  another  anesthetic. 

For  anesthesiologists  providing  medical  direction  in  concurrent  cases, 
the  need  to  be  fully  aware  of  the  medical  condition  and  progress  of  the 
anesthetic  of  more  than  one  patient  adds  responsibilities  and  risks. 

This  medical  care  should  and  must  be  appropriately  reimburse 


IMPACT  OF  THE  QMB  PROPOSAL 

Consider  the  impact  of  the  cap  or  single  fee  proposal  under  current 
law  and  reimbursement  rates: 


Hernia  Repair,  90  minutes: 
 1991 


1996 


1996  with  QMB  Cap 


M.D.  alone 


$190.00 


$139.40 


Team  1:2 
Total 
M.D. 
CRNA 


$230.40 
$125.40 
$105 


$189.60 
$  92.00 
$  97.60 


$139.40 
$  41.80 
$  97.60 


This  assumes:    1)   in  1991  the  national  average  conversion  factor  for 
anesthesiologists  was  $19.00;    2)    the  fully  phased-in  MFS  conversion  facto 
of  $13.94  for  the  physician,  and,  3)  $9.76  for  the  nurse.   (OBRA  '90  sets  the 
reimbursement  for  medically  directed  CRN  As  at  70  percent  of  the  physician 
rate;  70%  of  $13.94  =  $9.76.) 
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The  anesthesiologist  is  left  with  about  $27  per  hour  per  case  --  under 
this  example,  even  three  concurrent  cases  falls  short  of  the  payment  for  one 
personally  administered  case.    Clearly,  only  disincentives  to  care  team 
practice  would  remain.    Even  modest  redivision  of  the  payment,  as  we 
understand  the  Administration  may  propose,  will  not  mitigate  these  drastic 
reductions.    The  ASA  must  state  that  medical  direction  services  cannot  be 
provided  under  this  scenario. 

The  Administration  makes  no  recommendations  other  than  to  limit 
payment.   Considerations  as  to  employment,  access  to  care,  manpower  and 
the  viability  of  this  needed  anesthesia  delivery  team  must  also  be  addressee 
when  this  proposed  policy  is  discussed. 


PHYSICIAN  PAYMENT  REVIEW  COMMISSION 

The  Physician  Payment  Review  Commission  (PPRC)  studied  payments 
to  the  anesthesia  care  team.   PPRC  stated  in  its  1991  Report  to  Congress 
that  "it  is  not  economically  viable  under  current  CRNA  payment  policy  to 
implement  a  system  that  pays  the  same  per  case  regardless  of  practitioner 
inputs.    Either  the  CRNA  payment  at  70  percent  of  the  nonmedically  directed 
level  is  too  high,  or  team  care  is  not  a  viable  practice  arrangement.  The 
Commission  believes  that  supervising  anesthesiologists  should  be  paid 
enough  to  make  it  worthwhile  to  supervise  CRNAs,  whether  as  employers  of 
CRNAs  or  as  members  of  care  teams  working  with  hospital-employed  CRNAs 
CRNAs  should  also  receive  a  fair  payment  for  their  part  as  care  team 
members."   (page  227)   If  there  is  to  be  further  study  of  the  anesthesia  care 
team,  the  PPRC  would  be  the  most  appropriate  body. 
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MEDICARE  FEE  SCHEDULE  ISSUES 

ASA  would  also  like  to  use  this  opportunity  to  comment  on  two  issues 
contained  in  the  MFS  final  regulation:   anesthesia  time  and  reimbursement 
for  the  services  of  teaching  anesthesiologists  working  with  two  residents. 

This  Committee  was  extremely  supportive  of  ASA  efforts  to  retain  th< 
use  of  actual  anesthesia  time  under  the  Medicare  Fee  Schedule.  Both 
legislative  history  and  common  sense  support  the  retention  of  the  ASA 
Relative  Value  Guide,  base  units  plus  time,  under  the  MFS.  HCFA,  on  the 
other  hand,  wants  to  use  average  anesthesia  times.   While  the  input  of  this 
Committee  was  successful  in  continuing  actual  time  in  1992,  HCFA  clearly 
intends  to  move  to  average  time  in  the  near  future.    Retention  of  actual  time 
is  budget  neutral  and  consistent  with  the  intent  of  OBRA  '89.   We  must 
stress  that  positive  legislative  language  requiring  the  use  of  actual 
anesthesia  time  under  the  MFS  is  needed  to  halt  HCFA  from  ignoring  OBRA 
'89,  and  we  ask  for  your  assistance  in  achieving  a  permanent  solution  to  this 
issue. 

The  MFS  regulation  also  indicates  that,  in  1994,  the  reimbursement 
for  anesthesiologists  practicing  in  teaching  settings  with  residents  will  be 
changed.    Currently,  an  attending  anesthesiologist  working  with  two 
residents  concurrently  is  reimbursed  as  if  the  case  were  personally 
performed,  i.e.,  the  base  and  time  unit  reductions  for  working  with  CRNAs 
are  not  applied. 

The  teaching  of  residents  is  clearly  different  from  the  provision  of 
medical  direction.    There  is  a  long  history  of  teaching  two  residents  -  this 
is  not  a  recent  development  or  an  attempt  to  game  the  system.   In  fact,  it  is 
clearly  driven  by  the  need  to  teach  appropriately,  not  to  gain 
reimbursement,  because  the  profession  self-limits  to  no  more  than  two 
concurrent  residents. 

ASA  does  not  believe  that  changing  the  rules  for  anesthesiologists  so 
as  to  eliminate  full  reimbursement  for  two  concurrent  cases  creates  a  leve 
playing  field  among  teaching  physicians.   There  is  overlap  among  surgeries 
involving  surgical  residents  and  multiplicity  of  patients  in  medical 
settings.    It  would  be  extremely  disruptive  to  the  provision  of  care  in 
academic  institutions  and  to  the  nearly  5,000  anesthesiology  residents 
currently  in  the  system  to  reverse  the  existing  payment  system.  Although 
HCFA  recently  proposed  changing  the  reimbursement  of  academic  anesthesia 
so  that  medical  direction  rules  would  govern  cases  involving  two  residents, 
the  final  MFS  delays  such  an  action  for  two  years.  ASA  believes  the  delay 
should  be  permanent. 
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TESTIMONY  OF  THE 
ASSOCIATION  OF  AMERICAN  MEDICAL  COLLEGES 

The  Association  of  American  Medical  Colleges  (AAMC),  is  pleased  to  submit  testimony  for  the 
House  Ways  and  Means  Committee  hearing  on  the  administration's  FY  1993  budget  proposals 
and  the  President's  health  care  reform  plan.  The  AAMC  represents  all  of  the  nation's  medical 
schools,  92  faculty  societies,  and  over  350  major  teaching  hospitals  that  participate  in  the 
Medicare  and  Medicaid  programs.  In  federal  fiscal  year  1991,  nonfederal  members  of  the 
AAMC's  Council  of  Teaching  Hospital  (COTH)  accounted  for  nearly  6  percent  of  nonfederal 
acute  care  hospitals  with  over  2  million  Medicare  inpatient  discharges  and  over  1  million 
Medicaid  discharges. 

The  Administration's  FY  1993  Budget  Proposals 

The  AAMC  supports  the  Administration's  plans  for  modest  expansions  in  federal  programs  to 
increase  access  to  preventive  health  services  for  selected  populations.  The  Administration's 
interest  in  disease  prevention  and  health  promotion  is  critical  in  making  America  a  healthier 
nation. 

The  Administration's  Medicare  budget  proposals  would  further  reduce  the  growth  in  Medicare 
program  expenditures  by  $1.2  billion  in  FY  1993  and  by  an  additional  $10.8  billion  over  5 
years.  These  savings  would  be  achieved  through  a  variety  of  proposals  including:  moving  the 
hospital  payment  update  from  Oct.l  to  Jan.l,  thereby  causing  a  3  month  delay  in  hospital 
payment  updates;  setting  a  single  fee  for  anesthesia  services,  regardless  of  whether  an 
anesthesiologist  personally  performs  the  service  or  medically  directs  a  certified  registered  nurse 
anesthetist;  capping  clinical  laboratory  fee  schedule  amounts;  and  reducing  durable  medical 
equipment  payments.  The  AAMC  strongly  opposes  these  proposed  reductions. 

Over  this  same  S  year  period  there  are  an  additional  $1.9  billion  in  savings  included  in  the 
administration's  supplementary  budget  documents.  In  these  documents,  budget  savings  are 
recommended  by  extending  a  10  percent  reduction  in  Medicare  capital  payments  after  the  budget 
neutrality  for  capital  expires  in  1995.  This  proposal  appears  shortly  after  the  hospital 
community,  the  administration,  and  the  Congress  worked  together  on  a  Medicare  prospective 
payment  system  for  inpatient  capital  related  costs.  This  new  system  became  effective  Oct.  1 
1991  and  the  impact  of  this  new  system  on  hospitals  is  uncertain.  The  AAMC  urges  the 
Congress  to  consider  carefully  the  consequences  of  further  reducing  a  new  payment  system  that 
has  only  begun  to  be  implemented.  The  AAMC  strongly  opposes  additional  constraints  on 
Medicare  payments  below  Medicare's  share  of  hospital  capital  investments  in  patient  care. 

The  President's  Health  Care  Reform  Plan 

Unlike  years  past,  the  President's  FY  1993  budget  submitted  to  Congress  Jan.  29  did  not  contain 
specific  proposals  to  reduce  Medicare  payments  to  teaching  hospitals.  However,  one  week  later 
the  President  unveiled  his  health  care  reform  package.  The  plan  would  be  phased  in  over  a  5 
year  period  with  an  estimated  cost  of  $100  billion.  A  promise  is  made  that  no  new  taxes  would 
be  needed  to  pay  for  the  proposal.  Although  the  financing  mechanisms  are  somewhat  vague, 
there  are  38  pages  devoted  to  "Making  the  System  More  Cost-Effective. "  The  President 
maintains  his  proposed  policy  changes  would  reduce  Medicare's  annual  growth  rate  without 
affecting  beneficiary  services.  The  AAMC  is  greatly  concerned  that  teaching  hospitals  would 
be  negatively  affected  if  the  options  in  the  subsection  titled  "Making  Public  Programs  More 
Efficient"  were  adopted.  Specifically,  the  proposal  states: 

Recapturing  Unreimbursed/Uninsured  Care  Subsidies  as  Health  Insurance  Tax 
Credits  Expand  Access.  Many  hospitals  receive  Medicare  disproportionate  share 
payments  to  help  cover  the  uncompensated  care  they  provide  to  uninsured 
patients.  Medicare  DSH  payments  will  total  over  $2.3  billion  in  1992.  A 
significant  portion  of  the  $3.2  billion  provided  to  teaching  hospitals  in  fiscal  year 
1992  through  the  indirect  medical  education  adjustment  also  is  intended  to  help 
defray  uncompensated  care  costs.... 

As  the  new  health  insurance  tax  credits  and  tax  deductions  are  phased-in  -  to 
ensure  that  nearly  everyone  coming  into  a  hospital  has  insurance  -  these  subsidies 


56-553  0-92-22 


670 


would,  for  the  most  part  be  unnecessary.  With  insurance,  low  income  families 
will  be  able  to  afford  primary  care  on  an  ambulatory  basis  -  to  remain  in  good 
health  and  prevent  serious  illnesses  that  result  in  the  need  for  costly  hospital 
admissions....  Therefore  a  phase-down  to  IME  payments  to  rates  already 
recommended  by  ProPAC  should  be  possible  without  any  harm  to  teaching 
hospitals  as  the  burden  of  uncompensated  care  decreases  with  the  tax  credit  phase- 
in.... 

The  Purpose  of  the  Medicare  IME  Adjustment 

The  purpose  of  the  Medicare  indirect  medical  education  (IME)  adjustment  is  not  to  fund 
uncompensated  care.  In  addition  to  producing  primary,  secondary  and  tertiary  patient  care, 
teaching  hospitals  provide  an  environment  for  biomedical  research  and  medical  education. 
Congress  has  recognized  that  the  additional  missions  of  teaching  hospitals  increase  their  costs 
and  has  supplemented  Medicare  inpatient  payments  with  the  Medicare  indirect  medical  education 
adjustment.  However,  the  IME  adjustment  is  mislabeled  and  frequently  misunderstood.  While 
this  label  has  led  many  to  believe  this  adjustment  to  DRG  prices  compensates  teaching  hospitals 
solely  for  education,  its  purpose  is  much  broader.  Both  the  House  Ways  and  Means  and  the 
Senate  Finance  Committees  specifically  set  forth  the  rationale  behind  the  adjustment. 

This  adjustment  is  provided  in  light  of  doubts... about  the  ability  of  the  DRG  case 
classification  system  to  account  fully  for  factors  such  as  severity  of  illness  of  patients 
requiring  the  specialized  services  and  treatment  programs  provided  by  teaching 
institutions  and  the  additional  costs  associated  with  the  teaching  of  residents... the 
adjustment  for  indirect  medical  education  costs  is  only  a  proxy  to  account  for  a  number 
of  factors  which  may  legitimately  increase  costs  in  teaching  hospitals.  (See  House  Ways 
and  Means  Report,  Number  98-25,  March  4,  1983  and  the  Senate  Finance  Report, 
Number  98-23,  March  11,  1983.) 

Even  if  the  health  care  system  is  reformed,  these  legitimate  increases  in  costs  in  teaching 
hospitals  will  continue  to  exist.  In  recent  years  Congress  has  indicated  the  level  of  the  IME 
adjustment  should  support  the  broader  social  mission  of  teaching  hospitals  and  their  overall 
financial  performance  to  assure  access  and  maintain  quality  of  care  received  by  Medicare 
beneficiaries  and  other  patients.  Notwithstanding  this  broader  view,  the  AAMC  urges  the 
Congress  to  retain  the  original  purpose  of  the  IME  adjustment. 

The  Prospective  Payment  Assessment  Commission  Recommendation. 

The  President's  plan  states  that  a  "phase-down  of  IME  payments  to  rates  already  recommended 
by  Prospective  Payment  Assessment  Commission  (ProPAC)  should  be  possible  without  any  harm 
to  teaching  hospitals..."  Analysis  of  Medicare  Cost  Report  and  hospital  financial  data  by  the 
Commission's  staff  shows  current  policy  has  created  a  "rough  justice"  across  hospital  payment 
groups'  total  margins.  "Rough  justice  "  refers  to  a  policy  objective  of  assuring  the  overall 
financial  viability  of  teaching  hospitals,  as  measured  by  total  margins.  ProPAC  has  traditionally 
viewed  total  margins  as  one  of  the  several  factors  in  making  recommendations  on  the  level  of 
the  IME  adjustment.  In  the  Commission's  March  1991  Report  to  Congress  on  page  71 ,  ProPAC 
presented  analysis  showing  that  IME  payments  were  quite  effectively  targeted  toward  a  group 
of  hospitals  with  the  lowest  total  margins.  Data  (as  shown  in  attachments  1  and  2)  analyzed  by 
ProPAC  and  data  from  AAMC  Council  of  Teaching  Hospitals  (COTH)  suggest  any  reduction 
in  the  IME  adjustment  would  substantially  harm  teaching  hospitals.  The  data  set  fort  in  Figure 
1  illustrate  the  following: 

•  Total  margins  of  hospitals  receiving  both  IME  and  disproportionate  share  hospital 
(DSH)  payments  remained  stable  at  2.6  percent  in  the  sixth  and  seventh  years  of  PPS 
(1989  and  1990).  While  hospitals  that  received  both  IME  and  DSH  had  the  highest  PPS 
margins  in  both  years,  they  continued  to  report  the  lowest  total  margins. 

•  Hospitals  that  received  only  IME  payments  had  negative  aggregate  PPS  margins  in 
both  years  and,  excluding  the  IME/DSH  hospital  group,  had  the  lowest  total  margin  in 
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the  seventh  year  of  PPS.  The  IME  payment  only  group  was  the  single  payment  group 
for  which  total  margins  declined. 

•  Hospitals  that  received  only  DSH  payments  had  the  highest  total  margins  of  any 
payment  group  in  the  seventh  year  of  PPS,  which  increased  from  3.6  to  4.5  percent. 

A  reduction  in  the  IME  adjustment  would  substantially  reduce  COTH  hospitals'  PPS  and  total 
margins.  In  its  March  1992  Report  to  Congress,  ProPAC  will  recommend  a  3  year  phase-down 
of  the  Medicare  IME  adjustment  from  7.7  for  each  0. 1  increase  in  the  hospital's  ratio  of  interns- 
and-residents  to  beds  to  5.7  percent.  Whereas  the  President  would  use  IME  "savings"  to  finance 
some  of  his  proposed  health  care  reforms,  ProPAC  recommends  a  redistribution  of  the  dollars 
to  hospitals  that  receive  IME  payments  and  serve  a  disproportionate  share  (DSH)  of  low-income 
patients.  According  to  the  commission,  this  redistribution  would  improve  teaching  hospitals' 
overall  financial  viability  as  measured  by  total  margins. 

AAMC  analysis  of  the  estimated  impact  of  reducing  the  IME  adjustment  shows  on  average 
COTH  hospitals'  PPS  and  total  margins  would  decline  compared  to  current  payment  levels 
(Figure  2).  This  analysis  compares  actual  1990  margins  of  123  COTH  hospitals  calculated  at 
the  current  level  of  the  IME  adjustment  with  two  proposals:  1)  reduce  the  IME  adjustment  to 
5.7  percent  for  all  teaching  hospitals  and  redistribute  the  "savings"  to  hospitals  that  receive  both 
IME  and  DSH  payments  through  the  DSH  adjustment;  and  2)  reduce  the  IME  adjustment  to 
5.7  percent  for  all  teaching  hospitals  and  use  the  "savings"  to  finance  health  reform  or  reduce 
the  federal  deficit. 

On  average,  COTH  hospitals  that  receive  both  IME  and  DSH  payments  would  experience  a 
significant  decline  in  their  PPS  margins,  even  with  additional  DSH  payments,  and  their  total 
margins  would  also  decrease.  Of  the  $700  million  generated  by  reducing  all  teaching  hospitals' 
IME  adjustment  to  5.7  percent,  the  123  COTH  hospitals'  "share"  of  the  reduction  in  this 
analysis  is  $273  million,  but  only  $160  million  is  returned  to  the  COTH  hospitals  that  receive 
IME  and  DSH  payments  through  the  DSH  adjustment.  Thus,  the  average  aggregate  PPS  and 
total  margins  of  IME  and  DSH  hospitals  in  this  analysis  declined  from  8. 1  percent  to  6.5  percent 
and  from  2.7  percent  to  2.4  percent,  respectively.  Under  the  proposal  to  reduce  IME  payments 
for  deficit  savings  or  health  reform  financing,  average  PPS  and  total  margins  of  hospitals  that 
receive  both  IME  and  DSH  payments  would  fall  even  further  to  3  percent  and  1.7  percent, 
respectively. 

Hospitals  that  receive  only  IME  payments  would  be  particularly  harmed  under  either  IME 
proposal.  Their  average  PPS  margins  are  currently  at  break-even  and  would  fall  to  -4.6  percent. 
Total  margins  would  decline  one  percentage  point.  However,  it  is  important  to  note  that  total 
margins  would  in  most  cases  be  positively  effected  to  the  extent  that  uncompensated  care 
burdens  are  relieved  by  health  care  reform. 

The  IME  adjustment  is  an  important  equity  factor  in  the  Medicare  PPS,  compensating  teaching 
hospitals  for  the  severity  of  their  patients  illnesses',  the  scope  of  service  provided  and  the  impact 
of  educational  programs  on  hospital  operating  costs.  A  reduction  in  the  IME  adjustment  would 
hinder  teaching  hospitals'  future  capability  to  support  adverse  selection  within  DRGs,  high 
technology  care,  high  cost  services  for  referred  patients,  and  unique  community  services  such 
as  burn  and  trauma  units.  Analysis  by  government  and  private  researchers  has  consistently 
shown  an  empirical  basis  for  a  differential  payment  to  teaching  hospitals.  The  justification  for 
a  special  adjustment  for  these  institutions  traces  back  to  the  Medicare  routine  cost  limits  of  the 
late  1970s  and  the  inception  of  the  PPS  in  1983.  Even  if  the  health  care  system  is  reformed  to 
improve  access,  legitimate  cost  differences  between  teaching  and  nonteaching  hospitals  will 
continue  to  exist.  Therefore,  the  AAMC  continues  to  strongly  oppose  any  reduction  in  the 
Medicare  IME  adjustment. 
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STATEMENT  OF  THE  COLLEGE  OF  AMERICAN  PATHOLOGISTS 

The  College  of  American  Pathologists  appreciates  the  opportunity  to  comment  on  Fiscal  Year 
1993  budget  proposals  being  considered  by  the  House  Ways  and  Means  Committee.  The 
College  is  a  national  medical  specialty  society  representing  12,000  physicians  who  are 
certified  by  the  American  Board  of  Pathology.  CAP  members  practice  their  specialty  in 
community  hospitals,  independent  medical  laboratories,  academic  medical  facilities,  medical 
examiner/coroner  offices,  and  federal  and  state  health  facilities. 

The  Medicare  program  has  sustained  significant  budget  cuts  over  the  past  years.  Laboratory 
medicine,  in  particular,  has  been  the  target  of  numerous  and  repeated  reductions  in  Medicare 
payment.  Since  1984  Medicare  payment  for  clinical  laboratory  testing  and  pathology 
services  has  been  subject  to  national  limitations  on  fee  schedule  amounts,  cuts  in  national 
limitation  amounts,  foregone  or  reduced  inflation  updates,  and  reductions  in  prevailing 
charges. 

As  a  result  of  the  budget  agreement  reached  in  1990,  clinical  laboratories  are  subject  to 
additional  cuts  in  1992  and  1993  by  imposing  a  2%  cap  on  clinical  laboratory  fee  schedule 
updates  to  reflect  inflation.  The  enclosed  Attachment  further  details  these  and  other 
reductions  that  have  been  imposed  since  1984. 

Despite  these  reductions,  the  Administration  is  recommending  further  cuts  in  clinical 
laboratory  services.  The  Administration  proposes  a  reduction  in  the  national  cap  on  carrier 
fee  schedules  from  88  percent  of  the  fee  schedule  median  to  76  percent  of  the  median.  The 
already  limited  CPI  updates  would  be  potentially  further  limited  by  revising  the  update  "to 
more  accurately  reflect  current  market  factors." 

The  College  urges  the  Committee  to  reject  these  ill-conceived  proposals  for  the  following 
reasons: 

Thy  Admincrtrafop's  PrMwwh  Are  faemtofcte 

Since  1984  clinical  laboratories  have  been  subjected  to  repeated  cuts.  The  national  fee 
schedule  caps  were  initially  set  at  115%  of  the  median  of  all  fee  schedules  in  1986.  They 
were  subsequently  reduced  to  100%  of  the  median  in  1988,  to  93%  in  1990  and  88%  in 
1991.  At  the  same  time  there  have  been  freezes  and  caps  on  scheduled  increases  intended  to 
adjust  the  fee  schedules  to  reflect  inflation  in  the  economy. 

The  Fiscal  Year  1993  proposals  would  reduce  payments  by  $310  million  in  the  first  year  and 
by  almost  $4  billion  over  five  years.  Clinical  laboratory  services  which  account  for  a 
relatively  small  portion  of  total  Medicare  Part  B  spending  (less  than  10%)  would  be  expected 
to  absorb  almost  75  percent  of  the  proposed  Part  B  reductions.  This  is  unrealistic  and 
inequitable. 

Drastic  Reductions  m  BmmbI  Dffigftt  Federally  Required  Regulatory  Cost  Increases 
Reduced  reimbursement  is  being  proposed  at  a  time  when  the  cost  of  laboratory  testing  is 
increasing  because  of  other  government  initiatives.  The  implementation  of  the  Clinical 
Laboratory  Improvement  Amendments  of  1988  (CLIA)  will  impose  additional  costs  on 
laboratories  by  requiring  more  stringent  proficiency  testing  and  other  quality  control 
measures.  New  federal  cytology  workload  limits  and  other  requirements  will  raise  the  cost 
of  cytology  services.  In  addition  recent  Occupational  Safety  and  Health  Administration 
standards  to  protect  laboratory  workers  from  blood  borne  pathogens  will  raise  costs.  The 
College  supports  reasonable  requirements  to  assure  quality  in  laboratory  services  and  to 
protect  workers.  It  is  unreasonable  to  expect  physicians,  hospitals  and  independent  laborato- 
ries to  meet  these  standards  and,  at  die  same  time,  impose  severe  fee  schedule  reductions. 


The  College  of  American  Pathologists  urges  the  House  Ways  and  Means  Committee  to  reject 
the  Administration's  proposals  for  Medicare  cuts  in  Fiscal  Year  1993  —  cuts  that  would  be 
in  addition  to  the  reductions  already  scheduled  in  a  five-year  comprehensive  deficit  reduction 
plan.  Although  less  than  10  percent  of  all  Part  B  expenditures  go  for  clinical  laboratory 
services,  approximately  75  percent  of  the  savings  projected  under  the  current  proposal  would 
come  from  these  services.  This  is  clearly  unfair  to  clinical  laboratories,  especially  in  view  of 
the  increasing  regulatory  costs  that  these  entities  are  now  facing. 
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ATTACHMENT 

Major  Restrictions  In  Payment  for  Medicare  Clinical  Laboratory  Services: 
July  1984:  Clinical  Laboratory  Fee  Schedule  Established 

♦  Carrier  fee  schedules  were  implemented  for  clinical  laboratory  services  performed  in  hospitals  for  outpa- 
tients, in  physicians'  offices,  and  in  independent  laboratories.  Payments  were  set  at  60%  of  prevailing 
charges  for  independent  laboratories  and  physicians'  offices;  and  at  62%  for  hospital  outpatient  services. 

♦  Mandatory  assignment  was  instituted  for  independent  laboratories  and  hospitals. 
July  1,  198ft  Fee  Schedule  gaps  Established 

♦  Carrier  fee  schedule  amounts  were  capped  at  115%  of  the  median  of  all  fee  schedule  amounts. 

1,  1987;  Payments  Reduced;  Assignment  Expanded 

Hospital  fee  schedule  amounts  were  reduced  from  62%  to  60%  of  the  prevailing  charge,  except  for 
hospitals  with  24  hour,  7  day  a  week  emergency  room  services. 

Physicians'  office  laboratories  were  required  to  accept  assignment. 

1.  1^8?  "iHhfr  in  Fef  SdMdute  Eliminated 

♦  Laboratory  fee  schedule  inflation  updates  were  eliminated. 


♦  The  2%  differential  was  eliminated  for  all  hospital  laboratories  except  those  operating  qualified  emergency 
rooms  in  sole  community  hospitals. 

♦  Fee  schedules  for  high  volume  tests  were  reduced  by  8.3  % . 

♦  The  fee  schedule  caps  were  reduced  from  115%  to  100%  of  the  median  of  all  fee  schedules. 
January  1, 1990;  Pjyjfflffljs,  RsfaceJ 

♦  The  fee  schedule  caps  were  reduced  from  100%  to  93%  of  the  median  of  all  fee  schedules. 

♦  The  fee  schedule  caps  were  reduced  from  93%  to  88%  of  the  median  of  all  fee  schedules. 

♦  Laboratory  fee  schedule  inflation  updates  were  limited  to  2%  (4.3%  was  scheduled). 

TO;  Vi 


Laboratory  fee  schedule  inflation  updates  are  limited  to  2%  regardless  of  inflation. 
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TESTIMONY  OF  DOUGLAS  A.  FRASER 
COMMITTEE  FOR  NATIONAL  HEALTH  INSURANCE 

Mr.  Chairman  and  Members  of  the  Committee: 

This  statement  on  the  Administration's  health  care  proposals  is  made  by  the 
Committee  for  National  Health  Insurance,  a  coalition  of  labor,  education,  professional, 
senior  citizen,  and  youth  groups,  organized  in  1968  for  the  purpose  of  developing  and 
promoting  a  program  to  assure  all  Americans  access  to  quality,  affordable  health  care. 

We  have  reviewed  the  Administration's  proposals  on  health  care  reform,  and  have 
reluctantly  concluded  that  their  merits  do  not  warrant  enactment  into  law.  They  reflect  too 
much  the  self  interest  of  the  insurance  industry  and  major  corporations  and  too  little  the 
real  needs  of  the  uninsured,  underinsured,  unemployed,  and  underemployed  population. 

It  is  our  considered  judgment  that  vouchers  for  poor  families  to  buy  medical 
insurance  accomplishes  little  more  than  open  new  sales  opportunities  to  an  insurance 
industry  which  has  demonstrated  an  egregious  lack  of  concern  over  protection  of  its  clients' 
interests,  and  whose  shift  from  the  original  practice  of  community  rating  to  experience 
rating  has  led  to  the  loss  of  coverage  by  untold  thousands  of  Americans  at  a  time  when  they 
need  it  most.  I  must  similarly  characterize  the  proposed  tax  deductions  for  middle  income 
families  and  the  full  deduction  of  medical  insurance  premiums  for  the  self-employed. 

On  its  face,  the  proposed  requirement  that  companies  provide  coverage  to  anyone 
who  needs  it  is  a  laudable  one.  But  it  is  a  vague  promise  rather  than  a  proposal  for  genuine 
reform  of  the  industry.  Similarly,  the  inducement  for  small  business  to  pool  risks  is  not 
fleshed  out  enough  to  guarantee  genuine  cost  restraint 

Changes  in  medical  malpractice  and  antitrust  laws  could  be  helpful,  but 
accountability  is  a  thorny  issue  that  can  be  addressed  only  in  the  context  of  a  structural 
reform  that  holds  both  providers  and  payers  responsible  under  enforceable  national 
standards. 

The  President's  proposal  is  troubling  to  us  for  yet  another  reason:  there  is  no 
guarantee  that  Medicare  and  Medicaid  benefits  would  be  protected.  The  history  of  budget 
proposals  and  allocations  for  these  programs  during  the  past  twelve  years  leads  us  to 
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wonder  whether  the  positive  elements  of  the  current  proposals  might,  in  actual  practice,  rob 
Peter  to  pay  Paul. 

Is  there  a  better  way?  We  believe  so.  For  nearly  three  decades  CNHI  has  embraced 
a  set  of  principles  which,  if  adopted,  would  result  in  a  program  of  universal  coverage, 
effective  cost  control,  quality  assurance,  enhanced  research  and  development  in  diagnosis 
and  treatment,  and  which  would  -  in  a  very  short  time  -  start  paying  for  itself. 

For  the  past  four  years,  the  CNHI  Technical  Committee  has  worked  intensively  to 
develop  a  national  health  care  program  that  is  a  politically  viable,  cost-restraining,  truly 
universal  plan  that  will  reform  the  system  in  every  needed  way,  implemented  on  a  sensible 
timetable,  but  providing  immediate  coverage  for  every  medically  necessary  treatment 
Known  as  the  Health  Security  Partnership,  this  plan  requires  only  $35  billion  in  new 
money  from  federal  and  state  resources,  insurers,  and  consumers.  It  guarantees  consumers 
freedom  to  choose  their  own  doctors  and  an  enforceable  grievance  procedure.  It 
encourages  states  to  try  innovative  approaches  (as  several  already  are)  in  meeting  federal 
standards  for  coverage,  provides  funds  for  research  and  development  and  a  program  to 
continually  monitor  and  assess  the  effectiveness  of  medical  procedures.  All  this  within  the 
framework  of  federal/state  cooperation,  and  with  prospective  budgeting  and  other  cost 
controls  so  strong  that  significant  savings  will  be  realized  from  the  start 

For  your  information,  this  statement  is  accompanied  by  a  fact  sheet  on  the  Health 
Security  Partnership;  a  chart  outlining  cost  estimates  developed  by  independent  actuaries, 
and  proposed  financing  mechanisms;  a  statement  of  Health  Security  principles;  and  a  list  of 
the  members  of  the  CNHI  Technical  Committee  which  drafted  the  legislation. 

I  urge  the  Committee  to  give  this  proposal  full  consideration,  and  the  CNHI  staff 
will  gladly  provide  the  full  text  of  the  legislation  and  further  information  about  its 
rationale. 
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Fact  Sheet 

The  Health  Security  Partnership  Program 

An  Innovative  Solution  to  the  Nation's  Health  Care  Crisis 


Conmatee  for  National  Health  Insurance  1757NSL,NW  Washington  DC 20036 
PaHfrp  A  FrM"  gamma  McMn  A,  S3ml  Piwrtw  (202)  223-9685 


The  Health  Security  Partnership  is  a 

national  health  care  program  with  strong  cost 
containment  developed  by  the  Committee  for 
National  Health  Insurance  (CNHI)  over  the 
past  four  years.  It  is  a  true  federal/state 
partnership  to  provide  universal  access  to 
quality,  affordable  health  care.  CNHI 
represents  major  business,  labor,  education, 
professional,  senior  citizen,  and  youth 
organizations.  The  principal  features  of  the 
program  are  listed  below. 

1.  Universal  eligibility  would  be 
assured  by  individual  enrollment  in  the 
program,  either  through  his/her  employer's 
insurer  or  through  the  state  Health  Security 
Partnership  program. 

2.  Core  benefits  required  of  every 
qualified  plan  would  include  all  medically 
necessary  services,  excluding  routine  dental 
and  vision  procedures.  Mental  health  care 
would  be  included  on  a  limited  basis  at  the 
outset,  and  longterm  care  would  be  phased  in. 
Consumer  choice  of  health  care  providers 
would  be  guaranteed. 

3.  Cost  containment  would  be  effected 
by  requiring  all  health  care  providers  to 
negotiate  advance  budgets  with  the  state. 
Payments  to  physicians  would  be  made  under 
the  relative  value  schedule,  negotiated  on  a 
state  by  state  basis  every  two  years.  Drug 
manufacturers  could  not  charge  more  than 
pre  budgeted  amounts.  The  flow  of  funds 
would  be  controlled  by  a  single  state 
organization.  Providers  could  not  charge 
patients  more  than  preapproved  fees. 
Managed  care  plans  would  be  encouraged. 
There  would  be  continuous  monitoring  of 
treatment  effectiveness.  States  would  certify 
insurers  under  standards  of  cost,  efficiency, 
and  quality  of  service.  State  guidelines  would 
apply  to  length  of  hospital  stay,  preadmission 
testing,  laboratory,  X-ray,  and  other  services. 
Administration  and  claims  procedures  would 
be  simplified. 


4.  The  role  of  private  insurance  would 
continue  as  at  present,  but  under 
federal/state  standards  that  would  require 
community  rather  than  small  group  rating, 
prevent  duplicative  insurance  offerings,  and 
provide  opportunities  for  insurers  to  offer 
supplemental  medical  programs. 

5.  Quality  protection  would  be  assured 
by  monitoring  conducted  by  federal  and  state 
advisory  commissions  with  representation  of 
insurers,  providers,  and  consumers,  which 
would  evaluate  treatment  effectiveness  and 
appropriateness,  assess  new  technological 
approaches,  and  make  recommendations  to 
the  federal  and  state  governments. 
Enforceable  consumer  grievance  procedures 
would  be  guaranteed. 

6.  Restructuring  health  care  delivery, 

an  evolutionary  process,  would  evolve 
through  new  federal/state  incentives  for 
better,  more  efficient  services  and  use  of 
more  effective  clinical  procedures. 

7.  Longterm  care  would  be  phased  in 
under  a  new  federal/state  subsidy  program, 
starting  with  eligibility  for  those  currently 
qualified  for  Medicare.  Benefits  would  be 
financed  by  a  trust  fund  with  new  federal 
revenues,  under  a  matching  formula. 

8.  Funding  would  come  from  federal 
and  state  government  sources,  private 
insurance,  the  Medicare  trust  funds,  and 
consumer  payments.  An  estimated  $35  billion 
would  be  required  annually  during  the  initial 
phases  of  the  program,  but  long-run  savings 
through  advance  budgeting  and  other  cost 
controls  would  soon  begin  to  offset  new  costs. 

9.  A  National  Resources  Develop- 
ment Fund  would  provide  for  new  services 
and  resources,  for  encouraging  states  to  try 
different  ways  of  delivering  care,  and  to  help 
medically  underdeveloped  areas  to  improve 
access  to  quality  care.  _ ^ 
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NEW  COSTS  UNDER  HEALTH  SECURITY 
(figures  in  billions) 


Current  total  expenditures  734 

HSP  increase  of  4.8%  760 

Increase  to  hospitals  7 

Increase  to  doctors  13 

Increase,  other  providers  5 

Long  term  care,  phase  1  3.5 

Resource  development  5 

Other  new  costs  1 .5 

Total  new  costs  35 

Cost  to  individuals  (dollars) 

Per  capita  today  2936 

Per  capita  w/Health  Security  3077 

Increase,  per  capita  141 


NEW  FEDERAL  TAX  SOURCES 
Based  on  Congressional  Budget  Office  projections 
for  1994  and  incorporated  in  draft  bill 
(figures  in  billions) 

1904 
Increase 

Add  a  33%  bracket  for  individuals 
(eliminate  the  "bubble")  10.1 

Increase  top  marginal  rate  for 
corporations  to  35%  (from  34%)  2.6 

Raise  cigarette  tax  by  8c. 
to  24c  per  pack  1.35 

Increase  exesise  tax  on  alcoholic 
beverages  to  25c  per  oz.  of  alcohol  7.6 

Index  current  cigarette  6 
alcohol  taxes  for  inflation  1 .3 


5.0 
1.4 

1.35 
2.6 

0.65 


TOTAL       23.15  11.2 


680 


PRINCIPLES  OF  THE  HEALTH  SECURITY  PARTNERSHIP 
Committee  for  National  Health  Insurance 


A  Uniquely  American  Solution  to  Our  National  Health  Care  Crisis 

1.  The  program  most  ensure  full  and  equal  access  to  health  care. 

2.  Administration  should  be  based  on  a  national/state  partnership  with 
national  standards  and  state  patterns  of  organization  for  delivery  of  services. 

3.  Funding  should  come  from  national  and  state  sources,  the  private 
insurance  industry,  and  consumer  payments. 

4.  Benefits  must  be  comprehensive  enough  to  provide  quality  care  to 
all,  with  provision  for  supplementation  of  core  benefits,  as  dictated  by  state  and 
local  requirements  and  available  funds. 

5.  The  program  must  include  meaningful  and  enforceable  cost 
containment  measures  beginning  with  preapproved  state  and  national  budgets. 

6.  Provision  must  be  made  for  continuing  review  of  the  quality  of  care, 
including  concern  for  treatment  effectiveness  and  outcomes. 

7.  Consumers  must  be  free  to  choose  their  own  physicians. 

8.  Administration  of  the  program  must  be  simple  and  clear,  with 
provisions  to  substantially  reduce  waste,  duplication,  and  inefficiency. 

9.  The  program  must  begin  restructuring  and  reorganization  of  the 
health  care  delivery  system.  It  is  anticipated  that  this  will  be  an  evolutionary 
process. 

10.  Consumer  participation  must  be  assured  in  policy  development,  and 
consumers  must  have  recourse  to  appropriate  and  expeditious  grievance 
procedures. 

The  Health  Security  Partnership  proposal  was  developed  by  the  Technical  Committee 
of  the  Committee  for  National  Health  Insurance,  whose  members  were  as  follows. 

Rashi  Fein,  Ph.D.,  Harvard  Medical  School,  Boston,  MA,  Chair 

Judith  Feder,  Ph.D.,  Georgetown  University,  Washington,  DC 

Jack  Geiger,  M.D.,  City  College  of  New  York,  New  York  City 

Melvin  A.  Glasser,  LL.D.,  Committee  for  National  Health  Insurance,  Washington,  DC 

Jack  Kasten,  J.D.,  Harvard  University  School  of  Public  Health,  Boston,  MA 

Patrick  Killeen,  United  Auto  Workers,  Detroit,  MI 

Sidney  S.  Lee,  M.D.,  Milbank  Memorial  Fund,  New  York  City 

Leonard  H.  Robins,  Ph.D.,  Roosevelt  University,  Chicago,  IL 

Bert  Seidman,  AFL-CIO,  Washington,  DC 

Cecil  G.  Sheps,  M.D.,  University  of  North  Carolina  Medical  School,  Chapel  Hill,  NC 
Alonzo  S.  Yerby.  M.D.,  U.S.  University  of  the  Health  Sciences,  Bethesda,  MD 
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SOUNDING  BOARD 

REFORMING  THE  HEALTH  INSURANCE 
MARKET  FOR  SMALL  BUSINESSES 

Faced  with  possible  extinction,  the  private  health 
insurance  industry  has  emerged  as  a  vocal  advocate  of 
reforming  the  way  it  does  business.  Since  January 
1990,  the  Health  Insurance  Association  of  America 
(HIAA)  has  proposed  extensive  regulation  of  the  pric- 
ing, marketing,  underwriting,  and  design  of  policies 
sold  to  small-business  groups.1  Similar  proposals  for 
reform  have  been  made  by  the  Blue  Cross  and  Blue 
Shield  Association  and  by  the  National  Association  of 
Insurance  Commissioners  (NAIC).  It  is  remarkable 
to  see  a  reform  proposal  coming  from  the  industry 
most  likely  to  oppose  it.  It  is  also  surprising  that,  with 
the  rest  of  the  debate  over  health  care  reform  in  grid- 
lock,2 the  basic  structure  of  these  measures  has  broad 
political  support  and  is  viewed  by  many  as  having  a 
high  likelihood  of  passage,  both  in  individual  states 
and  early  in  the  course  of  federal  reform.  President 
Bush  and  several  congressional  leaders  from  both  par- 
ties have  recently  endorsed  some  or  all  aspects  of  the 
industry's  proposed  reforms.  It  is  therefore  imperative 
to  understand  precisely  what  small-group— market  re- 
form will  and  will  not  accomplish  toward  the  twin 
goals  of  universal  access  and  cost  containment. 

The  Purpose  of  Reforms  in  the  Small-Group 
Market 

Reforming  the  small-group  market  is  intended  to 
arrest  the  disintegration  of  the  health  insurance  mar- 
ket for  small  businesses,  which  is  currently  in  a  death 
spiral.  In  1990  only  36  percent  of  firms  with  fewer 
than  25  employees  offered  their  workers  health  insur- 
ance, as  compared  with  87  to  99  percent  of  larger 
firms.3  Stated  even  more  starkly,  among  firms  that  do 
not  offer  coverage,  98  percent  have  fewer  than  25  em- 
ployees.4 These  dramatic  statistics  result  in  part  from 
a  market  dynamic  that  has  forced  insurers  to  treat 
small  businesses  more  like  purchasers  of  individual 
policies  than  like  group  purchasers,  but  without  the 
regulatory  protections  that  apply  to  the  individual 
market. 

In  previous  decades,  Blue  Cross,  health-mainte- 
nance organizal'ons  (HMOs),  and  even  many  com- 
mercial health  insurers  tended  to  charge  one  rate  for 
all  small  groups  in  a  given  community,  usually  adjust- 
ing only  for  age  and  sex.  In  recent  years,  however, 
commercial  insurers  and  many  HMOs  and  Blue  Cross 
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plans  have  been  forced  to  abandon  this  modified  form 
of  open  enrollment  and  community  rating  for  much 
more  selective  marketing  practices.  The  root  of  these 
destructive  market  forces  lies  in  the  steeply  rising 
cost  of  health  care.  Aggressive  price  shopping  by 
healthier  work  forces  has  forced  health  insurers  to 
gauge  more  accurately  the  actual  risks  of  different 
groups  and  to  screen  out  high-risk  individuals  and 
groups.  Rather  than  repeat  the  specifics  of  widely 
publicized  cases,5"7  I  will  describe  the  general  market 
tendencies.8"10 

Underwriting  (the  process  of  assessing  risk)  for  in- 
dividual medical  conditions  becomes  more  cost  effec- 
tive as  the  size  of  the  insured  group  decreases.  This 
follows  as  a  simple  application  of  the  statistical  law  of 
large  numbers.  For  larger  groups,  aggregate  claims 
experience  is  highly  predictive  of  future  costs,  whereas 
smaller  groups  are  more  likely  to  have  extreme  fluc- 
tuations from  year  to  year.  The  consequence  of  this 
statistical  logic  is  that  insurers  (responding  to  em- 
ployer demands)  have  adopted  several  practices  that 
make  it  difficult  or  impossible  for  some  small  groups, 
or  individuals  within  small  groups,  to  obtain  suffi- 
cient insurance.  Insurers  sometimes  exclude  high-risk 
people  in  small  groups  entirely  or  subject  them  to 
lengthy  exclusion  periods  (as  long  as  two  years)  for 
preexisting  conditions  or  to  permanent  exclusions 
of  their  major  health  conditions.  In  extreme  cases, 
entire  small  groups  are  refused  coverage  or  are  quoted 
extremely  high  prices,  either  at  the  outset  of  coverage 
or  at  renewal.  More  routinely,  employees  who  have 
lasted  through  lengthy  preexisting-condition  periods 
are  afraid  to  change  jobs,  producing  a  phenomenon 
known  as  "job  lock"  that"  may  affect  30  percent  of 
Americans." 

Frequently,  large  price  increases  and  refusals  to 
serve  an  entire  small  group  are  not  based  on  any  actu- 
al adverse  history  of  claims.  Some  insurers  engage  in 
"tier  rating,"  which  classifies  various  groups  on  the 
basis  of  the  insurer's  experience  that  workers  in  cer- 
tain occupations  and  industries  are  likely  to  have  high- 
er claims.  Even  favorably  rated  groups  are  subjected 
to  "durational  rating,"  which  is  the  practice  of  offering 
a  low  premium  to  groups  identified  as  low  risks  at  the 
outset,  but  raising  the  premium  steeply  at  each  annual 
or  semiannual  renewal  period,  reflecting  the  tendency 
of  the  predictive  power  of  the  initial  risk  assessment  to 
wear  off.  Medical  underwriting  tends  to  wear  off  be- 
cause of  the  statistical  phenomenon  known  as  regres- 
sion to  the  mean,  according  to  which  outliers  (both 
low  and  high)  tend  over  time  to  move  closer  to  the 
norm.  Prices  also  rise  over  time  simply  because  the 
initial  period  during  which  preexisting  conditions  are 
excluded  expires.  At  the  most  extreme,  insurers  may 
refuse  altogether  to  renew  the  coverage  of  groups  with 
initial  low  ratings,  which  constitutes  the  phenomenon 
known  pejoratively  as  churning. 

Taking  the  Reform  Proposals  at  Face  Value 

Various  proposals  to  correct  these  destructive  prac- 
tices share  three  essential  components  —  guaranteed 
availability,  price  regulation,  and  private  reinsurance 
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—  although  they  vary  considerably  in  their  details.  I 
will  use  the  HIAA's  state  legislative  model  as  the  basis 
for  description,  noting  important  variations.  These  re- 
forms are  aimed  at  the  small-group  market,  defined  as 
employers  with  3  to  25  full-time  workers.  (Other  defi- 
nitions go  as  high  as  50  or  100.)  Making  3  the  cutoff 
point  is  intended  to  create  some  demarcation  in  the 
regulation  of  individual  as  compared  with  group  poli- 
cies, and  setting  a  cap  is  intended  to  prevent  the  regu- 
latory burden  from  further  increasing  the  incentive  of 
larger  groups  to  self-insure. 

The  essence  of  guaranteed  availability  is  the  re- 
quirement that  insurers  cover  anyone  who  applies.  No 
group  may  be  denied  at  least  a  basic,  minimal-benefits 
health  plan,  regardless  of  health  status.  This  require- 
ment is  coupled  with  a  "whole-group  concept,"  which 
prohibits  the  exclusion  (by  either  the  insurer  or  the 
employer)  of  any  individual  within  a  group.  More- 
over, insurers  would  be  prohibited  from  refusing  to 
renew  any  group's  insurance  except  for  fraud,  nonpay- 
ment, or  similar  malfeasance. 

A  second  aspect  of  guaranteed  availability  is  to  en- 
sure the  continuity  and  portability  of  coverage  by  reg- 
ulating the  use  of  exclusion  clauses.  Insurers  would  be 
prohibited  entirely  from  excluding  specific  health  con- 
ditions. They  would  be  allowed  only  to  place  an  initial 
12-month  preexisting-condition  exclusion  on  coverage 
for  any  condition  manifested  within  6  months  before 
the  date  of  coverage.  (Other  proposals  apply  a  6-  and 
3-month  limit.)  To  address  the  problem  of  "job  lock," 
subscribers  would  be  able  to  transfer  to  a  new  insurer, 
either  by  changing  jobs  or  changing  insurers  within 
the  same  workplace,  without  undergoing  a  new  exclu- 
sion period. 

Guaranteed  availability  eliminates  the  worst  effects 
of  medical  underwriting  —  refusal  of  coverage  and 
churning  —  but  standing  alone  it  would  aggravate 
huge  price  variations  and  fluctuations  by  forcing 
insurers  to  take  on  the  most  extreme  risks.  There- 
fore, the  second  component  of  the  reforms  is  to  estab- 
lish a  modified  form  of  community  rating  for  small 
groups  by  imposing  various  price  regulations.  These 
complex  restrictions  vary  greatly  in  their  details,  but 
their  basic  thrust  is  to  dampen  durational  rating  for 
individual  groups  over  time  and  to  suppress  tier-rat- 
ing practices  across  the  market  as  a  whole  at  a  mo- 
ment in  time. 

Both  the  HIAA  and  NAIC  models  limit  year-to- 
year  increases  in  any  given  group's  premiums  to  15 
percent  above  the  insurer's  "trend,"  defined  as  the 
increase  in  the  least  expensive  new  business;  others 
propose  0  to  5  percent  limits.  The  concept  is  to  allow 
market-wide  cost  increases  but  limit  those  that  reflect 
group-specific  health  risks. 

Second,  the  HIAA  model  would  prevent  any  insur- 
er from  varying  its  prices  more  than  35  percent  above 
or  below  its  midpoint  for  groups  with  similar  benefits 
and  "case  characteristics."  The  NAIC  model  allows 
only  a  50  percent  spread  (25  percent  above  or  below 
the  midpoint),  and  bills  sponsored  by  Senators  Chafee 
(R-R.I.)  and  Bentsen  (D-Tex.)  allow  40  and  30  per- 


cent spreads,  respectively.1213  The  case  characteristics 
that  may  be  used  to  set  different  pricing  bands  include 
geographic,  demographic  (age  and  sex),  and  industry 
factors,  but  the  HIAA  model  allows  only  a  15  percent 
variation  (a  30  percent  spread)  on  the  basis  of  indus- 
try. For  instance,  if  an  insurer's  average  price  is 
$2,000  for  a  group  whose  average  age  is  40  to  50  years, 
the  HIAA  pricing  band  restricts  the  variation  among 
similar  groups  to  $1,300  to  $2,700,  with.an  additional 
$600  spread  according  to  industry  and  occupation. 
However,  because  this  loose  form  of  community  rat- 
ing is  age-adjusted,  there  is  no  limit  on  the  extent  to 
which  pricing  bands  for  groups  of  different  ages  may 
vary  from  one  another.  By  contrast,  other  proposals, 
such  as  bills  sponsored  by  Senators  Rockefeller  (D- 
W.Va.)  and  Mitchell  (D-Me.)  and  Representatives 
Rostenkowski  (D-Ill.)  and  Stark  (D-Calif.),  move  very 
close  to  pure  community  rating. 

Proposals  that  allow  separate  blocks  of  business  add 
yet  another  layer  of  complexity.  Some  insurers  man- 
age separately  products  that  are  marketed  through 
distinct  sales  forces,  acquired  from  another  company, 
or  designed  according  to  fundamentally  different  prin- 
ciples (such  as  capitation  or  indemnity).  In  keep- 
ing with  this  tradition,  most  proposals  (but  not  the 
HIAA's)  follow  the  NAIC  model  by  applying  their 
rating  limits  separately  to  a  limited  number  of  blocks 
defined  in  this  manner.  In  order  to  prevent  circumven- 
tion of  the  rating  limits,  they  also  limit  the  pricing 
variation  between  block  midpoints  to  a  spread  of  20  to 
40  percent.  Within  each  block,  however,  there  is  no 
limit  on  the  degree  of  price  variation  according  to  the 
allowable  age,  sex,  and  location  factors. 

The  third,  and  from  the  commercial  insurers'  per- 
spective the  most  fundamental,  component  of  small- 
group  reform  is  a  mechanism  of  private  reinsurance 
that  allows  individual  carriers  to  reinsure  any  risks 
that  they  expect  will  generate  costs  exceeding  the 
prices  they  may  charge.  Reinsurance  encourages  in- 
surers to  accept  all  applicants  and  thus  suppresses  the 
incentive  to  engage  in  indirect  and  surreptitious  risk 
selection. 

The  reinsurance  mechanism  for  small  groups  would 
differ  in  two  fundamental  ways  from  state  high-risk 
pools  that  cover  uninsurable  individuals.  First,  small- 
group  reinsurance  is  invisible  to  the  public.  The  insur- 
er that  issues  the  policy  merely  cedes  the  risk  to 
the  reinsurer  (except  for  a  deductible  and  possibly  a 
copayment  by  the  ceding  carrier).  The  reinsurer's 
only  role  is  to  indemnify  the  ceding  carrier  for  its 
claims  expenses;  the  ceding  carrier  remains  responsi- 
ble for  the  administration  of  the  plan.  Second,  in  order 
to  avoid  burdening  government  budgets,  the  HIAA 
proposes  small-group  reinsurance  as  a  primarily  pri- 
vate mechanism;  it  would  be  run  by  a  nonprofit  entity, 
funded  primarily  by  the  insurance  industry,  and  gov- 
erned by  a  quasigovernmental  board. 

The  principal  funding  for  the  reinsurance  entity 
would  come  from  the  reinsurance  premium  paid  by 
the  ceding  carrier.  Carriers  could  prospectively  rein- 
sure either  whole  groups  or  high-risk  individuals  with- 
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in  groups.  To  reinsure  high-risk  groups,  the  HIAA 
reforms  call  for  a  premium  that  is  150  percent  of  the 
market-wide  average;  to  reinsure  high-risk  individ- 
uals, the  price  would  be  500  percent  of  the  average 
market  value  for  individuals  within  groups.  These 
market  averages  would  be  determined  by  the  quasi- 
governmental  board  and  would  be  adjusted  according 
to  coverage  and  demographic  characteristics. 

To  illustrate,  if  the  market  average  is  $2,000  for  a 
group  whose  average  age  is  40  to  50  years,  an  insurer 
whose  own  average  is  the  same  could  collect  a  maxi- 
mum of  $2,700  per  member  from  the  employer,  as 
noted  above,  but  would  pay  $3,000  per  member  to 
reinsure  the  group,  or  $10,000  to  reinsure  a  particular 
member  of  the  group.  Since  insurers  will  reinsure  only 
the  groups  and  individuals  whose  expenses  are  pre- 
dicted to  be  higher  than  these  prices,  the  reinsurance 
entity  will  necessarily  suffer  losses,  which  will  be 
spread  over  the  insurance  market  through  a  tax  on 
small-group  premiums.  The  HIAA  calls  for  a  limit  of 
4  percent  on  this  tax;  thereafter,  funding  sources 
would  be  sought  from  large-group  insurance,  includ- 
ing self-insured  employers,  or  from  general  tax  rev- 
enues. 

Not  all  sectors  of  the  industry  support  this  reinsur- 
ance model.  Because  some  HMOs  lack  a  claims-based 
system  of  reimbursement,  they  would  not  easily  fit, 
and  because  Blue  Cross  plans  that  use  community 
rating  are  more  accustomed  to  bearing  a  wider  range 
of  risks,  they  would  tend  to  use  reinsurance  less  and  so 
would  rather  not  have  to  pay  the  industry-wide  assess- 
ments. Legislative  enactment  of  reinsurance  is  there- 
fore likely  to  allow  some  insurers  to  opt  out.  This  is  the 
current  compromise  in  several  federal  bills  and  in  one 
of  the  NAIC's  draft  reinsurance  models. 

The  Political  Economics  of  the  Reform 
Proposals 

There  are  strong  economic  reasons  for  accepting 
some  version  of  the  industry's  proposals  for  reforming 
the  small-group  market.  The  reforms  are  designed  to 
accomplish  two  important  objectives.  First,  they  in- 
duce insurers  to  behave  in  a  manner  more  consistent 
with  the  fundamental  premises  of  group  insurance  by 
minimizing  the  degree  of  individual  medical  under- 
writing without  imposing  laborious  regulatory  over- 
sight. Second,  the  reforms  reorient  the  industry  from 
competition  based  on  risk  selection  to  competition 
based  on  risk  management,  thereby  harnessing  mar- 
ket forces  in  a  manner  much  more  likely  to  benefit  the 
community. 

Insurers  very  much  favor  state-by-state  enactment 
of  these  reforms  because  of  their  familiarity  with  the 
existing  scheme  of  state  regulation  and  the  precedent 
that  federal  intervention  would  set.  However,  the  at- 
traction of  small-group  reform  is  so  great  that  federal 
lawmakers  may  find  it  irresistible.  The  federal  debate 
is  currently  dominated  by  talk  of  public-private  part- 
nerships and  incremental  reforms.'4"16  The  most  com- 
pelling step  on  the  private  side  is  in  the  small-group 
market.  Of  the  more  than  30  million  uninsured  people 


in  the  United  States,  more  than  half  are  full-time 
workers  or  their  dependents,  and  half  the  uninsured 
workers  are  in  the  small-business  work  force.17  Criti- 
cally, then,  these  reforms  respond  directly  to  the  por- 
tion of  the  uninsured  or  underinsured  population  that 
has  political  clout.  Just  as  important,  the  reforms  can 
be  implemented  without  raising  taxes,  an  essential  in- 
gredient in  the  present  political  climate.  In  the  words 
of  Senator  Rockefeller,  the  small-group  market  is  "the 
easiest  target  Congress  has;  it's  a  wonderful,  glorious, 
multicolored,  brilliant,  magnificent  sitting  duck,  and 
it's  all  free."18 

Remarkably,  in  contrast  with  virtually  every  other 
piece  of  the  intractable  puzzle  of  health  care  reform, 
the  broad  principles  of  reform  in  the  small-group  mar- 
ket are  supported  by  nearly  all  the  major  participants. 
Providers  have  always  staked  their  fortunes  on  a  pri- 
vate financing  mechanism,  so  they  have  much  to  gain 
by  endorsing  these  reforms.1920  This  is  particularly 
true  for  physicians,  given  that  a  large  number  of  them 
practice  in  small  businesses  and  given  that  they  are 
considered  by  the  insurance  industry  to  be  in  one 
of  the  "blacklisted,"  high-cost  professions.2122  Small 
businesses  are  obviously  the  principal  beneficiaries, 
and  large  businesses  are  either  neutral  or  supportive 
as  long  as  they  are  not  required  to  pay  a  substantial 
share  of  the  reinsurance  assessments.23  The  insurance 
industry  —  the  interest  group  most  immediately  dis- 
advantaged —  is  championing  the  reforms  in  order  to 
stabilize  the  market  and  adopt  an  active  stance  in  the 
national  policy  debate.  The  only  sounds  of  discontent 
come  from  those  who  would  prefer  an  entirely  govern- 
mental system  of  financing  and  who  therefore  oppose 
any  piecemeal  solutions  that  may  slow  the  decay  of 
the  private  insurance  market.  But  even  organized  la- 
bor groups,  traditionally  the  largest  supporters  of  so- 
cialized insurance,  have  signaled  that  they  are  amena- 
ble to  private-sector  compromises.24 

The  speed  and  likelihood  of  federal  adoption  of 
small-group  reforms  are  strongly  influenced  by  the 
volatile  political  forces  emanating  from  the  impending 
presidential  election.  Democrats  are  making  funda- 
mental reform  of  health  care  financing  a  central  cam- 
paign issue.  The  Democratic  bills  that  require  private 
employers  to  purchase  insurance  (instead  of  adopting 
a  Canadian-style,  all-government  system)  have  small- 
group  reform  as  an  essential  component.25"28  Key 
Democratic  leaders  are  also  sponsoring  more  incre- 
mental proposals  that  pursue  insurance  reform  as  a 
necessary  first  step.13,29,30 

The  Democrats'  sweetest  dream  come  true  would 
be  to  pass  one  of  their  comprehensive  reform  packages 
and  force  President  Bush  to  veto  it  during  the  1992 
campaign.  Several  Republicans,  including  the  entire 
leadership  of  the  Senate,  have  attempted  to  preempt 
this  tack  with  bills  that  include  small-group  reform 
along  with  other,  more  incremental  measures.1231,32 
Reform  of  the  insurance  market  has  also  received 
glowing  praise  from  Secretary  of  Health  and  Human 
Services  Louis  Sullivan,33"35  and  is  a  major  plank  in 
President  Bush's  recently  announced  health  care  plat- 
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form.  Industry-initiated,  budget-neutral,  incentive- 
based  reforms  precisely  fit  conservative  political  ide- 
ology and  pragmatic  objectives. 

Meanwhile,  reform  efTorts  are  proceeding  rapidly  at 
the  state  level.  Twenty-two  states  have  passed  one  or 
more  of  the  basic  components  of  small-group  reform. 
Most  have  enacted  only  some  version  of  the  rating 
restrictions,  but  a  handful  (Connecticut,  North  Caro- 
lina, Oregon,  and  Vermont)  have  enacted  guaranteed 
availability  and  private  reinsurance  as  well,  and  the 
HIAA  has  targeted  an  additional  15  large  states  for 
full  implementation  in  1992. 36  The  National  Gover- 
nors' Association  also  strongly  endorses  state-by-state 
enactment.37  The  complex  political  forces  at  play  in 
the  states  are  much  more  difficult  to  encapsulate,  but 
it  is  possible  to  outline  prototypical  patterns  under 
which  small-group  reforms  have  already  arisen. 

State  politics  are  shaped  by  two  factors  absent  at  the 
federal  level.  The  first  is  the  presence  of  an  established 
regulatory  agency,  heavily  influenced  by  any  NAIC 
model  legislation,  particularly  if  the  local  insurance 
commissioner  was  active  in  the  association's  delibera- 
tions. This  explains  the  rapid  adoption  of  the  NAIC's 
rating  and  renewability  model  bill  in  many  states 
(e.g.,  Arkansas,  Florida,  Iowa,  North  Dakota,  and 
South  Carolina).  The  second  unique  factor  is  the  vari- 
able structure  of  the  local  insurance  market,  particu- 
larly the  respective  sizes  of  Blue  Cross  and  domestic 
(locally  headquartered)  commercial  insurers.  Con- 
necticut, home  to  many  commercial  insurers,  was  the 
first  to  enact  a  full  set  of  reforms  based  on  the  HIAA 
model,  but  domestic  insurers  cannot  always  be  count- 
ed on  to  support  the  industry  proposals.  In  a  few  states 
(e.g.,  Texas  and  Wisconsin),  the  majority  of  the  com- 
mercial insurers  have  resisted  the  reforms.  The  effect 
of  Blue  Cross  on  small-group  reform  varies  according 
to  whether  the  local  plan  still  engages  in  open  enroll- 
ment and  community  rating  to  a  substantial  extent.  If 
so,  Blue  Cross  will  tend  to  favor  guaranteed  issue  of 
insurance  and  strict  rating  reforms,  to  force  its  com- 
petitors to  play  by  the  same  rules. 

Given  the  considerable  legislative  activity  already 
under  way  in  the  states,  and  given  the  traditional 
abstention  of  the  federal  government  from  insurance 
regulation,  it  is  likely  that  federal  involvement  in 
small-group  reform  will  be  limited  to  setting  minimal 
standards  for  the  states  to  enact  and  enforce,  under 
guidance  from  the  NAIC.  This  model  is  already  in 
place  for  Medigap  insurance38  and  is  being  considered 
for  long-term  care.39 

The  Likely  Effects  of  the  Reforms 

There  are  many  health  policy  objectives  that  these 
reforms  will  not  accomplish,  even  for  their  intended 
target  —  uninsured  workers  and  their  families.  First, 
in  the  industry's  own  words,  these  reforms  are  aimed 
at  "availability,  not  affordability,"  meaning  that  they 
are  designed  only  to  offer  insurance  to  any  willing 
purchaser  at  a  price  that  does  not  far  exceed  the  mar- 
ket average,  not  to  solve  the  problem  of  cost  contain- 
ment outright.  Even  then,  as  now  constructed  these 


reforms  will  not  enhance  availability  to  the  extent  the 
industry  would  like.  Because  the  pricing  limits  in  the 
HIAA  and  NAIC  models  are  adjusted  according  to 
geographic  and  demographic  characteristics,  the  re- 
forms could  still  allow  a  16-fold  difference  in  the  rates 
charged  groups  at  the  extreme  ends  of  the  possible 
combinations  of  allowable  risk  factors.  For  instance, 
for  a  plan  with  an  average  annual  rate  of  $1,500 
per  enrollee  for  single  coverage,  a  group  of  three 
healthy,  28-year-old  male  computer-software  engi- 
neers in  North  Carolina  might  pay  only  $1,865  a  year, 
whereas  a  group  of  three  sickly,  58-year-old  male  phy- 
sicians in  Boston  might  pay  $30,555.  (This  estimate  is 
based  on  the  following  variables:  A  350  percent  differ- 
ential is  typical  for  age  and  sex  factors.40  This  would 
result  in  a  rate  adjustment  of  1  at  the  low  end  and  3.5 
at  the  high  end.  The  geographic  factor  is  estimated 
to  account  for  a  50  percent  spread,  although  this  is 
speculative.  HIAA  rating  reforms  allow  a  30  per- 
cent spread  for  occupation  and  a  70  percent  spread 
for  health  status.  These  three  factors  would  result  in 
rating  adjustments  of  0.85  and  1.15,  0.75  and  1.25, 
and  0.65  and  1.35  at  the  low  and  high  ends,  respective- 
ly. The  compounded  rating  adjustments  are  thus 
0.414  and  6.79.) 

Avoiding  these  anomalies  is  a  relatively  simple 
but  controversial  matter  of  moving  closer  to  strict 
community  rating  by  restricting  adjustments  accord- 
ing to  age  and  other  factors.  Even  as  modified,  how- 
ever, these  reform  proposals  may  still  fail  to  increase 
access  to  health  care;  indeed,  as  several  observers 
have  argued,  they  have  the  potential  to  decrease 
the  prevalence  of  private  insurance,41"44  given  the  ex- 
treme price  sensitivity  of  purchasers  in  the  small- 
group  market.45  The  HIAA  provides  some  insight  into 
purchasing  proclivities  through  its  1990  nationwide 
survey  of  3000  employers.4  Firms  without  health 
insurance  have  nearly  three  times  as  many  employ- 
ees earning  less  than  $10,000  a  year  as  do  firms 
with  insurance  (33  percent  vs.  12  percent).  Employers 
also  tend  not  to  offer  insurance  for  jobs  with  high  turn- 
over. The  turnover  rate  for  uninsured  firms  is  three 
times  the  rate  for  insured  firms  (39  percent  vs.  13 
percent).  When  these  firms  were  asked  their  reasons 
for  not  purchasing  insurance,  only  30  percent  cited  the 
lack  of  an  acceptable  plan  as  very  important,  whereas 
three  quarters  cited  expense  and  over  half  cited  low 
profits  as  very  important  reasons  for  not  offering  in- 
surance. 

Insurers  respond  to  these  financial  barriers  by  call- 
ing for  tax  incentives  designed  to  encourage  voluntary 
purchase  and  by  offering  to  sell  bare-bones  coverage, 
but  budget  cutters  have  a  strong  aversion  to  new  tax 
subsidies,  and  eliminating  laws  that  mandate  certain 
benefits  creates  political  havoc  by  incurring  the  wrath 
of  the  consumer  and  provider  groups  that  lobbied  for 
their  enactment.  Even  more  troubling,  recent  evidence 
suggests  that  the  effects  of  lowering  prices  would  have 
to  be  extraordinarily  large  in  order  to  work  well.  The 
Robert  Wood  Johnson  Foundation  has  funded  ap- 
proximately 10  demonstration  projects  on  marketing 
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health  insurance  to  previously  uninsured  small  busi- 
nesses. After  one  to  three  years,  most  projects  had 
achieved  less  than  10  percent  penetration  of  their  tar- 
get markets,  even  with  prices  of  one  quarter  to  one 
half  market  value. w  One  third  of  the  businesses  with- 
out insurance  that  were  surveyed  in  Denver  and  one 
fourth  of  those  in  Alabama  said  they  would  not  con- 
tribute anv  amount  toward  the  cost  of  their  employ- 
ees' health  insurance.*' 

The  price  sensitivity  of  uninsured  businesses  is  ag- 
gravated by  the  inevitable  effect  of  the  small-group 
reforms  on  average  market  prices.  These  reforms  will 
increase  prices  because  they  make  insurance  most  at- 
tractive to  the  groups  at  highest  risk  by  holding  prices 
below  the  plan's  actuarial  value.  The  excess  is  as- 
sessed against  the  premiums  paid  by  all  small-group 
purchasers,  which  will  inevitably  drive  an  undeter- 
mined number  of  low-risk  purchasers  out  of  the  mar- 
ket, thus  raising  the  market  average  even  more.  Actu- 
arial simulations  performed  for  the  HIAA  and  Blue 
Cross  estimate  an  average  increase  of  5  to  25  percent 
in  per  capita  claims.*8 

In  sum,  the  working  uninsured  are  composed  pri- 
marily of  two  groups:  high-risk  people  who  cannot 
afford  insurance  and  low-risk  people  who  cannot  af- 
ford insurance.  Small-group  reforms  will  help  the  for- 
mer and  hinder  the  latter.  It  is  impossible  to  predict 
how  these  counteracting  effects  at  the  margin  will  net 
out  over  time,  but  it  is  quite  possible  that  fewer  em- 
ployers than  before  will  voluntarily  purchase  insur- 
ance, although  those  who  do  will  tend  to  have  sicker 
and  thus  more  needy  employees.  When  small-group 
reforms  fail  to  reduce  substantially  the  number  of  un- 
insured people,  a  sense  of  frustration  may  set  in  that 
will  lead  to  more  radical  measures.  Flat  community 
rating  or  national  health  insurance  is  always  possible. 
But  it  is  more  likely  that  if  the  worst  effects  of  risk 
selection  are  removed  from  the  private  insurance  mar- 
ket and  broader  access  is  still  not  achieved,  an  employ- 
er mandate  will  become  irresistible.  Whether  it  can  be 
imposed  will  depend  on  whether  cost-control  meas- 
ures can  be  found  to  solve  the  underlying  problem  of 
affordability. 

Arizona  Scale  University 
College  of  Law 

Tempe.  AZ  85287  MARK  A.  HaLL,  J.D. 

I  am  indebted  to  Henry  Greely,  Stanford  Law  School,  for  helpful 
discussions. 
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TESTIMONY  OF  ALAN  H.  MAGAZINE 
HEALTH  INDUSTRY  MANUFACTURERS  ASSOCIATION 

Good  moraine,  Mr.  Chairman  and  members  of  the  Committee.  I  am  Alan  Magazine, 
President  of  the  Health  Industry  Manufacturers  Association  (HTMA).  HTMA  is  a  national 
trade  association  representing  nearly  300  companies  that  manufacture  medical  devices, 
diagnostic  products,  and  health  care  information  systems.  HTMA  companies'  sales  represent 
more  than  90%  of  the  domestic  market.  I  appreciate  the  opportunity  to  appear  before  you  to 
discuss  HTMA's  perspective  on  the  President's  proposal  on  health  care  reform. 

HTMA  supports  a  market-based  approach  to  system-wide  health  reform  that  will  expand  access 
to  care,  reduce  costs,  and  maintain  the  high  quality  of  health  care  Americans  have  come  to 
expect.  We  believe  that  the  American  health  care  delivery  system  is  the  best  in  the  world. 
Any  reforms  should  build  on  this  solid  foundation,  and  individual  choice  should  be  the 
principal  mechanism  for  determining  medical  expenditures,  Utilization  of  health  services,  and 
resource  allocation.  The  President's  program  shares  these  perspectives. 

More  specifically,  HTMA  believes  that: 

•  Insurers  and  providers  should  be  encouraged  to  develop,  and  employers  and  public 
assistance  programs  to  make  available,  a  wider  choice  of  health  plans  that  more 
adequately  fit  the  needs  of  consumers. 

•  Costs  should  be  moderated  thorough  market-based  incentives  that  encourage  rational 
utilization  and  cost-effective  delivery  of  health  care  services. 

•  The  public  and  private  sectors  should  be  encouraged  to  provide  access  to  health  care 
through  various  insurance  approaches. 

The  Administration  plan  incorporates  the  bulk  of  these  principles  by  encouraging  coordinated 
care,  providing  consumers  with  better  information,  giving  individuals  the  resources  to  choose 
the  coverage  that  best  meets  their  needs,  and  reducing  costs  through  major  reforms  of  the 
health  insurance  market. 

HTMA  has  not  proposed  or  endorsed  any  global  health  care  reform  proposal.  We  claim  no 
special  expertise  in  many  of  the  insurance  and  tax  laws  that  are  involved  in  formulating  a 
comprehensive  plan.  HTMA  is  using  the  principles  I  mentioned  earlier  to  evaluate  all  of  these 
proposals,  and  we  will  continue  to  monitor  them  closely. 

However,  HTMA  companies  do  have  extensive  expertise  in  the  development  and  use  of  health 
care  technology.  We  are  committed  to  using  this  expertise  to  fashion  strategies  that  will 
reduce  costs  without  compromising  quality  of  care.  We  will  tailor  these  ideas  to  fit  within  the 
framework  of  any  major  health  reform  plan  that  is  considered  by  Congress. 

The  term  that  is  often  used  to  measure  success  in  lowering  costs  and  increasing  quality  is 
productivity.  Productivity  has  been  the  key  to  reducing  inflation  and  expanding  the 
availability  of  goods  at  affordable  prices  in  virtually  every  sector  of  our  economy. 
Productivity  gains  are  being  made  within  the  health  care  delivery  system  and  they  are  being 
supported  by  health  care  technology. 

Concentrating  on  productivity  leads  to  a  greater  understanding  of  value,  and  we  believe  that 
value  is  the  underlying  issue  in  the  debate  about  health  care  costs  and  quality.  The  media's 
persistent  reports  about  the  percentage  of  GNP  consumed  by  health  care  and  the  rate  of 
increase  in  costs  are  indicative  of  the  growing  public  skepticism  about  the  value  delivered  by 
our  health  care  system. 

One  important  component  of  value  is  cost.  There  is  a  good  deal  of  confusion  and 
misunderstanding  about  the  cost  of  health  care  technology  and  its  impact  on  the  rising  cost  of 
health  care.  The  Administration's  comments  about  the  health  care  technology  cost  reflect  this 
uncertainty.  In  the  February  6,  1992  booklet  entitled  "The  President's  Comprehensive  Health 
Reform  Program,"  a  number  of  statements  are  made  about  this  subject. 

On  page  8,  it  states  "In  addressing  the  growth  in  service  intensity,  it  is  difficult  to  know  how 
much  of  the  increase  is  due  to  advances  in  medical  technology,  and  how  much  is  attributable  to 
excessive  defensive  medicine,  poor  health  care  management,  and  gaming  of  a  price-regulated 
system."  On  page  55,  under  the  section  entitled  "Malpractice  and  Antitrust  Reform:  Changing 
Incentives  for  Provider  Behavior,"  it  states  "Much  of  the  increased  cost  of  health  care  has 
resulted  from  the  high  costs  associated  with  advanced  technology." 

How  valuable  and  productive  are  the  products  that  HTMA  companies  develop?  Do  new 
products  add  to  the  nation's  health  care  bill  or  do  they  lower  the  cost  of  health  care? 

In  order  to  answer  these  questions,  it  is  important  to  understand  the  distinction  between  the 
invention  and  development  of  a  product  and  its  use. 
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Based  on  1991  figures,  the  sale  of  health  care  technology  (not  including  pharmaceutical 
products)  was  about  4.5  %  of  the  total  health  care  budget:  $34  billion  out  of  more  than  $738 
billion.  However,  the  use  of  that  technology  accounts  for  a  far  higher  percentage  of  the 
annual  increase  in  health  care  costs. 

Use  costs  result  from  a  variety  of  societal  forces.  They  result  from  the  billions  we  invest  in 
biomedical  research  and  medical  training,  from  a  third-party  insurance  system  that  often 
insulates  patients  from  true  expenses,  from  tort  laws  that  encourage  defensive  medicine  and 
from  a  sense  of  ethics  that  values  human  life.  MMA  also  recognizes  the  potential  for 
inappropriate  utilization  of  some  technologies,  and  we  will  address  that  factor  shortly. 

In  order  to  have  a  realistic  context  to  judge  the  value  of  technology,  the  cost  of  a  new  therapy 
must  be  compared  to  the  cost  of  alternative  therapy.  It  is  also  important  to  consider  the  total 
value  of  the  therapy  to  the  patient. 

I  would  like  to  suggest  using  these  two  principles  to  evaluate  some  innovative  medical 
technologies  that  we  believe  make  our  health  care  system  more  productive. 

•  The  implantable  infusion  pump  ~  used  most  frequently  on  cancer  patients  -  enables  a 
continuous,  preset  flow  of  chemotherapeutic  drugs  to  bathe  cancerous  tissues.  By 
shifting  treatment  out  of  the  hospital  setting,  the  pump  yields  a  65  %  savings  in  the 
first  month. 

•  Between  50,000  and  100,000  patients  who  suffer  from  carpal  tunnel  syndrome 
annually  are  treated  with  a  pioneering  technique  using  fiberoptics  and  video  cameras. 
Studies  show  that  the  use  of  fiberoptic  technology  to  cure  the  work-related  wrist 
ailment  gets  people  back  to  work  almost  twice  as  quickly  as  traditional  surgical 
methods. 

•  Just  as  personal  computers  brought  computer  power  to  the  desktop,  new  technologies 
are  giving  physicians  the  ability  to  perform  desktop  chemistry  and  hematology  right  in 
their  offices.  Technology  has  make  possible  public  health  screenings  for  cholesterol 
and  other  tests,  and  has  given  diabetics  the  ability  to  test  their  blood  glucose  levels  at 
home. 

•  Kidney  dialysis  treatment  adds  about  $4  billion  a  year  to  our  national  health  bill.  But 
it  keeps  more  than  150,000  people  alive.  The  alternative?  Death  or  disability. 

These  examples  illustrate  how  innovative  medical  technology  has  increased  the  value  of 
American  health  care  for  the  consumer  by  improving  the  treatment  of  illness  and  disease  and 
in  many  cases  lowering  costs.  However,  we  are  not  content  to  rest  on  these  achievements.  In 
addition  to  the  increasing  number  of  new  products  HIMA  companies  are  bringing  to  the 
market  that  utilize  cutting-edge  technology,  HIMA  has  a  number  of  specific  suggestions  to 
further  improve  the  productivity  of  the  health  care  system. 

In  our  view,  the  availability  of  properly  analyzed,  additional  information  offers  the  potential 
for  more  expeditious,  less  expensive  product  approvals,  more  appropriate  utilization  of 
services  at  the  most  effective  site,  and  a  significant  reduction  in  the  practice  of  defensive 
medicine; 

HJMA  companies  spend  considerable  time  and  resources  generating  clinical  data.  They  invest 
an  average  of  6.3%  of  sales  in  research  and  development  (R&D),  which  amounted  to  more 
than  $2  billion  in  1991 .  A  good  deal  of  this  investment,  which  is  double  the  national  average 
for  U.S.  companies,  results  in  clinical  data  that  can  be  of  great  value  in  containing  health 
costs. 

HIMA's  first  proposal  is  based  on  our  support  of  properly  designed  technology  assessment 
such  as  outcomes  measurement  and  effectiveness  research.  We  believe  that  this  method  holds 
promise  in  improving  patient  care,  providing  that  the  criteria  are  appropriately  defined.  The 
interests  of  the  patient  must  be  the  centerpiece  of  effectiveness  research.  Effective  technology 
assessment  will  help  correct  the  problem  of  overutilization  and  inappropriate  use  of  medical 
technology  by  providing  doctors  with  the  information  they  need  to  decide  what  works  best. 

While  mortality  and  morbidity  statistics  are  valuable  in  assessing  medical  technology,  it  is  also 
important  to  assess  the  impact  of  a  treatment  on  the  patient's  quality  of  life.  For  example,  did 
the  treatment  permit  the  patient  to  return  to  work  more  quickly  than  an  alternative  treatment, 
did  it  permit  less  invasive  ancillary  treatment,  did  it  make  the  patient  feel  more  comfortable, 
and  so  forth.  HIMA  also  supports  an  appropriate  funding  level  for  the  Agency  for  Health 
Care  Policy  and  Research  (AHCPR). 


692 


Our  second  proposal  is  to  make  Medicare  and  Medicaid,  and  any  other  new  system  that  may 
be  regulated  by  the  federal  government,  more  flexible  so  that  coverage  for  care  in  the  most 
appropriate,  cost-effective  setting  is  permitted.  Medicare's  inflexibility  stems  from  its 
historical  context.  Medicare  laws  were  adopted  in  the  mid-1960s  when  most  acute  care  was 
provided  in  a  hospital  setting. 

Today,  new  technologies  have  enabled  treatments  like  infusion  therapy  and  patient  monitoring 
to  take  place  in  less  expensive  settings  such  as  the  home  and  other  alternate  sites.  Ironically, 
such  technologies  often  are  not  covered  by  Medicare  because  of  restrictions  that  were  written 
25  years  ago.  If  a  basic  benefit  package  is  included  in  any  new  federal  health  care  program,  it 
should  be  designed  to  permit  the  delivery  of  benefits  at  the  most  effective  site. 

Finally,  HIMA  believes  that  there  should  be  an  integrated  system  of  health  care  liability.  The 
distinction  between  malpractice,  which  concerns  the  liability  of  professionals  and  institutions, 
and  product  liability,  which  concerns  medical  technology  manufacturers,  is  artificial. 

These  three  patient  care  decision  makers  --  the  medical  professional,  the  institution,  and  the 
manufacturer  —  face  a  common  tort/liability  insurance  problem  that  arises  out  of  the  same 
factual  context.  In  order  to  effectively  reduce  the  cost  of  defensive  medicine,  it  makes  sense 
to  approach  this  health  care  liability  problem  comprehensively,  rather  than  through  disparate 
remedies  that  focus  on  one  group  or  another. 

We  are  pleased  to  note  that  the  President's  program  discusses  ideas  very  similar  to  some  of  our 
proposals.  This  common  ground  is  encouraging  and  we  look  forward  to  working  with  the 
Administration  and  this  Committee  as  health  care  reform  legislation  moves  through  Congress. 
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TESTIMONY  TO  THE 
WAYS  AND  MEANS  COMMITTEE  ON  THE 
PRESIDENT'S  HEALTH  REFORM  PROGRAM 


March  19,  1992 

The  following  written  testimony  is  offered  on  behalf  of  the  Interreligious  Health  Care  Access 
Campaign,  a  cooperative  project  with  Interfaith  Impact  for  Justice  and  Peace  and  with  the  National 
Council  of  Churches.  The  Campaign  has  been  broadly  endorsed  by  state  and  national  Jewish  and 
Protestant  leaders  and  by  Jewish,  Protestant,  ecumenical,  and  interreligious  organizations. 

The  testimony  is  based  the  Working  Principles  of  the  Campaign,  a  document  developed  over  two 
years  during  five  national  interreligious  consultations  on  health  care  advocacy.  Copies  of  the 
complete  Working  Principles  are  available  from  the  Campaign  at  1 10  Maryland  Ave.  NE,  Box  63, 
Washington,  DC  20002.  (202-543-5878)  Relevant  sections  from  the  Working  Principles  will  be 
noted  during  this  written  testimony.  In  following  the  Working  Principles  we  believe  we  are  bringing 
a  faith  based  perspective  to  bear  on  the  important  issues  at  stake  in  health  care  reform.  The  ethical 
standards  of  the  religious  heritage  we  bear  are  tools  for  bringing  our  common  lives  into  greater 
harmony  with  what  we  believe  God  wants  for  our  society. 

The  Campaign  is  significant,  we  believe,  not  only  because  of  the  range  of  personal  and  organizational 
endorsers,  but  also  because  it  has  been  built  up  over  three  years  in  discussions  that  have  included 
representatives  of  religious  advocacy  offices,  religious  based  health  care  providers,  and  the 
organizations  in  denominations  that  provide  health  insurance  for  religious  employees.  We  are  very 
well  aware  that  for  health  reform  to  work,  it  must  work  for  those  who  receive  care,  those  who  provide 
care,  and  those  who  pay  for  care. 

Overview 

We  find  the  President's  Comprehensive  Health  Reform  Program  to  be  substantially  inadequate  and 
to  contain  serious  negative  features: 

□  It  is  unlikely  to  expand  access  to  health  care  in  a  meaningful  way. 

□  It  is  unlikely  to  constrain  health  care  costs  and  would  probably  stimulate  additional  health 
care  cost  inflation. 

□  It  would  significantly  undercut  the  level  of  care  currently  available,  by  destroying  state 
mandates  for  health  insurance  and  by  destroying  Medicaid  as  an  entitlement. 

□  Its  insurance  reform  proposals  are  very  weak. 

□  It  would  not  help  small  businesses  and  would  add  significant  burdens  to  states  without  the 
revenues  to  meet  the  burdens. 

In  short,  the  President' s  Comprehensive  Health  Reform  Program  does  not  come  close  to  meeting  the 
needs  of  the  people  of  the  United  States  as  measured  by  the  standards  of  the  Working  Principles  of 
the  Interreligious  Health  Care  Access  Campaign. 

The  President' s  proposal  has  four  substantive  parts  and  we  will  comment  on  each:  expanded  spending 
for  prevention,  insurance  reform,  tax  changes  to  pay  for  health  care,  and  the  restructuring  of 
Medicaid. 


Increased  Spending  for  Prevention 

CAMPAIGN  WORKING  PRINCIPLE  2a 

2.  We  seek  a  national  health  care  plan  which  provides  the  following  benefits  for  the  whole 
population  of  the  nation: 

a.  Programs  of  health  promotion  and  risk  reduction,  including  ( 1 )  Prevention  of  illness  and  disability 
through  pre-  and  post-natal  care,  immunizations,  and  epidemiologic  services.  (2)  Education  of 
providers  and  individuals  about  early  symptom  identification,  appropriate  use  of  health  care  services 
through  risk  assessment,  public  health  materials,  and  educational  events.  (3)  Provision  of  early 
screening,  diagnosis  and  treatment  through  physical  examinations  (inclusive  of  dental,  eye,  and 
hearing  care.) 
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Instead  of  a  systematic  response  to  the  needs  of  prevention,  the  President  offers  a  shopping  list  of 
specific  proposed  increases  in  his  Federal  Budget  for  Fiscal  Year  1993.  These  increase  are  the  most 
welcome  part  of  his  proposals.  Several  of  them,  such  as  a  proposed  1 8  percent  increase  in  childhood 
immunizations  to  $349  million  dollars,  would  recover  part  of  the  ground  lost  to  cuts  initiated  by  the 
Reagan  and  Bush  administrations.  The  President  proposes  a  much  larger  increase  for  treatment  of 
low  birthweight  babies  and  reduced  infant  mortality  than  is  proposed  for  a  new  "Healthy  Start" 
program  for  increased  prenatal  care.  Prevention  of  lead  poisoning  is  a  small  and  much  needed 
program  that  would  get  a  large  increase  to  $40  million  dollars  but  is  a  miniscule  proposal  in 
comparison  to  several  substantial  bills  that  are  currently  under  consideration  by  the  Congress. 
Tuberculosis  control  would  get  a  106  percent  increase  to  $66  million  dollars.  This  is  much  needed 
because  the  diseases  of  poverty,  such  as  tuberculosis  are  increasing  due  to  increased  homelessness 
and  other  symptoms  of  the  ripped  safety  net  that  have  born  the  brunt  of  budget  cuts  over  the  last 
decade.  The  $400  million  dollar  proposed  increase  for  Head  Start  is  welcome  as  are  several  other 
increases  in  small  programs. 

Health  Insurance  Reform 

CAMPAIGN  WORKING  PRINCIPLE  3 

We  seek  a  national  health  care  system  drawn  from  the  broadest  possible  resource  base. 

a.  Financial  support  realized  from  individuals  and  corporations  should  be  progressive,  based 
on  the  ability  to  pay. 

b.  Funding  should  be  generated  in  an  efficient  and  least  costly  manner. 
CAMPAIGN  WORKING  PRINCIPLE  4 

We  seek  a  national  health  plan  which  guarantees  access  to  care  everywhere  in  the  nation. 

a.  Legislation  should  provide  for  integrated  planning,  coordination,  and  communication 
between  all  organizations  affected  by  this  plan. 

CAMPAIGN  WORKING  PRINCIPLE  11  (partial) 

We  seek  a  national  health  care  plan  which  significantly  reduces  the  current  rapid  inflation  in 
the  costs  of  providing  medical  services. 

A  lot  of  the  crucial  detail  for  assessing  the  President's  insurance  reform  proposal  is  missing.  But  it 
is  clear  that  the  President  is  offering  only  minimal  reform.  There  is  no  community  rating,  no 
significant  restriction  on  underwriting  practices  that  have  made  health  care  costs  so  unfair  for  small 
businesses.  Insurers  would  be  required  to  sell  policies  to  any  business  group  and  to  all  persons  within 
a  business.  They  would  have  to  renew  policies.  People  could  not  be  excluded  for  coverage  for 
preexisting  conditions.  (This  is  one  point  where  the  detail  is  critical  since  several  bills  before 
Congress  claim  this  goal  but  have  significant  loopholes.) 

The  big  thing  that  is  missing  is  significant  price  controls.  Insurers  could  set  different  prices  for 
different  business  groups  and  then  vary  prices  within  the  groups  by  50  percent  for  age  and  sex 
differences.  They  could  vary  them  another  20  percent  based  on  how  the  business  was  acquired.  Even 
these  controls  are  defined  as  temporary  because  they  might  be  too  restrictive. 

The  President's  proposal  gives  substantial  attention  to  the  formation  of  Health  Insurance  Networks 
(HIN's)  that  would  allow  small  businesses  to  band  together  for  additional  clout  in  bargaining  with 
insurance  companies.  They  are  presumed  to  save  a  lot  of  administrative  cost  because  the  cost  would 
no  longer  be  with  the  government  or  the  insurer  but  would  belong  to  the  not-for-profit  organizations 
to  be  created  to  form  the  HIN's.  People  working  in  businesses  with  greater  health  risks  would  have 
to  pay  considerablymore  for  insurance  than  others.  There  would  still  be  strong  motives  for  employers 
to  discriminate  against  workers  who  would  be  likely  to  have  higher  health  care  costs.  It  is  unclear 
whether  many  small  businesses  would  choose  to  become  involved  in  HIN's. 

The  President  proposes  simplified  claim  forms  and  electronic  data  management.  This  would 
apparently  be  required  in  some  government  institutions  and  would  help  them  catch  up  with  common 
practice  in  private  institutions.  There  are  no  requirements  for  improvements  of  these  kinds  in  the 
general  delivery  of  health  care. 

For  those  small  businesses  which  currently  do  not  provide  health  care  for  their  employees  because 
of  high  cost,  there  would  be  little  relief.  Cost  differentials  with  other  businesses  would  not  be 
significantly  leveled.  The  HIN's  would  be  by  type  of  business;  and  if  a  type  of  business  had  high 
costs  because  of  high  health  risks,  that  cost  level  would  not  change.  For  small  businesses  with  low 
profit  levels  health  care  costs  would  still  be  out  of  reach.  And,  since  there  is  no  substantial  cost- 
containment  in  the  President's  proposal,  rates  would  continue  to  soar. 
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Tax  Changes  to  Pay  for  Health  Care 
campaign  working  principle  7 

We  seek  a  universal  access  national  health  plan  which  would  provide  services  based  on 
principles  of  equity,  efficiency  and  quality  of  output  The  process  of  paying  for  health  services 
should  be  equitable,  cost  effective,  and  easy  to  administer  and  understand. 

The  President's  proposed  tax  credits  and  deductions  are  too  small  to  be  of  much  help  and  are  tied 
to  Medicaid  changes  that  would  harm  low  income  people.  People  with  incomes  below  the  poverty 
line  are  eligible  for  the  maximum  tax  credit  of  $  1 250  for  an  individual,  $2500  for  a  couple,  and  $3750 
for  a  family  of  three  or  more.  Such  a  credit  will  not  buy  even  basic  coverage  for  most  recipients. 
The  President  could  not  institute  this  program  without  eliminating  state  mandates  that  require  higher 
levels  of  coverage.  Offering  low  income  people  reduced  and  inadequate  benefits  is  a  cynical  answer 
to  the  problem  of  those  without  insurance. 

For  those  with  incomes  above  the  poverty  line,  the  tax  credit  would  diminish  rapidly  and  a  tax 
deduction  would  begin.  A  family  of  three  with  income  of  $20,000  would  receive  a  deduction  worth 
about  $560,  a  trivial  amount  for  the  purchase  of  health  insurance. 

The  President's  approach  would  create  a  windfall  profit  for  businesses  currently  providing  health 
insurance.  The  tax  credit  or  deduction  would  be  reduced  on  a  dollar  for  dollar  basis  for  employer 
payments.  Indeed  they  are  transferable  to  the  employer  so  the  worker  would  never  see  the  money. 
The  employers  could  reduce  their  contributions  for  health  care  by  the  value  of  the  tax  credit  and  there 
would  be  no  increase  in  coverage  for  the  employee. 

States  would  be  required  to  establish  several  policy  levels  that  are  actuarially  equal  to  the  maximum 
tax  credit  and  insurance  companies  would  have  to  offer  these  policies.  But  the  insurance  companies 
could  offer  them  at  any  price  they  wish.  They  could  charge  rates  much  higher  what  would  be  justified 
by  the  State  Actuary.  It  is  also  cynical  to  project  that  a  family  earning  50  percent  more  income  than 
the  poverty  rate  could  make  up  for  a  90  percent  decrease  in  the  tax  credit  as  required  by  the  President '  s 
plan.  In  short,  low  income  people  are  better  off  with  the  current  situation  of  dependence  on  Medicaid 
(for  some)  and  hospital  emergency  rooms  for  the  rest. 

Medicaid  Effects 

CAMPAIGN  WORKING  PRINCIPLE  11  (Partial) 

The  pursuit  of  cost  containment  should  not  place  undue  burdens  on  medical  providers  or  upon 
those  who  receive  services.  Where  possible,  individuals  should  have  a  choice  of  medical 
providers. 

To  offset  the  costs  of  the  Presidential  proposal  Medicaid  would  be  devastated  by  capping  federal 
expenditures.  Currently,  Medicaid  is  paid  out  on  a  fee-for-service  basis  for  covered  benefits.  The 
President  would  send  the  current  level  of  federal  payments  to  states  on  a  per-capita  basis  and  then 
limit  the  increase  to  the  rate  of  general  inflation  which  is  far  below  Medicaid  increases  of recent  years. 

States  would  have  two  options  for  running  Medicaid.  The  first  option  would  allow  them  to  force  all 
recipients  into  Health  Maintenance  Organizations  (HMO's)  or  Preferred  Provider  Organizations 
(PPO's).  Because  federal  income  would  not  keep  up  with  required  expenditures  the  states  would  be 
faced  with  making  up  big  discrepancies.  In  the  second  option  the  states  would  combine  the  federal 
income  for  Medicaid  and  the  tax  credit  and  offer  everyone  with  income  below  the  poverty  line 
Medicaid-level  benefits.  Under  thisoption  states  would  have  to  make  up  huge  discrepancies  which 
would  escalate  each  year.  Under  either  option  the  President's  proposal  would  pass  off  costs  to  states 
and  reduce  services  to  people  in  need.  Among  those  most  strongly  affected  would  be  those  who 
receive  obstetric  and  gynecological  care,  and  "mental  health"  care,  because  of  existing  state 
mandates. 

In  summary,  THE  PRESIDENT'S  PROPOSAL  IS  NOT  EVEN  A  BENIGN  SMALL  IMPROVE- 
MENT FORTHE  LOW  INCOME  PEOPLE  IT  PURPORTS  TO  SERVE.  IT  ESCAPES  CURRENT 
FEDERAL  RESPONSIBILITIES,  INCREASES  THE  BURDEN  FOR  STATES  WITHOUT 
COMMENSURATE  RESOURCES,  AND  DESTROYS  LIMITED  PROTECTIONS  THAT  ARE 
CURRENTLY  AVAILABLE  TO  LOW  INCOME  PEOPLE. 


Other  Considerations 

The  President  proposes  malpractice  changes  that  would  result  in  the  reduction  of  awards  for 
successful  suits  plus  chilling  incentives  against  bringing  suits  in  the  first  place.  No  consideration  is 
given  to  the  many  people  who  are  injured  as  part  of  thehealth  care  they  receive  and  haveno  reasonable 
recourse  under  the  current  undesirable  malpractice  situation. 


696 


Though  a  great  deal  of  the  rhetoric  in  the  President's  proposal  is  about  choice  and  about  market 
principles,  the  substance  of  the  proposals  moves  away  from  the  rhetoric.  The  proposals  have  many 
pushes  to  herd  people  into  HMO's  and  PPO's.  This  means  sharply  reduced  choices  by  consumers, 
a  significant  reduction  of  the  market  principle.  The  justification  given  is  that  competition  on  a  fee- 
for-service  basis  is  inflationary!  Though  it  seems  counter-intuitive  to  many,  publicly  financed 
approaches  to  health  care  preserve  a  great  deal  more  freedom  of  choice  for  individuals  and  health 
professionals. 

The  President's  proposal  is  long  on  rhetoric  for  providing  increased  information  to  individuals  for 
choosing  doctors  and  hospitals.  Unfortunately,  there  are  no  proposed  rules  or  programs  to 
accomplish  this  worthy  goal. 
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STATEMENT  OF 
NATIONAL  FEDERATION  OF  INDEPENDENT  BUSINESS 


SUBJECT:    The  President's  Comprehensive  Health  Reform 
Program 

BEFORE:      Committee  on  Ways  and  Means 
DATE:  March  4,  1992 


Thank  you  for  the  opportunity  to  submit  testimony  to 
the  Committee  on  Ways  and  Means  on  the  President's  proposals 
for  health  care  reform.    The  National  Federation  of 
independent  Business  (NFIB)  appreciates  the  opportunity  to 
express  our  members  views  and  share  with  the  Committee  the 
data  and  conclusions  we  have  accumulated  over  the  course  of 
more  than  a  decade  on  small  business  health  insurance  market 
reform. 

NFIB  is  the  nation's  largest  small  business  advocacy 
organization,  representing  more  than  500,000  small  and  . 
independent  business  owners  nation-wide. 


Background 

An  NFIB  Foundation  Survey,  Problems  and  Priorities, 
released  on  March  16,  1992,  showed  that  the  cost  of  health 
insurance  is  still  the  number  one  problem,  twice  as  critical 
as  the  number  two  problem,  which  is  "federal  taxes  on 
business  income."     For  many  small  businesses,  20  to  300 
percent  annual  premium  increases,  small  profit  margins, 
struggling  regional  economies,  and  restricted  cash  flow  all 
contribute  to  the  increasing  difficulty  small  business 
owners  face  in  purchasing  health  insurance.     If  the  cost  of 
purchasing  or  continuing  to  provide  health  insurance 
increases  at  the  rate  of  30  percent  a  year,  small  business 
owners  will  be  forced  to  increase  employee  contributions, 
cut  benefits,  or  in  some  cases  drop  coverage  altogether. 
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Rapidly  rising  medical  costs  and  the  steps  employers 
have  taken  to  try  to  control  them  have  led  to  increasing 
middle-class  fear  of  losing  health  insurance  coverage.  NFIB 
members  share  this  fear.    They  are  deeply  concerned  that 
they  will  not  be  able  to  continue  to  provide  health 
insurance  coverage  for  their  employees  and  their  own 
families. 

Public  policy  makers  must  address  the  exorbitant  cost 
of  providing  health  insurance  which  has  literally  created  a 
barrier  to  businesses  seeking  to  offer  health  insurance  for 
the  first  time. 

The  President's  Proposal 

The  President's  proposal  is  a  market-based  reform 
initiative  which  requires  health  insurers  to  cover  all 
groups  seeking  to  purchase  insurance.     His  proposal 
guarantees  the  availability,  af f ordabi lity ,  and  renewability 
of  health  insurance. 

NFIB  strongly  agrees  with  the  President  on  several  of 
his  key  provisions  that  will  reform  the  health  care  system 
such  as  providing  100%  deductibility  of  health  care  premiums 
for  the  self-employed;  preempting  state  mandated  benefits; 
preempting  state  anti-managed  care  laws;  allowing  small 
businesses  to  band  together  to  self-insure;  reforming 
medical  malpractice  laws;  and  increasing  consumer  awareness. 
While  NFIB  supports  a  tax  deduction  or  credit  for  low  to 
middle  income  individuals  or  families  for  the  purchase  of 
health  insurance,  we  are  concerned  about  the  financing  of 
such  a  provision. 

Tax  Deduction  and  Credit 

The  President's  proposal  offsets  the  cost  of  purchasing 
health  insurance  by  providing  a  transferable  health 
insurance  tax  credit  or  tax  deduction  of  up  to  $1,250  for  an 
individual  with  an  income  of  up  to  $50,000;  $2,500  for 
married  couples  with  incomes  of  up  to  $65,000;  and  $3,750 
for  families  of  three  or  more  with  incomes  of  up  to  $80,000. 
The  proposal  also  provides  low-income  persons,  who  do  not 
earn  enough  to  pay  taxes,  a  voucher  to  be  used  to  purchase 
insurance. 

According  to  the  Congressional  Budget  Office  (CBO),  in 
1989,  12.5  million  of  the  19.6  million  uninsured  tax  units, 
would  have  been  eligible  for  a  full  refundable  tax  credit 
and  of  the  remaining  third  virtually  all  would  have  been 
able  to  claim  a  reduced  tax  credit  or  taken  a  tax  deduction. 
Furthermore,  CBO  estimates  that  only  300,000  of  the  19.6 
million  uninsured  tax  units  would  not  receive  any  subsidy  to 
purchase  health  insurance.  It  is  important  to  note  that 
these  300,000  had  incomes  above  $40,000. 
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NFIB  applauds  the  President  for  providing  these 
incentives  and  relief  through  tax  deductions  and  credits. 
While  we  are  concerned  about  the  financing  of  this 
provision,  it  provides  those  who  can  not  afford  health 
insurance  the  opportunity  to  purchase  it,  especially  for 
those  whose  earnings  push  them  above  the  eligibility 
requirements  for  the  Medicaid  program. 

Tax  Deduction  for  the  Self-Employed 

Small  business  owners'  access  to  health  insurance  and 
quality  health  care  is  largely  determined  by  af f ordabili ty . 
Two  thirds  of  small  business  owners  who  do  not  now  offer 
health  insurance  would  do  so  if  they  could  afford  it.  The 
cost  of  health  insurance  can  be  the  greatest  payroll  line- 
item  in  a  small  business  —  exceeding  the  combined  cost  of 
workers  compensation  and  liability  insurance.     Between  1987 
and  1991,  the  cost  of  health  insurance  for  a  single  employee 
rose  79  percent  and  for  family  coverage,  72  percent. 

The  President's  proposal  permits  the  self-employed  to 
fully  deduct  the  cost  of  health  insurance  premiums.    As  we 
have  stated  in  previous  testimony,  we  believe  it  is 
imperative  that  Congress  level  the  playing  field  by 
equalizing  costs  of  health  insurance  for  the  self-employed 
to  that  of  big  business.     Increasing  the  deductibility  for 
health  insurance  premiums  for  the  self-employed  from  25  to 
100  percent  will  increase  access  to  health  insurance  for  the 
employee  by  making  it  more  affordable  for  the  employer  to 
purchase . 

Preempt  State  Mandated  Benefits 

Cumulatively,  state  mandated  benefits  can  raise  the 
cost  of  health  insurance  by  more  than  30  percent.     They  also 
have  a  proven  impact  on  increasing  utilization  and  medical 
inflation. 

NFIB  supports  the  President's  proposal  to  preempt  state 
mandated  benefits  and  require  states  to  work  with  insurance 
companies  to  develop  health  care  packages  that  would  be 
covered  by  the  available  credit  or  deduction.     We  would 
prefer  to  allow  the  insurance  industry  to  design  and  market 
an  affordable  health  insurance  policy  rather  than  leaving 
that  authority  to  the  states  for  fear  of  costly  mandates 
being  included  in  a  basic  package.  However,  the  President's 
requirement  that  the  bare  bones  package  must  be  able  to  be 
purchased  by  the  tax  subsidy  would  make  it  very  difficult  to 
include  expensive  mandated  benefits  as  a  part  of  the  bare 
bones  package. 

Health  Insurance  Networks  (HIN's) 


NFIB  supports  the  President's  proposal  permitting  small 
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groups  to  band  together  to  self-insure.    This  has  proven  to 
be  a  very  effective  way  of  providing  affordable  and 
manageable  health  care  coverage.     HIN's  would  reduce  the 
costs  of  coverage  to  a  level  that  many  Main  Street  size 
firms  can  afford.    Additionally,  Federal  certification  would 
exempt  HIN's  from  state  requirements  such  as  mandated 
benefits,  premium  taxes,  and  managed  care  laws  and  would 
lower  the  administrative  costs  of  providing  health 
insurance. 

Risk  Pooling 

NFIB  supports  the  President's  proposal  eliminating  the 
preexisting  condition  exclusion  and  establishing  risk  pools 
in  which  all  insurers  providing  individual  or  small  market 
coverage  would  have  to  participate.     This  would  reduce  the 
burden  of  carrying  beneficiaries  who  are  high-risk 
enrollment . 

Premium  Variation  Limits 

NFIB  strongly  supports  the  President's  limitation  in 
the  variation  of  premium  increases  and  the  standardization 
of  rating  practices.     Small  groups  should  be  rated  and 
charged  premiums  on  the  same  basis  as  a  larger  business  and 
should  have  the  same  predictability  in  premium  increases. 
Through  our  surveys,  NFIB  has  found  that  the  inability  to 
predict  future  premium  costs  keeps  a  great  many  small  firms 
out  of  the  insurance  market. 

Rating  bands  appear  to  be  a  workable  compromise  between 
the  current,  unacceptable  system  of  underwriting  and  a 
return  to  community  rating,  which  insurers  oppose.  We 
believe  that  loose  bands,  which  the  industry  favors,  could 
work  against  small  firms.  At  this  time  carefully  crafted 
rating  bands  seem  to  be  a  reasonable  approach  until  the 
issue  has  been  studied  more  closely. 

Managed  Care  and  Utilization  Review 

NFIB  believes  that  managed  care  and  utilization  review 
play  a  positive  role  in  promoting  access  to  health  care, 
containing  costs  of  health  care,  and  promoting  competition 
in  delivery.     We  support  the  President's  proposal  to  preempt 
state  laws  or  regulations  restricting  managed  care  or 
utilization  review. 

Administrative  Costs 

NFIB  believes  that  substantial  cost  savings  can  be 
realized  by  implementing  items  in  the  President's  proposal 
such  as  electronic  billing,  uniform  claims  and  reporting; 
and  computerization  of  medical  records. 
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Standardizing  claims  procedures  through  the  use  of  a 
single  insurance  claims  form  and  electronic  billing  systems 
will  reduce  administrative  cost  and  provide  for  a  more 
efficient  means  of  operation. 

Medical  Malpractice  Reform 

NFIB  strongly  supports  the  President's  proposal  to 
reform  medical  malpractice  laws  and  urges  the  Congress  to 
include  effective  tort  reform  in  any  vehicle  that  is  brought 
to  the  floor. 

Defensive  medicine  and  high  malpractice  insurance 
premiums  contribute  to  the  spiraling  costs  of  providing  and 
purchasing  health  care.     Reforms  such  as  elimination  of  a 
uniform  statute  of  limitations,  caps  on  damages,  as  well  as 
the  use  of  practice  guidelines  as  a  defense  would  not  only 
reduce  malpractice  premiums  and  doctor's  fees  but  would  curb 
the  expensive  practice  of  defensive  medicine. 

Consumer  Information 

The  President's  proposal  suggests  that  consumers  will 
make  more  cost  effective  decisions  and  efficient  choices  if 
they  are  more  informed  about  the  cost  and  quality  of  health 
care  services  and  treatment. 

NFIB  concurs  with  the  President's  proposal.     The  more 
information  that  is  available  to  consumers,  the  better 
decisions  they  will  make  regarding  the  purchase  of  health 
care  services.    At  the  same  time  the  inappropriate  and 
unnecessary  care  provided  would  be  reduced.     NFIB  strongly 
supports  efforts  to  increase  funding  for  outcomes  research 
and  for  developing  practice  guidelines. 

Prevention 

The  President's  proposal  provides  for  increased 
spending  for  prevention  health  programs  as  a  means  of 
controlling  health  care  costs.     NFIB  is  concerned  by  the 
President's  assumption  that  disease  prevention  would  reduce 
the  overall  costs  of  health  care.  While  NFIB  recognizes  that 
preventative  medicine  is  effective  for  the  early  diagnosis 
and  treatment  of  diseases,  the  argument  that  covering 
preventive  health  care  will  lower  health  expenditures 
depends  on  what  type  of  preventive  benefits  are  covered. 
Cost  savings  have  been  realized  for  such  services  as 
immunizations,  prenatal  care,  and  family  planning.  However, 
screenings  for  chronic  diseases  can  increase  rather  than 
decrease  health  care  costs. 

Managed  Care  and  Medicaid 


The  President's  proposal  restructures  Medicaid  by 
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requiring  that  Medicaid  beneficiaries  be  treated  in  a 
managed  care  setting.    The  federal  financial  participation 
in  Medicaid  cost-sharing  for  acute  care  services  would  be 
made  as  a  capitated  payment  adjusted  by  some  measure  for 
inflation.    Delivery  of  acute  care  services  would  be  shifted 
to  coordinated  care. 

NFIB  supports  applying  managed  care  principles  to 
Medicaid. 

Conclusion 

The  health  insurance  market  is  dysfunctional  and  can  no 
longer  remain  unpredictable  and  distorted.     Simply  bringing 
predictability  and  competition  to  the  market  will 
significantly  drive  down  the  cost  of  providing  health 
insurance  which  in  turn  will  increase  access. 

NFIB  supports  the  President's  goal  to  expand  access  to 
health  care  for  all  Americans.    While  there  remain  strong 
differences  of  opinion  on  how  to  expand  access  for  the 
uninsured,  there  appears  to  be  broad  agreement  on  the  steps 
that  need  to  be  taken  to  correct  the  health  insurance  market 
from  100  percent  deductibility  for  the  self-employed  to 
insurance  market  reforms  and  from  preemption  of  state 
mandates  to  small  business  insurance  purchasing  groups, 
there  is  agreement. 

NFIB  strongly  encourages  Congress  to  enact  legislation 
that  will  strengthen  America's  health  care  system.     It  is 
time  for  meaningful  health  care  reform. 
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TESTIMONY  OF  ALMA  ROSE  GEORGE,  M.D. 
NATIONAL  MEDICAL  ASSOCIATION 

I.  INTRODUCTION 

GOOD  MORNING  MR.   CHAIRMAN  AND  MEMBERS  OF  THIS  DISTINGUISHED 
COMMITTEE.     THANK  YOU  FOR  INVITING  ME  TO  BE  HERE  TODAY  TO  ADDRESS 
THE  CURRENT  PROBLEMS  AND  ISSUES  AFFECTING  HEALTH  CARE. 

AS  PRESIDENT  OF  THE  NATIONAL  MEDICAL  ASSOCIATION  ( "NMA" ) ,  I 
AM  HERE  ON  BEHALF  OF  AN  ORGANIZATION  WHICH  REPRESENTS  OVER  16,000 
PHYSICIANS  FROM  THROUGHOUT  THE  UNITED  STATES,   THE  VIRGIN  ISLANDS 
AND  PUERTO  RICO,   WHO  ARE  AMONG  THE  PRIMARY  PROVIDERS  TO  THE 
MEDICALLY  UNDERSERVED  AND  UNDERREPRESENTED  LOW- INCOME 
POPULATIONS. 

WE  ARE  EXPERIENCING  A  PARTICULARLY  STRESSFUL  TIME  FOR  THIS 
GREAT  NATION  AS  WE  ARE  FACED  WITH  RECESSION  AND  THE  UNCERTAINTIES 
AND  FEARS  THAT  ACCOMPANY  AN  UNPREDICTABLE  ECONOMY.     DESPITE  THESE 
ECONOMIC  CONCERNS,  WE  MUST  FOCUS  ON  THE  ABILITY  TO  PROVIDE 
ADEQUATE  HEALTH  CARE  FOR  ALL  AMERICANS. 


II.  BACKGROUND 

THE  NMA  PRIMARY  CARE  PROVIDERS  ARE  PAINFULLY  AWARE  OF  THE 
DISPARITY  BETWEEN  THE  HEALTH  STATUS  OF  UNINSURED  AND  UNDER INSURED 
POPULATIONS  IN  COMPARISON  TO  THE  GENERAL  POPULATIONS.     WE  VIEW 
FIRST  HAND  DISPROPORTIONATELY  HIGHER  RATES  OF  INFANT  MORTALITY, 
HOMICIDES,   SUICIDES,   SUBSTANCE  ABUSE,   TEENAGE  PREGNANCIES, 
CARDIOVASCULAR  DISEASE,  DIABETES,   AIDS,  TUBERCULOSIS  AND  OTHER 
DISEASES  PARTICULARLY  AMONG  THE  INDIGENT  SEGMENT  OF  THE  MINORITY 
AND  DISADVANTAGED  COMMUNITY.      IN  THE  MID-1980' S,   THE  HEALTH  AND 
HUMAN  RESOURCES  SECRETARY'S  TASK  FORCE  ON  BLACK  AND  MINORITY 
HEALTH  DEMONSTRATED  THAT  OVER  60,000  EXCESS  DEATHS  AMONG  BLACKS 
AND  MINORITIES  COULD  HAVE  BEEN  PREVENTED  IF  THEY  HAD  RECEIVED 
HEALTH  CARE  THAT  HAD  BEEN  PROVIDED  TO  NON-MINORITIES.  IN 
NOVEMBER  1990,   THE  NATIONAL  INSTITUTE  OF  HEALTH  REVEALED 
STATISTICAL  DATA  TO  ILLUSTRATE  THAT  THE  LIFESPAN  FOR  BLACKS  HAD 
CONTINUED  TO  DECREASE  DESPITE  THE  LENGTHENING  LIFESPAN  FOR  THE 
MAJORITY  POPULATION.     HEALTH  CARE  MUST  BECOME  MORE  ACCESSIBLE  IN 
BOTH  COST  AND  AVAILABILITY  TO  ALL  CITIZENS   IN  THIS  NATION  IF  WE 
WISH  TO  AVOID  DESTROYING  OUR  ENTIRE  HEALTH  CARE  SYSTEM. 

THE  COST  OF  HEALTH  CARE  CONTINUES  TO  RISE  THREE  TIMES  FASTER 
THAN  THE  CONSUMER  PRICE  INDEX.     LAST  YEAR  $738  BILLION  WAS  SPENT 
ON  HEALTH  CARE  —  OVER  13  PERCENT  OF  THE  GROSS  NATIONAL  PRODUCT 
( "GNP" ) .     OTHER  COUNTRIES,   HOWEVER,   HAVE  STABILIZED  THE  SHARE  OF 
THEIR  GNP  SPENT  ON  HEALTH  CARE  WHILE  THE  PACE  OF  THE  UNITED 
STATES  HEALTH  CARE  COSTS  HAS  ACCELERATED  IN  RECENT  YEARS. 
INFLATION,  ADJUSTED  BY  PER  CAPITA  SPENDING,   FOR  HEALTH  CARE  GREW 
BY  4  PERCENT  PER  YEAR  FROM  1970  TO  1980,  AND  BY  4 . 6  PERCENT  PER 
YEAR  FROM  1980  TO  1986.     THE  HEALTH  CARE  FINANCING  ADMINISTRATION 
( "HCFA" )   ESTIMATES  THAT  HEALTH  CARE  COSTS  WILL  REACH  15  PERCENT 
OF  THE  GNP  BY  THE  YEAR  2000,   WHICH  TRANSLATES   INTO  APPROXIMATELY 
$1.5  TRILLION. 


III.   HEALTH  INSURANCE 

ACCORDING  TO  THE  BUREAU  OF  LABOR  STATISTICS,   ONE  MILLION 
AMERICANS  ANNUALLY  LOSE  THEIR  HEALTH  INSURANCE.      IT   IS  ESTIMATED 
THAT  37  MILLION  AMERICANS  HAVE  NO  INSURANCE  --  ONE  THIRD  OR  MORE 
THAN  12  MILLION  OF  THEM  ARE  CHILDREN,   AND  15  MILLION  ARE  WOMEN  OF 
CHILD-BEARING  AGE.     THE  37  MILLION  AMERICANS  REPRESENT  A  SEGMENT 
OF  OUR  POPULATION  THAT  HAS   INCREASED  BY  25  PERCENT  SINCE  1980. 
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AN  ADDITIONAL  26  MILLION  AMERICANS  WILL  HAVE  NO  INSURANCE  FOR 
SUBSTANTIAL  PERIODS  OF  TIME.     THERE  ARE  ALSO  60  MILLION  AMERICANS 
WHO  HAVE  INADEQUATE  INSURANCE  TO  FULLY  ACCOMMODATE  THEIR  NEEDS. 

THOSE  OF  US  TODAY,  WHO  ARE  ADEQUATELY  INSURED,  MAY  ONLY  BE  A 
PAYCHECK  AWAY  DURING  THESE  RECESSIONARY  TIMES  FROM  LOSING  OUR 
ENTIRE  COVERAGE,   OR  ALTERNATIVELY  IF  WE  HAD  TO  BE  ADMITTED  TO  A 
HOSPITAL  FOR  A  LONG  PERIOD  OF  TIME,  OUR  ENTIRE  ECONOMIC  STATUS 
WOULD  BE  SERIOUSLY  JEOPARDIZED  OR  DESTROYED.     VIRTUALLY  ALL 
AMERICANS  ARE  AT  RISK,  HOWEVER,   IT  IS  THE  LOW  AND  MIDDLE-INCOME 
FAMILIES  WHO  ARE  SUBJECT  TO  THE  GREATEST  THREAT.     THE  NUMBERS  OF 
UNDER INSURED  AND  UNINSURED  ARE,  UNFORTUNATELY,   EXPECTED  TO 
INCREASE  DURING  THE  1990'S  AS  EMPLOYERS  STRUGGLE  TO  CURB 
SKYROCKETING  MEDICAL  COSTS  BY  REDUCING  STAFF  AND  CUTTING 
BENEFITS.     BOTH  THE  MIDDLE  CLASS  AND  CORPORATE  AMERICA  ARE  NOW 
REBELLING  BECAUSE  THE  COST  OF  HEALTH  CARE  HAS  GOTTEN  COMPLETELY 
OUT  OF  CONTROL. 


IV.     THE  ADMINISTRATION'S  HEALTH  CARE  PROPOSAL 


THE  PRESIDENT'S  RECOGNITION  TO  INTRODUCE  A  HEALTH  REFORM 
PROGRAM  IS  A  SIGNIFICANT  FIRST  STEP  TO  RECOGNIZING  THE  NEED  TO 
ATTEMPT  TO  OVERHAUL  THE  NATION'S  HEALTH  CARE  SYSTEM.     WE  AT  THE 
NMA  HAVE  AND  CONTINUED  TO  SUPPORT  UNIVERSAL  ACCESS  TO  NATIONAL 
HEALTH  CARE  INSURANCE  FOR  ALL  AMERICANS.     THE  PRESIDENT'S 
PROPOSED  PROGRAM  HOWEVER,  CONTAINS  INITIATIVES  DESIGNED  TO  BUILD 
ON  OUR  CURRENT  HEALTH  CARE  STRUCTURE.     BRIEFLY,  THE  PLAN  CONTAINS 
THE  FOLLOWING  PROVISIONS: 

O  LOW-  AND  MODERATE- INCOME  FAMILIES  WOULD  BE  ELIGIBLE  FOR  A 
TRANSFERABLE  HEALTH  INSURANCE  CREDIT  OR  A  TAX  DEDUCTION  TO 
COVER  HEALTH  INSURANCE  COSTS; 

O  HEALTH  CARE  COSTS  WOULD  BE  REDUCED  BY  PROMOTING  EFFICIENCY 
THROUGH  STREAMLINING  THE  INSURANCE  MARKET; 

O  IN  AN  EFFORT  TO  CONTAIN  COSTS,   STATES  WOULD  REVISE 
MALPRACTICE  LAWS  AND  REDUCE  ADMINISTRATIVE  COSTS  BY 
STANDARDIZING  CLAIMS  PROCEDURES;  AND 

O  GROWTH  IN  GOVERNMENT  HEALTH  PROGRAMS,  SUCH  AS  MEDICARE  AND 
MEDICAID,  WOULD  BE  CONTROLLED  TO  OFFSET  THE  CREDIT  AND 
DEDUCTION  COSTS. 

WE  APPLAUD  THE  PRESIDENT'S  RECOGNITION  TO  STREAMLINE 
THE  ADMINISTRATIVE  AND  INSURANCE  MARKETS.     AS  YOU  KNOW, 
THE  GENERAL  ACCOUNTING  OFFICE  REPORTED  THAT  $43  BILLION 
ARE  EXPENDED  IN  ADMINISTRATIVE  COSTS  ALONE.  ADDITIONALLY, 
NMA  HAS  SUPPORTED  RESOLUTIONS  TO  REFORM  MEDICAL 
MALPRACTICE  LAWS  IN  EFFORTS  TO  REDUCE  THE  COSTS  OF  HEALTH 
CARE  AND  WE  SUPPORT  THE  PRESIDENT'S  RECOGNITION  TO  REVISE 
THESE  STATUTES. 

HOWEVER,  WE  HAVE  SOME  SERIOUS  RESERVATIONS  REGARDING 
SPECIFIC  INITIATIVES  IN  THE  PRESIDENT'S  PROPOSAL.  ONE 
CONCERN  OF  INTEREST  TO  US,    IS  WHETHER  THE  TAX  CREDITS  AND 
DEDUCTIONS  PROPOSED  BY  THE  ADMINISTRATION  WOULD  BE 
SUBSTANTIAL  ENOUGH  TO  HELP  THE  UNINSURED  AFFORD  BASIC 
HEALTH  CARE  COVERAGE.      IT  HAS  BEEN  REPORTED  THAT  IN  1993, 
THE  AVERAGE  COST  OF  A  YEAR'S  HEALTH  INSURANCE  COVERAGE  FOR 
A  FAMILY  OF  FOUR  (4)  WILL  BE  APPROXIMATELY  $5,600.  A 
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FAMILY  OF  FOUR   (4)   EARNING  $10,000  WOULD  QUALIFY  FOR  THE 
FULL  $3,750  DEDUCTION  TO  TAXABLE  INCOME,   HOWEVER,  THEY 
WOULD  STILL  HAVE  TO  PAY  $1,850   IN  AFTER  TAX  CASH  TO  PAY 
FOR  HEALTH  INSURANCE  FOR  ONE  YEAR,  OR  APPROXIMATELY  $150 
PER  MONTH.     DURING  THESE  TIMES  OF  HIGH  UNEMPLOYMENT  AND 
RECESSIONARY  TRENDS,    IS   IT  PLAUSIBLE  FOR  A  FAMILY  LIVING 
ON  A  FIXED   INCOME  TO  BUDGET  AN  ADDITIONAL  $150  A  MONTH  FOR 
INSURANCE  COSTS? 

THE  PRESIDENT'S  PLAN  ALSO  BEGINS  TO  PHASE  DOWN  ITS 
COVERAGE  PROTECTIONS  FOR  THE  UNINSURED  WITH  FAMILY  INCOMES 
ABOVE  THE  POVERTY  LEVEL,   WHICH  COVERS  ABOUT  72%  OF  ALL 
UNINSURED  FAMILIES.     EVEN  IF  THE  PRESIDENT'S  PROPOSAL  IS 
FULLY  IMPLEMENTED,   THE  PLAN  WOULD  LEAVE  OVER  5  MILLION 
AMERICANS  WITHOUT  ANY  HEALTH  CARE  INSURANCE  COVERAGE 
WHATSOEVER. 

ANOTHER  CONCERN  TO  THE  NMA  IS  HOW  WILL  THE  PRESIDENT'S 
PLAN  BE  FINANCED?     IF  IMPLEMENTED,  THE  TAX  CREDITS  AND 
DEDUCTIONS  WOULD  COST  THE  FEDERAL  GOVERNMENT  $100  BILLION 
OVER  THE  NEXT  FIVE   (5)   YEARS.     THE  ADMINISTRATION'S 
PROPOSAL,  HOWEVER,  ONLY  OFFERS  VAGUE  SUGGESTIONS  ABOUT 
METHODS  TO  OFFSET  THE  REVENUES  THAT  WOULD  BE  EXPENDED  TO 
INITIATE  ITS  PLAN. 

WE  COMMEND  THE  PRESIDENT  FOR  PRESENTING  HIS  HEALTH  CARE 
PROPOSAL.     HOWEVER,   THERE  REMAIN  SEVERAL  UNANSWERED 
QUESTIONS  REGARDING  HIS  PROPOSAL.     SOME  CONCERNS  ARE:  HOW 
WILL  THE  HEALTH  PLAN  BE  FINANCED;  WHAT  FORM  AND  SUBSTANCE 
WILL  INSURANCE  PLANS  TAKE;  AND  HOW  WILL  THE  PROPOSED  NEW 
SYSTEM  BE  ADMINISTERED? 

V.  CONCLUSION 

THANK  YOU,  MR.  CHAIRMAN  AND  DISTINGUISHED  MEMBERS  OF 
THIS  COMMITTEE  FOR  THE  OPPORTUNITY  TO  APPEAR  BEFORE  YOU 
TODAY.     WE  LOOK  FORWARD  TO  WORKING  WITH  YOU  IN  DEVELOPING 
AND  SUPPORTING  AN  AFFORDABLE  AND  EFFICIENT  HEALTH  CARE 
PROPOSAL  WHICH  WOULD  PROVIDE  UNIVERSAL  ACCESS  AND 
UNIVERSAL  COVERAGE  TO  ALL  AMERICANS. 
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TO  THE  COMMITTEE  ON  WAYS  AND  MEANS 
U.   S-   HOUSE  OF  REPRESENTATIVES 

STATEMENT  OF  GERALD  S.   PARKER  IN  CONNECTION  WITH  PUBLIC 
HEARINGS  ON  THE  PRESIDENT'S  FISCAL  YEAR  1993  HEALTH  AND  HUMAN 
SERVICES  BUDGET  AND  THE  PRESIDENT'S  PROPOSALS  ON  HEALTH  CARE 
REFORM  HELD  ON  TUESDAY,   MARCH  3RD  THROUGH  THURSDAY,  MARCH 
5TH,  1992. 


t1y   name    is  Gerald  S.    Parker.    I    reside  at    li   Shore  Ac  >e  Drive, 
□Id  Greenwich,    CT  06870.    I   make   this  statement   as   a  concerned 
citizen  with   a  great   deal   of  experience    in   the  field  of 
health  care  financing   and    insurance.    1    represent   only  mys<r  1  f 
and   no   organization  or   person  other    than  myself. 

I    offer   my    views  on  health   care  costs   from   the  point  of 
"lew  of  a   30   year   career    in  charge  of    Ihe  Guardian  L  i  "f  = 
Insurance   Company   of   America's    individual    health  insurance 
operations    -    from    1751    when    I     joined    the   company    to  organize 
that   business  until    my   retirement   as  Vice  president   at  the 
end   of    1^81.      During    the    late    1970s   and    1780,    1    testified  on 
several    occasions     on  health   and   disability    issues  on  behalf 
of   the  Health    Insurance  Association  of  America. 

That   health   care  costs  have   become   a   political    issue    i  «= 
clear.    The  President's  plan    is    the    immediate  subject   of  these 
hearings    ,    but   every   other   presidential    candidate   and   e  good 
many   members   of    the   Congress  have   plan1;,.    Most   of    these   p  1  ans 
hope   to    solve   all    the  problems   at    no   sacrifice   of   money  by 
the  voters  and   no   reduction    in   the  quality  or    availability  of 
care.      But   there   is  still    no   free    lurch,    the  candidates' 
promises  no  t w i  th stand ing . 

Certainly*    it    is   clear    that    the  public    and    the  rouutf* 
cannot    indefinitely  pay   for   health   cart-  costs  rising   at  twice 
or    more   the   .ate   of    inflation.    But    1    believe    it    is  very 
important   that,    those   i  n  government    responsible  for 
"solutions"   mat- e    it    clear    to    that   public    that   costs  cannot  be 
reduced  without    significant   sacrifices.    The  costs  of  care 
cannot   be  reduced  just   by   shifting   the   '7  §^2on^ib  1 1  i  ty  for 
paying   them  or    the  methods  of    insuring    tjhose  costs.    And  the 
costs  of   care  must   be   reduced   before    the   costs   of  insurance 
against    then*  can  be   reduced,    no   matter   what    the  insuring 
mechani  sm .  . 

Any  plan   that   hopes   to   reduce    the  costs  must   also   do  at 
least    two  things: 

1.    Health  care  rationing   must   be  accepted.    We  shall  have' 
to  eliminate   the   "heroic"   effor  ts    to   prolong  life 
after    recovery    is    impossible.    What    ever  financing 
plan  or    plans  are  adopted,    they  must   not   pay  fo. 
indefinite    life  support   systems   for    the  terminally 
ill   or    for   permanent   and  irreversible 

unconsciousness.   And  hospitals   must   not   be  required 
.  to   pay  for   such  costs  when   the   insurance  plans  do 
not . 

The  elderly  will    not   became   fewer,   but   more  numerous. 
We  must   be  allowed   to  die  when  our    times  have  come. 
Some  patients  must  be  denied  some   treatments  at 
public   expense.    (For   example,    there   is  an  age  limit 
for   kidney   transplants    in   the  U.K.)    For   a  really 
frightening   scenario)    consider    the  economic   effect  on 
Social    Security  and  Medicare  of   a  successful  iesult 
of   the  efforts   to  conquer   cancer   and  heart  disease 
completely.    We'd   all    be    living    into   out  late 
nineties,   most   of  us    in  nursing  homes  at  great 
expense   to    the  small   population  of  remaining 
productive  taxpayers! 
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2.    The  malpractice  assault  on  the  medical   profession  by 
i       the   liability  bar   and  by  over    liberal    judges  must  be 
1       curbed.    Other   than  successfully  requiring  proof  of 
real    negligence  by  defendants   instead  of  mere  bad 
judgement  or  bad   luck,   probably  the  best  curb  would 
be  to  make  the  loser  pay  the  court  costs  of  the 
winner.      A  very  simple  measure,    and  one   that  only  the 
liability  bar  could  object   to,   would  be  to  provide 
that   punitive  damages  awards  be  directed   to   a  public 
heath  care  program  such   as  Medicare  and  Medicaid,  or 
to   the  treasury  of   the  State  having  jurisdiction.' 

Other   steps   that   would  help   and   should  be  considered 

are: 


1.  Drastically    limiting  public   funding  of  medical 
research.   Mo  small   part   of   the  rate  of   increase  of 
health  care  costs  has  resulted   from  the  explosion  of 
very  expensive  technical    advances  such   as  CAT  scans, 
organ   transplants,    and  MRI.    Every   hospital    feels  it 
must  have  all    the   latest   advances,,   and   the  funds  to 
pay  for    them  must  be  raised   -   and   eventually  paid  for 
by   the  patients  and   their    insurers.      And  of  course 
the  money    invested  pays  off    in  prolonged    lives   -  and 
higher   expenses.      But   perhaps  we  have  nearly  enough 
now.      Perhaps    ijt    is   time   to    leave  further   progress  in 
this  area   to  private  funding. 

2.  Most   of   the  countries   that   offer   government  hospital 
care  do   riot  provide   the   luxury  of   the  semi-private 

\    care   that    is  demanded  here.      They  provide  ward  care. 

\   Perhaps  that's  all   that  should  be  provided  under 
Medicare  and  Medicaid  or    any  mandated  plan.    Let  the 
patient  pay  for   the   luxury  except    in  cases  of  real 
medical    necessity,   which   would   be  only   the  present 
intensive  care  and  exceptions  for    those  patients 
whose  presence   in  a  ward   would  endanger  the 
recoveries  of   the  others  there. 


The  administrative  cost   of  various   plans   is  much 
discussed  when  comparing   their   desirability.    There  have  been 
assertions  that   private  health    insurance  has  administrative 
and  marketing  costs    in   the  area  of  <+0'/.  while  a  single  payer 
plan  covering  everyone  with   no   need   for   paperwork   could  be 
run  with  extremely    low  administrative  costs. 

I   urge   the  Committee   to    look   on  such   assertions  with  a 
very  suspicious  eye.    Many  are  founded   chiefly  on  wishful 
thinking.    On  the  other   side  of    the  coin,    I   have  heard  that 
Medicare  and  Medicaid  administrative  costs  are  24*/..    I  know 
that,   historically,   group   insurance  costs  on  the   larger  cases 
have  run  around    10"/..    Obviously,    the  smaller    the  group,  the 
higher   costs  are  going    to   be.    And    in  my  experience, 
individual   health  care   insurance  administrative  and  marketing 
costs  cannot  be  reduced   below  35*/.   to   ^0V.  without   doing  awa/ 
with  any  distribution    (which   would   result    in  very  little 
coverage  being  bought)    and  without   very  adversely  affecting 
the  quality  of   response   to   customer    (policyholder)  requests 
for    information  and   service  on  administration  and  claims. 
We've  all   been  subject    to   the  frustration  of    indefinite  busy 
signals  and  perhaps  worse,    being   put   on  hold  with  the 
objectionable  music    interrupted   every   few  minutes  with 
requests  \to    "Please  wait,    a  representative  will    be  with  you 
in  a  few  moments." 

A  public   plan   that  has  administrative  costs   that   are  too 
low   is  going,  to   be  very  subject   to  high  costs  of  fraud.  That 
has  been  a  serious  problem    in  Medicaid   and    I    believe   also  in 
Med  i  Care . 
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Statement  of  Francis  R.  Carroll,  President 
Small  Business  Service  Bureau,  Inc 
Worcester,  Massachusetts 
U.S.  House  of  Representatives 
Committee  on  Ways  and  Means 
March  3-5,  1992 

Chairman  Rostenkowski  and  Members  of  the  Committee: 


Thank  you  for  the  opportunity  to  comment  on  President  Bush's 
comprehensive  health  reform  program.  My  name  is  Francis  R. 
Carroll.  I  am  President  and  Founder  of  the  Small  Business  Service 
Bureau,  Inc.  (SBSB) .  SBSB  is  one  of  the  largest  private  sector 
small  business  associations  in  the  country.  Most  of  our  35,000 
members  are  small  companies  employing  fewer  than  25  people.  In 
fact,  many  are  sole  proprietorships  and  partnerships.  SBSB 
provides  our  member  firms  with  legislative  advocacy,  management 
assistance  and  group  benefits  and  services.  One  of  the  most  vital 
services  SBSB  offers  to  small  businesses  is  access  to  group  health 
insurance  through  Blue  Cross  Blue  Shield  programs  and  HMOs.  SBSB 
sponsors  over  90  health  plans  nationally  for  its  small  business 
members . 

The  af fordability  and  accessibility  of  health  insurance  for 
the  small  business  population  has  rightly  become  the  focus  of 
national  attention.  Fundamental  reform  in  the  small  group  market 
is  key  to  resolving  the  larger  problem  of  the  uninsured  and 
underinsured  in  the  small  business  population.  In  this  regard, 
SBSB  supports  the  intent  of  the  President's  plan  to  reform  the 
health  insurance  market.  However,  we  believe  there  are  several 
areas  within  the  President's  proposal  that  need  further  development 
to  enhance  the  ability  of  small  companies  to  gain  access  to 
affordable  health  care. 

President  Bush's  proposal  begins  to  address  the  af fordability 
issue  by  creating  tax  incentives  for  families  and  individuals  to 
purchase  health  insurance  coverage.  The  legislation  also  focuses 
on  the  special  needs  of  sole-proprietors  and  unincorporated 
businesses  by  allowing  them  to  deduct  100  percent  of  their  health 
insurance  premium,  and  encourages  the  use  of  managed  care  plans. 
SBSB  supports  all  these  initiatives. 

In  its  role  as  a  Health  Insurance  Network,  SBSB  pools  small 
businesses  into  a  larger  group.  This  promotes  marketing  and 
administrative  efficiencies  and  premium  stabilization.  SBSB 
negotiates  group  contracts  with  insurers  on  behalf  of  these  small 
employers.  All  programs  incorporate  managed  care.  SBSB,  its 
members,  and  its  participating  health  insurers  recognize  the 
effectiveness  of  pooling  small  groups  into  larger  purchasing  units. 
SBSB  would  be  willing  to  share  this  experience  with  interested 
legislators. 

Structural  small  business  insurance  market  reforms,  when 
implemented  with  reforms  in  the  areas  of  long  term  care,  Medicaid 
financing  and  eligibility,  and  malpractice  insurance,  will  close 
many  of  the  gaps  in  the  present  American  health  care  system. 

Small  businesses  are  supportive  of  reforming  the  small  group 
market,  because  it  has  become  increasingly  expensive  and 
restrictive.  They  are  not  supportive  of  mandates  to  provide 
benefits  they  have  had  difficulty  obtaining  in  the  first  place. 

Many  proposals,  including  the  President's  plan  for  reforming 
the  small  group  health  insurance  market  have  common  components 
which  SBSB  supports. 

1.  Prohibiting  medical  underwriting  and  denial  of  coverage 
to  individuals  or  groups  because  of  actual  or  anticipated 
health  conditions  and  claims  experience, 

2.  guaranteeing  renewability , 

3.  limiting  pre-existing  condition  exclusions  and  waiting 
periods , 

4.  limiting  state  mandated  benefits. 
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There  is  no  dispute  that  a  solution  to  our  health  care  crisis 
is  necessary.  There  is  a  question,  however,  as  to  the  shape  that 
solution  will  take.  The  small  business  community  has  always 
supported  the  concept  of  strong  national  leadership  clearing  the 
way  for  reforms  in  the  private  sector.  Reforms  in  the  health 
insurance  market  such  as  the  offering  of  mandate  free  products, 
limitations  on  pre-existing  condition  exclusions,  and  broad-based 
rating  will  provide  access  to  affordable  health  insurance  for  as 
much  as  64  percent  of  the  current  uninsured  population. 

Echoing  what  small  business  people  have  been  saying  all  along, 
pundits  now  agree  that  what  is  needed  is  legislative  and  executive 
branch  focus  on  the  problem.  In  1984,  73  percent  of  SBSB  members 
supported  increased  government  support  to  control  rising  hospital 
costs  and  health  insurance  premiums. 

This  does  not  mean  small  businesses  favor  establishing  another 
government  bureaucracy.  Historically,  government  programs 
instituted  to  take  over  private  sector  activity  have  not  worked. 
Examples  of  this  include  Medicare  and  Social  Security.  Furthermore, 
as  evidenced  by  the  national  savings  and  loan  scandal,  the 
government's  policy  of  benign  neglect  not  only  destroys  the 
public's  confidence  in  our  government,  but  wreaks  havoc  with 
people's  livelihoods.  There  is  no  reason  to  assume  a  government 
program  in  the  arena  of  health  care  will  successfully  achieve  its 
intended  goal. 

We  must  not  let  the  growing  problems  of  hospital  waste, 
medical  malpractice  and  mismanagement  by  health  carriers  result  in 
implementation  of  a  Canadian-like  health  insurance  program  where 
health  care  is  rationed  and,  when  critical,  sought  across  the 
border  in  America. 

Remember,  small  business  is  a  major  contributor  to  the 
national  economy.  The  financial  health  of  small  business  is 
fundamental  if  the  U.S.  economy  is  to  recover  from  the  current 
recession.  The  Bureau  of  Labor  Statistics  projects  that  between 
1984-1995  the  service  and  retail  trade  sectors  will  account  for 
over  14  million  new  jobs. 

Small  business  is  our  future.  I  encourage  legislators  to  enact 
health  care  reform  that  will  help,  not  hurt,  the  small  businesses 
of  our  nation. 
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